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Performance review

April was a strong month for equities globally and the
domestic small cap market was no exception, with the
S&P/ASX Small Ordinaries Accumulation Index rallying
throughout the month before finishing up +5.0%. Bond
markets stabilised following the release of benign
inflation data and central banks in key markets continued
to talk down the prospect of rate rises in the short

to medium term. The low interest rate environment

is clearly supportive of elevated stock valuations,
particularly in long duration growth names, and markets
across the globe responded positively to the data during
the month. The OC Premium Small Companies Fund
posted a solid +5.8% gain in April which was ahead of
both the S&P/ASX Small Ordinaries Accumulation Index
and the S&P/ASX Small Industrials Accumulation Index
which were up +5.0% and +3.9%, respectively, during the
month.

Sezzle Inc. (SZL, +30.8%), a US pioneer in ‘Buy Now Pay
Later’ (BNPL) consumer credit services, rallied during
the month following a volatile March quarter. The
company’s quarterly earnings update showed continued

robust growth above the consensus of analyst forecasts
for revenue and usage metrics. SZL also announced its
intention for a dual listing in the USA, the home of its
head office and a significant majority of its business. We
continue to find the strong growth trajectory and potential
international expansion options for SZL appealing and await
further updates from the company on their progress with
international and enterprise client trials.

Global document productivity and e-signing software
company Nitro Software (NTO, +27.5%) recovered after
a sell-off during the previous quarter which we discussed
in the March quarterly update. The share price softness in
the March quarter was likely the result of two interacting
forces: 1) the sharp sell-off in small technology stocks
brought about by the spike in the 10-year treasury yield
during the quarter (discussed in the February Monthly
Review); and 2) investors being reluctant to purchase the
stock ahead of a mooted selldown by two cornerstone
investors, Starfish Ventures and Battery Ventures, whose
holdings came out of escrow post the full year result. At
times, the market can be somewhat irrational short-term
and at one stage NTO’s share price was in free fall around
early March as buyers deserted the screens amid the
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sharp tech sell-off and a perceived stock overhang. We
try to remain rational and opportunistic at such times
and the Fund stepped into the market and purchased
heavily discounted stock at around $2.20 in early March,
well below our internal valuation and comfortably below
the current share price around $3.00. Indeed, Starfish
Ventures eventually sold down its holding at the end of
April at $3.15. Operationally, NTO is performing well with
its recent quarterly update highlighting 66% ARR growth
(on the March 2020 quarter), which is ahead of the 46%
implied by the company’s 2021 guidance (which was
reaffirmed). The quality of NTO’s revenue was further
enhanced with subscription revenue now comprising 61%
of total revenue.

Mineral Resources (MIN, +25.6%), a portfolio stalwart,
had another strong month on the back of a surging iron
ore price and an improved outlook for lithium stocks.
Furthermore, the market gained a greater appreciation
for the material growth opportunities ahead of the
company following a well attended 3-day investor tour in
WA. Late in the month, the spot iron ore price hit a record
high above US$193 per tonne as demand continues to
outstrip supply in the key Chinese market. Despite MIN
announcing a production downgrade to its forecast iron
ore output for FY21 on the back of haulage constraints
caused by a shortage of skilled truck drivers, the strength
in the iron ore price, which is now expected to remain
stronger for longer, coupled with improvements in the
lithium market, has supported continued strength in the
MIN share price.

We are particularly excited about three projects that
could be short-to-medium term game changers for MIN
and lead to a step-change in earnings and scale for the
company, namely a) the Ashburton iron ore project which
has the potential to well over double MIN’s current ore
iron production over the next few years at a relatively
low cash cost; b) Southwest Creek, where MIN is well
positioned to gain access to two berths with a 50mtpa
shipping allocation within Port Hedland which could be
utilised for the 25mtpa Marillana iron ore opportunity,
as well as 15mtpa from the Ophthalmia iron ore project,
both of which are held in a 50/50 JV with Brockman
Resources; and c) the conversion of all its spodumene
production to higher value lithium hydroxide which, in
addition to its Kemerton plant, could involve MIN building
lithium hydroxide plants in China with its world class
lithium JV partners Albemarle and Ganfeng. MIN has a
very strong balance sheet and cash flow to fund these
projects which could see MIN’s iron ore production grow
from 20mtpa to 90mtpa over the next 3 to 5 years and
add significant value to its lithium operations. We expect
material news flow from MIN in the coming months which
could drive a further significant share price re-rating.

Life360 Inc (360, +20.2%) delivered a quarterly update

in late April that was ahead of investor expectations

and which further demonstrated the resilience of the
Life360 platform. At the same time, 360 announced

the proposed cash and scrip acquisition of US based
wearables business, Jiobit, which provides families with
location tracking devices to be used by young children,
pets and seniors. The acquisition represents the first
stage of 360’s recently announced strategic review and,
whilst at this stage it is a non-binding deal, we have

high degree of confidence it will complete as it is highly
complementary to 360’s existing core family safety/
communication product. The market applauded the deal
as not only will 360 stock be issued to Jiobit vendors at a
significant premium to the ASX valuation of 360 stock, but
also 360 management flagged further US based deals that
may involve a merger or a dual listing (Nasdaq) for the
company. OC has been invested in 360 since its ASX listing
in mid-2019 and whilst our initial investment experience
had been somewhat disappointing, with the stock trading
below its IPO issue price for some time, more recent
developments give us confidence that 360 is on the

right track for success. We believe 360 is well positioned
to capitalise on its market leading position in North
America and, with an expanded product offering and new
geographies to move into, we see excellent growth and
cash flow generation potential for the 360 business as it
matures.

Long term fund holding SG Fleet (SGF, +18.5%) drove
forward the long-awaited consolidation of the vehicle
fleet management industry during the month with the
$387m acquisition of the Australian and New Zealand
operations of LeasePlan. The acquisition will be funded
by a mix of cash and scrip and is expected to be +20%
earnings accretive post the migration of the combined
businesses onto unified systems. The market was
enthused by the deal, with the related SGF capital raising
(by way of entitlement issue) hotly sought after by
institutional investors and the stock immediately traded
at a premium to the theoretical ex-rights price (TERP)
and continued to trade higher over the balance of April.
The vehicle leasing sector was impacted by uncertain
customer dynamics heading into the global COVID-19
pandemic 12 months ago and ongoing restricted supply
in new vehicles, but the resilience of many parts of the
local economy has shored up vehicle leasing demand
and supply constraints have created an offset from the
increased prices for sales of ex lease used vehicles. We
used the entitlement offer to increase our exposure to
the company and continue to see SGF as well positioned
in the current environment and, with $20m of synergies
to be realised from the acquisition, we see earnings
tailwinds for the company through the medium term.
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Redbubble Limited (RBL, -18.6%) was heavily sold

off following a third quarter update which flagged a
significant step-up in reinvestment in the business. The
strategy pivot comes at a time when the business begins
to cycle COVID-19 tailwinds (which saw a period of
elevated mask sales) and will likely result in operating de-
leverage in the short to medium term. Recently appointed
Managing Director, Michael llczynski, concurrently
released some aspirational targets to grow marketplace
revenue from ~$527m in CY20 to $1.25b in CY24. This top
line growth will, however, come at the expense of near-
term profitability including a combination of i) higher
marketing spend, ii) higher fulfilment costs to improve
product quality, iii) greater promotional activity and

iv) lower shipping costs. As a result of these initiatives,
near-term profitability will suffer as management seeks to
cement its long-term domination of the category. Whilst
this may ultimately prove to be a sensible strategy, it is
likely that the stock will trade sideways for a protracted
period until RBL can demonstrate some tangible evidence
that it is on track to dominate the category longer-term.

RBL had been a major success story for the Fund over
the past 12 months and we had significantly reduced
our holding in the stock prior to this update. We have
subsequently exited the balance of our investment in
the company but will closely follow RBL’s progress given
the large and growing addressable market in which it
operates, the attractive unit economics it will generate if
global scale can be achieved, and our high regard for the
new Managing Director Michael llczynski.

Outlook

Inflation continued to be the topic de jour throughout
April following the spike in treasury yields in the March
quarter, which raised the prospect of interest rates
potentially rising faster than our central bankers would
have us believe. It is a polarising debate between the
inflation doves and hawks with historical references of
little use in predicting likely outcomes given that we
are in unchartered waters given the quantum of fiscal
and monetary stimulus unleashed by central banks and
governments globally since the onset of COVID-19.

During the month new data from the Australian Bureau
of Statistics (ABS) showed that the March quarter CPI
rose just 1.1%, the lowest annual movement on record.
Despite this historical data, the signs that inflationary
pressures are building in the economy are growing
louder with a raft of senior executives calling out rising
input cost pressures at the well-attended (virtual)
Macquarie Conference last week. These included the
chief executives from Transurban, a toll-road operator,
Reliance Worldwide Corporation, which produces
plumbing fixtures and Domain Group, a real estate

classifieds business. Even the Sage of Omaha, Warren
Buffett called it out at the recent Berkshire Hathaway
annual shareholders meeting, saying ‘[W]e are seeing
very substantial inflation...People are raising prices and it
is being accepted”. Commodity prices too are rising with
copper trading to a 10 year high in recent weeks and iron
ore also at all-time highs.

The pivotal question, contemplated in the March
quarterly, remains whether we are witnessing the
beginning of an inflationary wave which could force the
hand of policy makers and necessitate interest rates rising
at a time when the global economy is still relatively early
in its recovery phase. This would have clear negative
implications for equity markets. Or are our central
bankers, including the US Federal Reserve and the RBA,
indeed correct in that any near-term price rises will prove
to be transitory in nature (driven by supply bottlenecks
and short-term stimulus that will fade) given that the
labour market remains significantly under utilised and the
risk of sustained inflation is therefore very low.

The RBA remains steadfast in its views that the economic
dynamics at play with record low rates bringing about
rising asset prices, higher household expenditure and
incomes, lower unemployment, higher construction
activity and greater consumption are all a part of a
healthy recovery from a sharp economic downturn. That
is, reflation and rising bond yields are to be expected at
this juncture of the recovery and despite the economy
being back to its pre-pandemic level of GDP, wage growth
remains anaemic and core inflation remains less than half
of where the RBA is targeting “despite the significantly
better state of economic activity and employment”.

The US Federal Reserve (the Fed) also continues to
project near-zero interest rates at least through 2023
despite upgrading its US economic outlook with Chairman
Jerome Powell recently noting that the Fed remains ‘a
long way from their goals’ and that they ‘will be patient
if [they] see a transitory rise in inflation” and further that
they ‘[e]xpect any inflation rise to be of a base effect,
but not to be large or persistent’. Both the Fed and RBA
have made it clear that they will wait to see that inflation
is sustainably above their targeted range (2% and 2-3%
respectively) before considering adjusting policy, which
is a marked departure from typical central bank policy
settings which are usually proactive, as opposed to
reactive.

Bond markets still seem to be supportive of the views of
our central bankers with 10-year treasury yields relatively
stable over recent weeks, with the US and Australia
10-year treasury yields still well below 2%. No doubt
guantitative easing programs, whereby central banks
have been actively buying five and ten-year government
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bonds to supress long-term rates, has kept the long-term
rates somewhat artificially low. But financial markets
participants, on balance, seem to still be betting that near
term pricing pressures will be transitory in nature and
that inflation is unlikely to be an issue given the remaining
slack in the labour market and the absence of wages
pressure.

At this juncture, we remain of the opinion that
sustained inflation is unlikely in the near term. Rather,
we view rising long-term treasury yields as the natural
consequence of a reflationary environment and that
some price rises are a natural and healthy part of the
economic recovery. We expect that treasury yields will
likely continue to rise in the near-term but remind our
investors that even with the recent increases in bond
yields, the long-term bond yields remain at historically
very low levels.

At this point, the portfolio remains tilted toward
companies that ought to be beneficiaries of a return to
sustained economic growth, price pressures and higher
yields, commonly referred to as ‘reflation trades’, with
our tech and growth exposure having reduced materially
over the past six months. That said, we still retain

several high-quality growth exposures in the portfolio
including NEXTDC and Nitro Software. As previously
mentioned, we remain in uncharted waters from an
economic perspective given the highly expansive fiscal
and monetary programs in play globally. Should evidence
of inflationary forces become more pervasive in the
coming months this would necessitate us rotating even
further away from long duration growth assets such as
technology and healthcare towards cyclical, commodity
and financial stocks that will likely perform better in such
an environment.

This week the Treasurer Josh Frydenberg hands down
the Federal Budget which will confirm that the nations
finances are in much better shape than contemplated a
year ago, thanks largely to a steeper economic recovery
than anticipated and a surging iron-ore price. Key areas
of focus for the investment team on Tuesday night will

be on the aged care sector given our holding in Estia
Health Ltd, with the treasurer already confirming that
the government will commit over $10b to the sector over
forward estimates, the childcare sector given our holding
in G8 Education with the government confirming a $1.7b
package in the budget and Infrastructure, resources and
energy funding, given our investment in Seven Group
Holdings. We look forward to summarising the impacts of
the Federal Budget on our portfolio at our next investor
communication.

Top 5 holdings*

Bapcor Limited BAP
Eagers Automotive APE
Mineral Resources MIN
Sealink Travel Grp SLK
Steadfast Group Ltd SDF

#The top 5 portfolio holdings are in alphabetical order and may not be

representative of current or future investments.
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John Clothier General Manager, Distribution 0408 488 549 | jclothier@copiapartners.com.au

lain Mason Director, Institutional Business 0412 137 424 | imason@copiapartners.com.au

Mani Papakonstantinos Distribution Manager 0439 207 869 | epapakonstantinos@copiapartners.com.au
Matthew Roberts Distribution Manager 0438 297 616 | mroberts@copiapartners.com.au

Jude Fernandez Distribution Manager 0414 604 772 | jfernandez@copiapartners.com.au

Sam Harris Distribution Manager 0429 982 159 | sharris@copiapartners.com.au
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