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WHO IS IIR?

Independent Investment Research, “IIR”, is an independent investment research house based in Australia and the United States. IIR specialises in the analysis of high quality commissioned research for
Brokers, Family Offices and Fund Managers. IR distributes its research in Asia, United States and the Americas. IIR does not participate in any corporate or capital raising activity and therefore it does
not have any inherent bias that may result from research that is linked to any corporate/ capital raising activity.

IIR was established in 2004 under Aegis Equities Research Group of companies to provide investment research to a select group of retail and wholesale clients. Since March 2010, IIR (the Aegis Equities
business was sold to Morningstar) has operated independently from Aegis by former Aegis senior executives/shareholders to provide clients with unparalleled research that covers listed and unlisted
managed investments, listed companies, structured products, and IPOs.

IIR takes great pride in the quality and independence of our analysis, underpinned by high caliber staff and a transparent, proven and rigorous research methodology.

INDEPENDENCE OF RESEARCH ANALYSTS

Research analysts are not directly supervised by personnel from other areas of the Firm whose interests or functions may conflict with those of the research analysts. The evaluation and appraisal of research
analysts for purposes of career advancement, remuneration and promotion is structured so that non-research personnel do not exert inappropriate influence over analysts.

Supervision and reporting lines: Analysts who publish research reports are supervised by, and report to, Research Management. Research analysts do not report to, and are not supervised by, any sales
personnel nor do they have dealings with Sales personnel

Evaluation and remuneration: The remuneration of research analysts is determined on the basis of a number of factors, including quality, accuracy and value of research, productivity, experience, individual
reputation, and evaluations by investor clients.

INDEPENDENCE - ACTIVITIES OF ANALYSTS

IIR restricts research analysts from performing roles that could prejudice, or appear to prejudice, the independence of their research.

Pitches: Research analysts are not permitted to participate in sales pitches for corporate mandates on behalf of a Broker and are not permitted to prepare or review materials for those pitches. Pitch materials
by investor clients may not contain the promise of research coverage by IIR.

No promotion of issuers’ transactions: Research analysts may not be involved in promotional or marketing activities of an issuer of a relevant investment that would reasonably be construed as representing
the issuer. For this reason, analysts are not permitted to attend “road show" presentations by issuers that are corporate clients of the Firm relating to offerings of securities or any other investment banking
transaction from that our clients may undertake from time to time. Analysts may, however, observe road shows remotely, without asking questions, by video link or telephone in order to help ensure that they
have access to the same information as their investor clients.

Widely-attended conferences: Analysts are permitted to attend and speak at widely-attended conferences at which our firm has been invited to present our views. These widely-attended conferences may
include investor presentations by corporate clients of the Firm.

Other permitted activities: Analysts may be consulted by Firm sales personnel on matters such as market and industry trends, conditions and developments and the structuring, pricing and expected market
reception of securities offerings or other market operations. Analysts may also carry out preliminary due diligence and vetting of issuers that may be prospective research clients of ours.

INDUCEMENTS AND INAPPROPRIATE INFLUENCES
IR prohibits research analysts from soliciting or receiving any inducement in respect of their publication of research and restricts certain communications between research analysts and personnel from other
business areas within the Firm including management, which might be perceived to result in inappropriate influence on analysts’ views.

Remuneration and other benefits: [IR procedures prohibit analysts from accepting any remuneration or other benefit from an issuer or any other party in respect of the publication of research and from offering
or accepting any inducement (including the selective disclosure by an issuer of material information not generally available) for the publication of favourable research. These restrictions do not preclude the
acceptance of reasonable hospitality in accordance with the Firm's general policies on entertainment, gifts and corporate hospitality.

DISCLAIMER

This publication has been prepared by Independent Investment Research (Aust) Pty Limited trading as Independent Investment Research (“IIR”) (ABN 11 152 172 079), an corporate authorised representative of
Australian Financial Services Licensee (AFSL no. 410381. IR has been commissioned to prepare this independent research report (the “Report”) and will receive fees for its preparation. Each company specified
in the Report (the “Participants”) has provided IIR with information about its current activities. While the information contained in this publication has been prepared with all reasonable care from sources that IIR
believes are reliable, no responsibility or liability is accepted by IIR for any errors, omissions or misstatements however caused. In the event that updated or additional information is issued by the “Participants”,
subsequent to this publication, IR is under no obligation to provide further research unless commissioned to do so. Any opinions, forecasts or recommendations reflects the judgment and assumptions of IR as
at the date of publication and may change without notice. IR and each Participant in the Report, their officers, agents and employees exclude all liability whatsoever, in negligence or otherwise, for any loss
or damage relating to this document to the full extent permitted by law. This publication is not and should not be construed as, an offer to sell or the solicitation of an offer to purchase or subscribe for any
investment. Any opinion contained in the Report is unsolicited general information only. Neither IIR nor the Participants are aware that any recipient intends to rely on this Report or of the manner in which a
recipient intends to use it. In preparing our information, it is not possible to take into consideration the investment objectives, financial situation or particular needs of any individual recipient. Investors should
obtain individual financial advice from their investment advisor to determine whether opinions or recommendations (if any) contained in this publication are appropriate to their investment objectives, financial
situation or particular needs before acting on such opinions or recommendations. This report is intended for the residents of Australia. It is not intended for any person(s) who is resident of any other country. This
document does not constitute an offer of services in jurisdictions where IR or its affiliates do not have the necessary licenses. IIR and/or the Participant, their officers, employees or its related bodies corporate
may, from time to time hold positions in any securities included in this Report and may buy or sell such securities or engage in other transactions involving such securities. IR and the Participant, their directors
and associates declare that from time to time they may hold interests in and/or earn brokerage, fees or other benefits from the securities mentioned in this publication.

IIR, its officers, employees and its related bodies corporate have not and will not receive, whether directly or indirectly, any commission, fee, benefit or advantage, whether pecuniary or otherwise in connection
with making any statements and/or recommendation (if any), contained in this Report. IR discloses that from time to time it or its officers, employees and related bodies corporate may have an interest in the
securities, directly or indirectly, which are the subject of these statements and/or recommendations (if any) and may buy or sell securities in the companies mentioned in this publication; may affect transactions
which may not be consistent with the statements and/or recommendations (if any) in this publication; may have directorships in the companies mentioned in this publication; and/or may perform paid services
for the companies that are the subject of such statements and/or recommendations (if any).

However, under no circumstances has IIR been influenced, either directly or indirectly, in making any statements and/or recommendations (if any) contained in this Report. The information contained in this
publication must be read in conjunction with the Legal Notice that can be located at http://www.independentresearch.com.au/Public/Disclaimer.aspx.

THIS IS A COMMISSIONED RESEARCH REPORT.

The research process includes the following protocols to ensure independence is maintained at all times:

1) The research process has complete editorial independence from the company and this is included in the contract with the company;

2)  Our analyst has independence from the firm’s management, as in, management/ sales team cannot influence the research in any way;

3) Our research does not provide a recommendation, in that, we do not provide a “Buy, Sell or Hold" on any stocks. This is left to the Adviser who knows their client and the individual portfolio of the client.

4)  Qur research process for valuation is usually more conservative than what is adopted in Broking firms in general sense. Our firm has a conservative bias on assumptions provided by management as
compared to Broking firms.

5)  All research mandates are settled upfront so as to remove any influence on ultimate report conclusion;

6)  All staff are not allowed to trade in any stock or accept stock options before, during and after (for a period of 6 weeks) the research process.

For more information regarding our services please refer to our website www.independentresearch.com.au.
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Microcaps Review

Microcaps Stellar Quarter 8.9% vs. Large Caps 1.0%

MICROCAPS OVERVIEW OF Q1 FY18

While FY18 is barely underway the microcap and small caps indexes have got off to a flyer
and significantly outperforming large caps. Although, most microcap managers have made a
good start they have lagged the index performance a bit as the old adage goes “A good start
is half the battle” so hopefully they can catch up a bit of performance later in the year.

There has been a noticeable rebound in the performance of microcaps and small caps versus
large caps. The ASX All Ordinaries Accumulation Index returned a minuscule 1.0% for the
quarter. In stark contrast, the ASX Emerging Companies Index posted a robust 8.9% return
for the quarter. A bit of mean reversion appears to be happening as the large caps handily
outperformed the smaller end of the market in FY17 so we will see if FY18 continues to be a
year for the little guys.

FUND CLOSURES AND NEW ADDITIONS

In the first quarter of FY18 we saw the closure of the Schroders Microcap Fund. This was
primarily a result of key staff leaving the Schroder’s asset management team for pastures
new in recent times. The fund had performed admirably since its launch in 2006 and handily
out performed its benchmark during its lifetime. Given it is was one of the few funds that had
a 10year+ track record it provided strong evidence of the alpha that can be generated in the
microcap sector for investors. So, our microcap managed fund list is now down to 18 funds,
still a healthy sized cohort to review. Nonetheless, the closure is still a loss to the sector and
it's a pity alternative managers could not be found to keep the fund going.

We have also added Acorn'’s LIC offering to the LIC group which is in addition to Acorn’s
microcap managed fund. We omitted the LIC in error in our FY17 review. Given the two
vehicles are running very similar strategies it will be interesting to track the performance
differential over time given they are from the same provider and an investor could choose
either one or both to invest in! Yet, on that note Spheria are launching an IPO process for a
microcap/small cap LIC so hopefully that gets away. We will then have an additional situation
of similar strategies being offered in different vehicles by the same product provider.

STAND OUT MANAGER PERFORMANCES

Stand out performances from the active managers in the quarter came from some of the
newer funds like Perennial and Ely Griffiths, but 5 managers did manage to produce double
digit returns for the quarter. Most fund managers easily outperformed both the All Ords and
the ASX 200 indexes, which are two of the most widely tracked indexes by ETF’s. The Boat
Fund and 8IP continue to have a period of challenging performance and were the laggards in
Q1 FY18.

Not a single LIC's was able to outperform the ASX Emerging Companies Accumulation Index
in the quarter however a minority managed funds did manage to outperform the index. Now
it must be noted we are only 3 months into the year so there is a long way to go in FY18 and
no investor should judge a manager on a single quarter performance.

The table provided gives both the 3 month and 3 year returns for fund managers who have
such track records. This gives some perspective on their longerterm performance and serves
as a reminder to guard against reading too much into short term performance.

A cursory glance, down through the list of the 3 year returns in the table below shows the
majority of fund managers have outperformed both large and small cap benchmarks and
by virtue of this, the ETF's that track them and by a comfortable margin. This longerterm
performance is something potential investors should be mindful of in assessing the recent
performance of any particular manager and when making asset allocation decisions.
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Microcaps Review Q1 FY18

Over the 3-year time horizon, active microcap managers generally have an excellent track
record of delivering alpha to their investors and of delivering superior returns to that of index
funds and ETF’s. All but 2 active microcap managers were able to provide index beating
returns. Thus, this evidence should be factored into an investor’s overall asset allocation
decision.

Stand out performers over 3 years included Cyan, Perpetual and BT but many more managers
likewise had excellent returns by any relative or absolute measure.

MicroCap Managed Funds APIR Code M 3y
Acorn Capital Microcap Fund AUS0108AU 6.5% 0.7%
Aushil Microcap Fund AAP0007AU 11,2% 16,8%
BT Wholesale Microcap Opportunities Fund RFAQ061AU 7.1% 18,9%
Cromwell Phoenix Opportunities Fund CRMO0028AU 6,4% 18.7%
Eley Griffiths Grp Emerging Companies Fund PIM5346AU 11.7% N/A
NovaPort Wholesale Microcap Fund HOWO0027AU 7,5% 10,4%
0C Micro-Cap Fund OPS0004AU 10,7% 15,2%
Perpetual Pure Microcap Fund PER0704AU 5.1% 25,3%
Spheria Australian Microcap Fund SCHO033AU 10,2% N/A
UBS Microcap Fund UBS0057AU 59% 14,8%
Terra Capital New Horizons TCNO00TAU 4,2% N/A
Microequities Deep Value MIC0001AU 0.9% 17.4%
Microequities High Income Value MIC0002AU 2.7% 10,7%
DMX Capital Partners Ltd N/A 3.0% N/A
Cyan C3G Fund CIMO0001AU 9,3% 27.2%
Australian Ethical Emerging Companies AUG0027AU 2,6% N/A
Perennial Value Microcap Opportunities WPC3982AU 11,3% N/A
The Boat Fund LAMO0040AU 0.2% 5,9%
MicroCap LICs ASX Ticker M 3y
NAOS Emerging Opportunities NCC 5.3% 13,5%
Glennon Small Companies GC1 4,7% N/A
Contango Microcap CTN 2.8% N/A
WAM Microcap WMI 7.5% N/A
8IP Emerging Companies 8EC -1,2% N/A
Forager Australian Share Fund FOR 4.1% 16.9%
Monash Absolute Investment Company MA1 4.8% N/A
Acorn Capital Investment Fund ACQ 4,5% N/A
ASX Index ASX Ticker M 3y
ASX Emerging Companies Accum Index XECAI 8,9% 7,5%
ASX Small Ords Accum Index XSOAI 4,4% 8.2%
ASX All Ords Accum Index XAOAI 1,0% 1.3%
ASX 300 Accum Index XKOAI 0.8% 7.1%
ASX 200 Accum Index XJOAI 0.7% 71%
MICROCAP IPO’S

OnMarket BookBuilds do some great work in the IPO and capital raising space and they
recently released their latest quarterly performance report for IPO’s on the ASX. In total in
there have been 78 IPO year to date on the ASX. Of those 67 had a market cap at listing of
less than $100mil so the majority of IPO’s on the ASX this year have been in the microcap
space or even nanocap some would say.
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Excellent Microcap IPO Performance

The most astounding thing from the analysis is that the returns actually increase as the
market capitalisation decreases. This can be clearly seen from data in the table below. Nowy,
one would be foolish to draw an inference of simple correlation from this evidence. As we all
know correlation does not necessarily mean causation. However, what is clear that in 2017
microcap IPO’s have done very well.

Obviously, there is a lot more slicing and dicing that can be done to the underlining numbers
to interrogate the data more comprehensively which may be the subject of a future article.
In the interim, this analysis is simply provided to highlight some interesting evidence to
investors potentially looking at microcap IPO’s opportunities.

Market Cap Mean Return

at Listing Count 1Day 1 Week 1 Month YTD
x < A$25.0m 33 25.9% 21.3% 23.2% 41.4%
A$25.0m <= x A$100.0 34 9.0% 1.3% 2.0% 15.6%
A$100.m <=x 11 3.6% 2.8% 0.6% 11.0%
Average 15.4% 12.6% 10.8% 25.9%

Source: OnMarket; Bloomberg

The top IPO's of 2017 as at 30th Sept 2017 close from the OnMarket BookBuilds report are
detailed in the following table with their respective year to date returns.

Alderan Resource (685%) Titomic (122%)

Wattle Health Australia (360%) G Medical Innovations (115%)
Ardea Resources (342%) Winha Commerce & Trade (94%)
Cann Group (296%) Doreimus (92%)

Moelis Australia (131%) Zoono Group (77%)
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DISCLAIMER

(a) Disclaimer

The information, reports, financial models, forecasts, strategies, audio
broadcasts and other media (referred to as “Content” throughout this
Legal Notice), provided on this web site has been prepared and issued
by Altavista Research Pty Ltd trading as Independent Investment
Research “IIR" Independent Investment Research Holdings Pty Ltd
(ACN 155 226 074), as authorised to publish research under an Australian
Financial Securities Licence (AFSL No 420170) which allows Independent
Investment Research to offer financial service advice to retail and wholesale
clients. Users of this web site should not act on any Content without first
seeking professional advice. Whilst the Content contained on this web
site has been prepared with all reasonable care from sources which we
believe are reliable, no responsibility or liability is accepted by Independent
Investment Research, for any errors or omissions or misstatements
however caused. Any opinions, forecasts or recommendations reflect our
judgement and assumptions at the date of publication or broadcast and
may change without notice. Content on this web site is not and should not
be construed as an offer to sell or the solicitation of an offer to purchase or
subscribe for any investment. We are not aware that any user intends to
rely on the Content provided or of the manner in which a user intends to
use it. In preparing our Content it is not possible to take into consideration
the investment objectives, financial situation or particular needs of any
individual user.

Access by any user to this website does not create a client relationship
between Independent Investment Research and the user. Users seeking
to invest must obtain individual financial advice to determine whether
recommendations are appropriate to their investment objectives,
personal financial situation or particular needs, before acting on any
recommendations. Any Content is not for public circulation or reproduction,
whether in whole or in part and is not to be disclosed to any person other
than the intended user, without the prior written consent of Independent
Investment Research.

(b) Disclosure of Interest
General

Independent Investment Research, its officers, employees, consultants
and its related bodies corporate have not and will not receive, whether
directly or indirectly: any commission; fee; benefit; or advantage, whether
pecuniary or otherwise, in connection with making any recommendation
contained on this web site. Independent Investment Research, discloses
that from time to time, it or its officers, employees and its related bodies
corporate: may have an interest in the securities, directly or indirectly, which
are the subject of these recommendations; may buy or sell securities in
the companies mentioned in the Content; may effect transactions which
may not be consistent with the recommendations in the Content; may
have directorships in the companies mentioned in the Content; and/
or perform paid services for the companies that are the subject of such
recommendations.

However, under no circumstances, has Independent Investment
Research been influenced, either directly or indirectly, in making any
recommendations contained on this web site.

Corporate Research

Independent Investment Research has or may have, received a fee
either directly by a company itself or by a third party, to provide coverage
and/or corporate research (the “Fee”). Where a Fee has been received,
Independent Investment Research does not publish:

Buy / Hold / Sell recommendations for the security or managed
investment schemes.

(c) Copyright Protection

All Content at this web site is protected by copyright. Apart from any use
permitted under the Copyright Act (Cth) 1968, you must not copy, frame,
modify, transmit or distribute the material at this web site, without seeking
the prior written consent of the copyright owner. Content on this web site
is owned by the business Independent Investment Research. Users are
prohibited from copying, distributing, transmitting, displaying, publishing,
selling, licensing, creating derivative works or using any content on the
web site for commercial or public purposes

Copyright 2010 Independent Investment Research. All rights reserved.

(d) Trade Marks

The trade marks and logos displayed on this web site belong to Independent
Investment Research or other parties. Such trade marks include registered
trade marks and trade marks pending registration. Users are prohibited
from using any of these trade marks, without seeking the prior written
consent of IIR or such third party, which may own the trade mark content
on this web site.

(e) Limitation of Liability

To the fullest extent permitted by the law, Independent Investment
Research and any of its officers, employees, agents, consultants or related
bodies corporate disclaim any liability, whether based in contract, tort, strict
liability or otherwise, for any direct, indirect, incidental, consequential or
special damages arising out of or in any way connected with the use of any
Content made available on this web site by any person or entity.

(f) No Warranties

Independent Investment Research does not make any claims, promises,
guarantees, representations or warranties regarding the accuracy,
completeness or fitness for purpose of the Content made available on this
web site. All information on this web site is provided to you on an as is
basis, without warranty of any kind either express or implied. To the extent
that research can be provided by third parties, Independent Investment
Research makes no warranty or representation as to the accuracy or
completeness of such information displayed on this site, and accepts no
liability for errors or omissions arising from such third party information.
To the fullest extent permitted by law, under no circumstances will
Independent Investment Research be liable for any loss or damage caused
by users reliance upon information obtained through this web site. It is
the responsibility of the user to evaluate the accuracy, completeness or
usefulness of any information, opinion, general advice or other content
made available through this web site. Furthermore, Independent
Investment Research does not warrant or represent that this web site
is error free or free from viruses or defects. A user must do all that is
necessary (including using virus checking software) to satisfy itself that
accessing this website will not adversely affect its system.

For further information, please contact lIR at: client.services@
independentresearch.com.au
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