DMX Capital Partners Limited
September 2018 – Shareholder Update

An investment company managed by:
DMX Asset Management Limited
ACN 169 381 908 AFSL 459 120
13/111 Elizabeth Street, Sydney, NSW 2000
PO Box 916, Milsons Point, NSW 1565

Opening NAV (1 September 2018) (1,2)
Closing NAV (30 September 2018) (1,2)

$1.7623
$1.7382**

Fund size
% cash held - month end (4)

$7m
20%

NAV Return (September)

+1.604%

Gearing

nil

DMXCP Share price = Closing NAV ($1.7382), being: Share portfolio value + cash – fees payable – tax payable + franking credits
**Closing NAV excludes 3.8c dividend and 1.4c franking credit, *References to All Ords are for illustrative purposes only
Monthly DMXCP Net asset value (share-price) returns (after fees) since inception (April 2015) (3) (%):
Month
Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
2015
2016
2017
2018

n/a
-3.590
+0.885

n/a
+1.323
-0.816

n/a
+2.049
+1.790

+0.201
+2.045
-0.741

+9.448
+2.143
-1.990

+1.104
+0.020
+0.210

+6.524
+5.389
+1.071

+1.971
+7.056
+1.208

+9.711
+2.156
+0.822

+0.445

-1.625

+0.008

-1.173

+0.310

-0.211

+1.017

+4.112

+1.604

+0.958
+1.058
+3.494

Nov

Dec

YTD

+3.568
+1.520
-0.267

+2.470
+0.321
-0.055

+41.62
+23.10
+5.54

All
Ords
-8.83
+7.01
+7.83

+4.16

+2.59

Dear Shareholder,
DMXCP returned +1.60% after all accrued fees and expenses for September 2018. The ASX All Ordinaries Index was
weaker, declining -1.58% during the month. DMXCP’s NAV as at 30 September was $1.7382, down from $1.7623 in
August. We note that on 30 September 2018, DMXCP went ‘ex’ a 3.8c dividend and associated franking credits.
On an ex div basis the NAV increased from $1.7099 to $1.7382.
For the first three months of the 2019 financial year, DMXCP’s net asset value has increased +6.86%.
Following the August reporting season, and with AGMs scheduled for the next two months, there was limited
company news announced during September. Highlights from portfolio company announcements included:
•

Legend Corporation (ASX:LGD, m/cap: $78m, +35% for month) reported an encouraging start to the financial
year with EBITDA up ~70% on the same two months last year (up 60% excluding acquisitions). Revenue was
up 28% and gross margins were slightly higher. LGD also announced the acquisition of PCWI International - a
manufacturer, distributor and exporter of specialised test and measurement equipment used in gas, oil &
medical applications. PCWI is expected to contribute an additional $0.75m in EBITDA on an annualised basis.

•

Janison Education (ASX: JAN, m/cap $58m, +12%) updated the market on a number of recent customer wins
that will result in implementation fees in FY19 and recurring platform revenue in future years. New contracts
include NSW Department of Education, UNSW Global, Roads & Maritime Services NSW, a big 4 Australian
bank and a leading Australian utility services company. Towards the end of the month, JAN undertook a $5m
capital raise to accelerate the growth of its higher education assessment offering, which we participated in.

•

Easton Investments (ASX: EAS, m/cap $32m, -16%) acquired a small business that provides dealer services
(compliance, training, technical support and para planning) to more than 80 accountants on a subscription
basis. In a post Royal Commission environment, it is likely that accountants will play an increasing role in the
delivery of financial advice, and as the 2nd largest provider of authorisations (to provide advice) to the
accountant market in Australia, Easton is well placed to benefit from this convergence of accounting and
wealth channels.

MICRO-CAP EDUCATION SECTOR POSITIONS
In previous reports we have talked about our investments in the education space. This month, we explain why we like
the sector, and talk about three of our portfolio companies that are performing well in it. Before laying out the thesis
for these stocks, we highlight three structural drivers of growth in the education sector which we believe make the
theme compelling:
1) Growth in government spending. It is well recognised that increased investment in education generates
positive externalities yielding both private and social returns, including better employment prospects, higher
wages (and taxes) and a stronger economy. Research suggests that countries that spend more on education
as a proportion of GDP, experience faster economic growth in subsequent periods. Growing economies in
Asia are rapidly increasing their spending on education.
2) Growth in private sector spending. As societies become wealthier, there is an increasing willingness for
families to invest more in the educational outcomes and future of their children. We have a great example of
this in our portfolio with tutoring company Kip McGrath Education Centres (ASX:KME). KME’s target market
are aspirational middle-class families where parents are desirous for their children to have better education
and thus job prospects than they had.
3) Investment in education technology. Another interesting aspect of the sector is that the education sector
has, to date, resisted much of the technological transformation that has disrupted and improved so many
other sectors. As a result, there is a real opportunity for technology to play catch up and secure meaningful
returns on investment.
While these tailwinds are supportive of a growing sector, some companies within the sector are much better placed to
benefit than others. We believe our portfolio has exposure to three such high-quality businesses, each operating in
different parts of the sector. These companies all have strong balance sheets (all net cash), a good track record of
profitability and excellent growth outlooks. They are each led by a stable, experienced executive team, with very high
levels of insider ownership, and we are confident these management teams will continue to deliver strong growth.
Portfolio company
UCW Limited
Kip McGrath Education Centres
Janison Education

Market
capitalisation
$20m
$28m
$54m

FY18 revenue
growth
+27%
+2%*
+31%

FY18 EBITDA
growth
+109%
+46%
+6%

Net cash
(30/06/18)
$5.3m**
$5.3m
$3.6m

Director
ownership
42%
37%
64%

*reported revenue impacted by change in revenue recognition policy. Franchise fee revenue increased +16%
** Net cash reduced to $0.9m after the acquisition of IKON Institute in July 2018
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------

UCW Limited is a fast-growing private education provider, with a focus on
health and community Services (childcare, counselling, and disability
services) fields of education, where there is alignment with a strong demand
for graduate recruitment from employers.

UCW’s strategy is to deliver courses across the student lifecycle: Vocational, Higher Education and Professional
Education, offering services to a mix of domestic (FY19: 1/3rds) and international students (FY19 2/3rds).
Board and Management own nearly half of the company, which provides strong alignment with shareholder interests.
The CEO, Adam Davis, has significant industry experience, previously being the founder and CEO of ASX-listed Tribeca
Learning. Tribeca was subsequently taken over by global education provider Kaplan.
A recent presentation by market heavyweight Navitas highlighted the growth in the international student market. The
good news is that Australia is capturing more share than other countries.

UCW has delivered exceptionally strong organic growth - 28% in FY18, and 30% 3-year CAGR in international student
enrolments. In FY19, we expect a further 83% increase in revenue (23% organic, 60% from Ikon, a higher education
provider acquired on 4 July 2018). UCW has a national presence with campuses in Sydney, Melbourne, Perth, Adelaide
and Brisbane. It continues to add adjacent courses and expand capacity to drive growth, which has masked the
profitability of the existing courses. Notwithstanding this investment in growth, we estimate UCW is trading well
below market multiples.
We believe that UCW is following the play book of RedHill Education (ASX:RDH). Glenn Edith, CEO of RDH, has done a
fantastic job building a business through organic means via course and geographic expansion. Historically, RDH’s
profitability has been dented by the upfront expense of setting up new courses and locations. Having the foresight to
look through these upfront expenses and invest early has paid dividends as the RDH share price has quadrupled in the
last couple of years. We think that UCW is lagging RDH by 3-4 years (revenue wise), but the market will be faster to
appreciate the potential than it was with RDH. UCW’s Management believe that $20m revenue is the inflection point
at which point the business will have sufficient scale to absorb incremental growth investments – we forecast FY19
revenue for UCW of $22m.

UCW also owns a 25% interest in Gradability Pty Limited – Australia’s largest graduate employability specialist.
Gradablity has two core offerings: 1) Professional Year programs for international accounting and IT students that are
looking to have their qualifications recognized in Australia 2) arranging internships and work experience programs for
domestic and international students through their network of ~6,000 employees. Gradability is a substantial, highly
profitable business that will turnover ~$50m this year. At some point, there is potential for UCW to acquire the
balance of Gradability – this would result in a fast growing $70m p.a. revenue business (FY19 estimate) delivering 10%
EBITDA margins. On our assumptions, we believe that the merged business would be trading at a material discount to
the market and that of UCW’s closest peer RDH.

In summary, UCW continues to generate strong organic revenue growth (+20%) as it approaches $20m revenue which Management believe is the inflection point for margin expansion. UCW also has a logical potential acquisition
which would be transformational in terms of scale and profitability. We note that there was strong insider buying in
the recent rights issue (directors contributed $1.8m of the $4m raised), which we also participated in. As a wellmanaged business with exposure across the whole tertiary student lifecycle, we believe UCW represents a compelling
under-the-radar exposure in the education sector.

Kip McGrath Education Centres (ASX:KME) is a tutoring company for primary
and secondary school age children. It operates under a franchise model with
over 500 centres worldwide. The key geographies are Australia, NZ and the
UK.
Typically, as franchisor, KME will take 20%-30% of the tuition fees generated
in return for providing the franchisee with educational materials, back office
support, and marketing.

KME had a near death experience almost ten years ago, following an ill-fated acquisition. However, under the
stewardship of Storm McGrath (son of founder Kip) the company has refocused on its core operations, changed its
revenue mode, paid down debt, and is now in a net cash position.
More recently, the company has been developing an on-line model designed for students. Students are taught via a
webcam with real teachers. While still modest in the number of lessons, growth is strong and this opens up new
territories and provides flexibility for parents.

KME had a very strong FY18 result with EPS increasing from 3.2c to 4.5c. Tuition growth was 10% in FY18 driven by a
successful national advertising campaign. This profit growth is expected to continue in FY19 and together with the
buyback of master franchises which reduces KME’s cost of sales, the company is set to produce strong FY19 profit
numbers. We estimate EPS growth of ~20% in FY19.
With a strong balance sheet and proven IP and systems, KME is very well positioned to continue to take market share
as the leading national player in what is very much a cottage industry.
---------------------------------------------------------------------------------------------------------------------------------------------------------

Janison Education is an innovative Australian company, with a 20 year track
record, which is getting some exciting traction in the fast growing education
technology space (estimated to grow at 17% p.a. to $252bn by 2020).

Janison is focused on two areas:
1) Online learning solutions for workplaces - Janison integrates platform and content to provide online training
courses to improve performance and compliance for large companies and government departments, and
2) Digital assessment solutions for high volume online tests and exams.
The online learning business has been in operation for over 20 years, and is a highly profitable (gross margins of 58%)
mature business which underpins the valuation of the company. In recent years, the cash generated by the online
learning business has been used to fund the development of Janison’s online assessment business, with great success.
In FY18, this assessment business grew its platform (recurring) revenue by 92%.
The operational highlight for FY18 was the successful completion of the NAPLAN Online project which saw the year
3,5,7 and 9 primary school NAPLAN tests transition from ‘pen and paper’ to online with the Janison assessment
platform assessing 670,000 students over a nine-day period in May. The feedback from the federal government was
very encouraging in relation to this important milestone. The Federal Education Minister commented “the NAPLAN
Online testing was hailed a success with 99.9 per cent of students able to complete the assessment without technical
problems”.
Janison noted that a number of Governments around the world had been watching the NAPLAN Online project. Given
the project’s success, Janison believes it is well placed to provide this service to other Government and tertiary bodies
globally (particularly in Asia where the company has strong relationships) for similar national online tests. The charts
below illustrate the exponential growth potential of online testing (Janison receives revenue based on the number of
tests delivered on its platform).

The quality of the Janison product offerings is evidenced by the calibre of the leading national and international
corporates, higher education institutions and government agencies that have long standing relationships with Janison:
British Council, Education Services Australia, NSW Department of Education, UNSW Global, Roads & Maritime Services
NSW, Rio Tinto, Westpac, Commonwealth Bank and Sydney Water.
We are pleased to have supported the recapitalisation (back door listing) of Janison late last year. We have
participated again in its recent capital raising to accelerate its growth in higher education and to capture some
emerging opportunities in Asia. With some powerful world class IP, a first mover advantage in what is a significant
emerging global opportunity, a roll call of current high profile Tier 1 customers, the potential for exponential revenue
growth (target of $150m by 2025), and a profitable existing platform to leverage, we believe that Janison offers great
“bang for your buck” given its ~$50m enterprise valuation.
----------------------------------------------------------------------------------------------------------------------------------------------------------

Sector Exposure
DMXCP provides exposure to a genuinely differentiated portfolio of profitable smaller companies, with bright
prospects, and at attractive valuations. Correlation with the broader market remains low, and thus an investment in
DMXCP is expected to bring diversification benefits to our investors’ broader portfolios.
As set out below, the portfolio is exposed to sectors with some encouraging tailwinds, including above average
weightings to healthcare, diversified financials, education and tourism.

Sector Classification
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5%

20%

15%

14%
18%
10%

4%

Capital Goods

Cash

Commercial Services

Consumer Durables

Consumer Services

Consumer Services - Tourism

Diversified Financials

Healthcare

Real Estate
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Software and services

Transportation

3%

Outlook
We continue to remain wholly focused upon what is within our control: executing on a well-considered, time-tested,
value-conscious investment philosophy.
We are enthused by the medium to long-term prospects across our current portfolio holdings. These are high quality
businesses with great management teams with whom we’ve built strong relationships. Importantly, valuations remain
attractive and ultimately will drive returns over time. We continue to add new holdings to the portfolio that have
significant medium to long term upside.
We invite you to follow us on twitter to keep up to date with our articles and commentary:
https://twitter.com/DMXAsset
The following chart illustrates the return from investing $100,000 in the fund (including dividends and attached
franking credits) since inception (April 2015). DMXCP is an absolute return fund, focused on generating positive
(absolute) returns over the medium to long term. The fund is benchmark unaware, however for illustrative purposes,
also presented below is 1) the corresponding indexed returns of the ASX All Ordinaries Index and 2) the S&P/ASX 200
Franking Credit Adjusted Annual Total Return (TR) Index (that adjusts for dividends and the tax effect of franking
credits).
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We look forward to updating you again in early November.
Kind regards

Roger Collison

Steven McCarthy

Simon Turner

Chairman

Portfolio Manager

Head of Client Services

Note 1: Net asset value (NAV) is after all tax accruals but includes an estimate of franking credits available. Refer note 5, unaudited
Note 2: Unaudited result
Note 3: All DMXCP disclosed returns include the payment of dividends and franking credits
Note 4: Includes cash received during the month for the application of new DMXCP shares to be issued
Note 5: Franking credits per share are franking credits arising from dividends received and for tax paid or payable on realised portfolio gains

This document is issued by DMX Asset Management Limited (DMXAM - AFSL 459 120) in relation to DMX Capital Partners Limited
(DMXCP). The information provided in this document is general information only and does not constitute investment or other advice.
The content of this document does not constitute an offer or solicitation to subscribe for shares in DMXCP. DMXAM accepts no
liability for any inaccurate incomplete or omitted information of any kind, or any losses caused by this information. Any investment
decision in connection with DMXCP should only be made based on the information contained in the relevant disclosure document.

