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Performance review

Global equities rebounded in July following a very tough
first half of CY23 on the back of a better than anticipated
US reporting season and optimism that the US Federal
Reserve could soon reduce the pace of interest rate
increases as economic conditions tighten. The market
shrugged off earnings downgrades and negative
commentary from economic proxies like Walmart and
United Parcel Service and instead focussed on the broader
results period which exceeded expectations with about
75% of the S&P 500 firms reporting results that exceeded
analyst estimates. It was a stark contrast to recent months
with even bad news seemingly being good news with above
consensus inflation in the US and large rate rises taken as
signalling that the end of the interest rate tightening cycle
may be nearer as long-term bond yields fell sharply.

The domestic small and micro-cap market again took its
lead from the US with both the S&P/ASX Small Ordinaries
Accumulation Index and the S&P/ASX Emerging
Companies Accumulation index bouncing strongly from

a poor start to the calendar, up +11.4% and +14.3%

respectively for the month of July. Despite our cash buffer
and conservative sector positioning, the OC Micro-Cap
Fund enjoyed a solid rebound, up +12.3% for the month.
It was pleasing to see the Fund largely keep pace with

the red hot small and micro-cap market which can be
attributed to some strong stock specific updates from
several investments during the month.

Telix Pharmaceuticals (TLX, +63.1%) was an outstanding
performer during the month after its first quarter of
commercial sales for Illuccix, its PET imaging agent,
surprised on the upside in the critical US market.

With Illuccix HCPCS reimbursement code and pass-
through payment status in place since 1 July, expanded
radiopharmacy coverage (which increased from 117

to 140 radiopharmacies over the quarter), and a fully
deployed and motivated sales force, we expect sales to
ramp up significantly in the coming quarters.

As a reminder to investors, Telix is a late-stage bio-
technology company specialising in cancer imaging
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and treatment via molecular targeted radiation (MTR).
MTR is on the cusp of revolutionising treatment of
certain cancers, thereby avoiding the deleterious effect
of chemotherapy and radiation therapy on healthy
tissue surrounding certain tumours. Whilst commercial
launch of llluccix only occurred in mid-April (following
FDA approval in November 2021) the company looks

on track to capture an estimated 30% market share of
the total addressable market (TAM) in the US which is
forecast to be approximately USS725M. Channel partner
Cardinal Health is highly motivated to grow market share
and has incentivised its sales force accordingly. llluccix
looks set to win significant market share due to the
accessibility of its radioisotope Gallium-68 and the ease
of use and accuracy of its imaging product versus key
competitor Lantheus (Pylarify) which may be constrained
by the limited availability of cyclotrons. Illuccix was also
approved by Australia’s TGA in early November and is
progressing marketing authorisation applications in 14
European countries, Canada and other jurisdictions.
Following a capital raising of $175m in January 2022,
TLX is well funded to execute on its robust pipeline of
additional material opportunities in the growing field

of radiopharmaceuticals which is attracting far greater
attention from investors and regulators.

Specialist wealth management provider Praemium (PPS,
+46.2%) was a strong performer for the Fund during the
month after announcing the successful completion of the
divestment of its international operations to Morningstar
for net proceeds of £35m. The announcement removes
the uncertainty around a previously flagged return of
capital to shareholders, with the PPS board confirming
during the month its plans to return $50m to shareholders
through a combination of an on-market share buyback
(up to 10% of issued capital, equivalent to $23.6m)
commencing following its FY22 result, and a special
dividend of 5cps ($25.7m) which was declared on 5 June
2022. We see the finalisation of this transaction as a good
outcome, given the long-standing loss-making nature

of PPS’s international operations, which were proving a
distraction from the profitable Australian platform.

During the month, PPS also provided an update for the
June quarter, reporting net platform inflows of $306m
during this period, 53% lower than the June 2021 quarter.
The platform continues to increase in scale, ending the
quarter with total funds under administration of $40.5b,
up 10% compared to a year ago. Although this was a
weaker result compared to recent quarters, the share
price reaction was a positive one, as the result was better
than feared during a quarter which was marred by weak
equity markets and a period where financial planners
(key stakeholders for PPS) were distracted from chasing
incremental business due to new regulations requiring
them to lodge client fee consents before 30 June.

Fleetwood Ltd (FWD, +32.4%) was a strong performer for
the Fund during the month following its announcement
that it had signed an agreement with Pilbara iron ore
giant, Rio Tinto (RIO), to provide accommodation services
at its wholly owned Searipple Fly-in Fly-out (FIFO) village
in Karratha. The deal will see FWD provide 250 rooms
per night to RIO FIFO workers over the next 5 years and is
expected to generate between $52m and $70m revenue
over the term of the agreement with additional options
also available to RIO. The purpose-built Searipple village is
set upon 15 hectares with over 1,300 rooms and is one of
the largest accommodation villages in Western Australia.
The RIO agreement serves to underwrite the village’s
base case business plan with further upside for any

other short or long-term accommodations agreements
signed with third parties. This positive announcement
was welcome relief for FWD investors as it came soon
after the company updated the market (in late June)
advising of an FY22 earnings downgrade primarily driven
by its Building Solutions business which was experiencing
the ongoing underperformance of a key project and
significant impacts from cost increases and material

and labour shortages. To address these issues, FWD

has implemented operational management personnel
changes, cost control and governance measures within
the Building Solutions business. With its earnings in

FY23 now rebased and underpinned by its Community
Solutions (accommodation) business, FWD represents
compelling value with net cash (+$50m) and a market
capitalisation of $160m.

It wasn’t all good news for the Fund during the month.
E-signing and PDF productivity software provider

Nitro Software (NTO, -14.2%) fell sharply after an
underwhelming quarterly sales update. While the
company reiterated its guidance for revenue and
operating EBITDA for the current calendar year, it reduced
the guidance for ending Annualised Recurring Revenue
(ARR) which typically sets the foundation for revenues

in the following year (CY23). The lower ARR is a factor

of deferred new customer wins, lower cross sell of the
acquired Connective enterprise e-signing business and

a restructure of the so called “Go to Market” team. The
sales team restructure is stated to reduce the complexity
of the sales model but also to achieve the company’s
targeted cost savings as part of the plan to bring the
cashflow break-even point forward to 2HCY23. This
restructure is the second in as many years so the investor
community may well wonder if a lack of effectiveness of
the prior structure in signing new clients was also a driver
of the changes. While we reduced our overall holding
slightly on the day of the quarterly sales update, we
remain satisfied with the overall growth rate, even at the
reduced level of 24-30%, given the strength of the prior
year base. NTO'’s client retention remains strong, as does
the growth within the existing client base. The appeal of
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the largely subscription-based revenue stream is not lost
on us and, with the stock trading on two-year lows, we
would not rule out the potential for a corporate suitor to
emerge.

Outlook

The positive momentum of July has continued into August
with the market continuing to climb a wall of worry that
includes white hot inflation, outsized central bank rate
hikes, slowing lead economic indicators and mounting
geopolitical concerns. The Fund nonetheless remains
conservatively positioned ahead of reporting season and
we remain unconvinced that the current market rally will
continue unabated given that strong recent employment
data out of the US and Australia suggests that monetary
tightening may still have some way to play out and that
inflation may not be so easily tamed.

Whilst the markets have bounced from arguably
oversold levels, the headwinds in the global economy
continue to gather momentum and are reflected in the
recent revisions to global growth expectations from the
International Monetary Fund (IMF). The IMF has again
sharply revised down its global growth forecast to just
3.2% for this year and 2.9% for next year, pointing to
broad based slowdowns in the United States, China and
in the Eurozone. It marks the second time in just three
months that the IMF has materially downgraded its
outlook for the global economy as inflation and rapidly
rising interest rates temper the economic outlook.
Rising food and energy prices also prompted an upward
revision to the global inflation outlook, with price growth
expected to reach 6.6% in advanced economies, up
almost a full percentage point.

In late July, the US entered a ‘technical recession’

after experiencing the second consecutive quarter of
negative economic growth. Gross domestic product

fell at an annualised pace of 0.9% for the period and

the negative trend came from a broad swath of factors,
including decreases in inventories, residential and non-
residential investment, and government spending. The
technical dip came earlier than most had forecast, with
the consensus market view increasingly leaning toward
a US recession in calendar year 2023. In recent weeks,
rising recession concerns have seen the US yield curve
invert again, with the current US 10-year government
bond yield of 2.7% materially below the peak cash rate
of 3.3% that money markets are currently pricing in. The
2-year/10-year US Treasury curve is also heavily inverted
to the tune of 42 basis points. Inverted yield curves can
be tricky to interpret, particularly more recently given
the unprecedented amount of central bank intervention
in money markets in the COVID recovery phase, but
history suggests that the deeper they are and the longer

they persist, the higher recession odds rise. Officially,
the National Bureau of Economic Research declares
recessions and expansions, and likely won’t make a
judgment on the period in question for some months if
not longer.

Despite the negative recent GDP print, a significant beat
in non-farm payrolls late last week and an even more
unexpected drop in the unemployment rate (3.5%) is
unequivocally good news for the US economy. It suggests
talk of an ‘official’ US recession is perhaps premature

and supports the US Federal Reserve (the Fed) Chairman
Jerome Powell’s assertion that the US economy is not
currently in recession: “I don’t think the US is currently

in recession,” he recently told reporters in Washington.
“There are too many areas of the economy that are
performing too well”. The strong jobs data will likely add
impetus for the Fed to again raise rates by 75 basis points
when it meets in September, matching the moves it made
in June and July, as it seeks to stamp out inflation that is
running at 40-year highs. Following the July rate hike, the
Fed had suggested that the rate of future interest rate
increases would be “data dependent”. But the strength of
the July jobs report undoubtedly increases the likelihood
of further aggressive rate increases to curb demand and
inflation.

On the domestic front, Australia’s second-quarter
inflation rate came in a little under expectations in July at
6.1%, providing some hope that consumer prices might
be leveling out. While forward indicators across certain
sectors are suggesting inflation may be moderating,

we are yet to be convinced that inflation can be tamed
without impacting company earnings later in the financial
year. The Reserve Bank of Australia’s (RBA) preferred
measure of inflation, so called core inflation, which strips
out big one-off price moves in the CPI each quarter, was
4.9% in the second quarter. This was its highest rate since
1991, accelerating from 3.7% in the first quarter. Core
inflation is the cornerstone of the RBA’s policy making.

It therefore came as little surprise that the central bank
lifted the overnight cash rate by half a percentage point,
or 50 basis points, for a third consecutive month in early
August, taking the cash rate to 1.85%. In the RBA’s August
meeting statement, officials inserted a new comment that
further monetary policy normalisation is likely, but that it
is not on “a pre-set path”, echoing the sentiment of the
US Fed. The RBA expects inflation to peak around 7.75%
over 2022, the same estimate that the Federal Treasurer
released a week earlier, before it’s expected to only
gradually slow to “a little above 4 per cent over 2023 and
around 3 per cent over 2024.” This suggests peak inflation
is still ahead of us and the upward revisions to 2023

and 2024 forecasts suggest that interest rates may need
to remain higher for longer. Financial markets are now
pricing in a cash rate at 3% by December and a peak at
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3.2% by Easter next year before edging lower in late 2023
and beyond as higher borrowing costs moderate demand
and stamp out cost pressures.

The August reporting season has arrived and we expect
to see broad based earnings revisions from the street
over the coming weeks. Sell-side analysts have been far
too slow to adjust to the realities of a higher interest rate,
higher cost and a slower growth environment that we
will likely see in FY23. Somewhat incredulously, sell-side
(Bloomberg consensus) earnings expectations for FY23
were still increasing up until six weeks ago, despite the
more challenging macro-economic environment that

lies ahead. By way of example, the consensus of sell-

side analysts forecast margin expansion across the ASX
200 Industrials for FY23 despite the backdrop of rising
cost pressures, labour shortages and slowing demand.
Specifically, consensus earnings forecasts currently imply
that during FY23 the Net Profit margin on the ASX 200
Industrials will expand to 7%. This would be the highest
level since prior to the GFC. If we instead assume that
profit margins for industrial firms were to settle at around
mid-cycle levels, the FY23 consensus earnings forecasts
(NPAT) would need to be cut by around 10%. If we get a
sharp slowdown, then these revisions will need to be a
much higher than that. Fortunately, we believe that buy-
side fund managers and the street, overall, seems to have
discounted these numbers and are cognisant they are too
high. It will nonetheless make for an interesting reporting
season, especially given the wave of quantitative fund
money that tends to follow consensus earnings revisions.

It is likely that most company boards will be reticent to
give much in the way of forward earnings guidance at
this early stage of the financial year given the economic
uncertainty. Against this backdrop, investors are likely to
put a premium on earnings certainty and companies that
are resilient to the economic cycle. As such, the Fund
currently has relatively limited exposure to consumer
facing stocks or economically sensitive businesses, albeit
we acknowledge that expectations for these companies
have rebased downwards in recent months.

The upcoming reporting season is a critical time for the
Fund as it gives us an opportunity to assess the financial
performance of our stock universe from their published
results, as well as the chance to meet with management
and glean key insights into their strategy and outlook.
This year, there will be a heavy focus from our team on
how companies are dealing with cost pressures and the
extent to which they are able to pass these on, and the
impact (if any) on profit margins. In particular, supply
chain pressures are front of mind, as well as labour
shortages and wage pressures. We will also be assessing

how our companies are seeing the demand environment,
particularly as interest rates rise and customers are
impacted by other cost of living pressures and a cooling
housing market.

Over the coming weeks, our analysts will meet with
around 200 ASX listed companies with a view to refining
our portfolio so that we can continue to generate strong
investment outcomes for our clients over the coming
years. Notwithstanding the current volatility in markets,
we believe the Fund is well positioned going into the
results period and we are conservatively positioned with
a cash holding above 10%. Our team remains confident
in our ability to generate strong investment outcomes
for our investors over the long-term and we look forward
to reporting back with key learnings from our company
meetings early next month.

Top 5 holdings*

Cedar Woods Property Cwp
Monash IVF Group Limited MVF
Probiotec Limited PBP
Silk Logistics SLH
Telix Pharmaceutical TLX

#The top 5 portfolio holdings are in alphabetical order and may not be
representative of current or future investments.
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CONTACT COPIA

John Clothier

Mani Papakonstantinos
Jude Fernandez

Sam Harris

Greg Black

ocfunds.com.au

1800 442 129 | clientservices@copiapartners.com.au | copiapartners.com.au O

General Manager, Distribution 0408 488 549 | jclothier@copiapartners.com.au
Distribution Manager 0439 207 869 | epapakonstantinos@copiapartners.com.au
Distribution Manager 0414 604 772 | jfernandez@copiapartners.com.au
Distribution Manager 0429 982 159 | sharris@copiapartners.com.au
Distribution Manager 0407 063 433 | gblack@copiapartners.com.au
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