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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. IIR 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

IIR 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: IIR 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. IIR 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, IIR is under no obligation to provide further research unless commissioned to do so. Any opinions, forecasts or recommendations reflects the judgment and assumptions of IIR as 
at the date of publication and may change without notice. IIR 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 IIR 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. IIR 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. IIR 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) Our 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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Note: This report is based on 
information provided by the 
Responsible Entity and the Manager. 
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Key Investment Information

ASX Code VNGS

Listing Date 1 June 2022

Responsible Entity (RE) Investors Mutual 
Limited

Investment Manager Vaughan Nelson 
Investment 

Management, L.P

Investment Structure Exchange Traded 
Managed Fund 

(ETMF)

Market Maker* Investors Mutual 
Limited

Distribution Frequency Annual

Fees:

Management Fee (p.a) 1.12% (including 
GST)

Performance Fee na

*The RE acts as the Market Maker in units 
on behalf of the fund. The RE has appointed a 
Market Making Agent to undertake the market 
making activities on behalf of the RE. 

Key Exposure

Underlying  
Exposure

Portfolio of global small and mid 
cap stocks.

FX Exposure Given the global mandate, the 
Fund will have direct foreign 
currency exposure. The Fund 
does not intend to hedge the 
foreign currency exposure. 

Vaughan Nelson Global Equity SMID Fund 
(Quoted Managed Fund) (ASX: VNGS)

PRODUCT SUMMARY
The Vaughan Nelson Global Equity SMID Fund (Quoted Managed Fund) (the “Fund”) is a 
newly established Exchange Traded Managed Fund (ETMF) with the ASX code VNGS. The 
Fund provides exposure to the Vaughan Nelson Global SMID Cap strategy, which has an 
inception date of June 2020. The Fund is the quoted class of the investment strategy with 
the strategy also being offered through an unlisted unit trust. The Fund seeks to provide 
exposure to small and mid cap global equities with the objective of outperforming the MSCI 
ACWI SMID Cap Index, after fees and expenses and before taxes, on a rolling five year basis. 
The Responsible Entity (RE) of the Fund is Investors Mutual Limited who has appointed 
Vaughan Nelson Investment Management L.P (the “Manager”) as the Manager of the Fund. 
The Manager is a US based asset manager that was founded in 1970 and provides equity 
and fixed income strategies with US$15.5b AUM as at 31 December 2021. The Manager has 
a fundamental, bottom-up investment process with a targeted return approach. The portfolio 
only incorporates stocks that the Manager believes can generate returns of 50%+ over a 
three-year period (~15%p.a. compounded), in the event the investment thesis plays out as 
expected. The Manager seeks to take advantage of short-term inefficiencies to generate 
excess returns. The portfolio will typically comprise 40-80 positions with the allocation to 
a single investment typically not exceeding 5% at the time of investment and the top 10 
holdings typically accounting for 20%-25% of the portfolio. The strategy is managed in a 
benchmark unaware manner with the portfolio typically having an active share of greater 
than 90%. The Manager uses proprietary factor analysis to ensure that the portfolio is 
diversified across factors and that the strategy does not have unintended factor bets. This 
allows the Manager to build a relatively concentrated portfolio while being representative of 
the investment universe from a risk profile perspective. The Manager will be paid a fee of 
1.12%p.a (inclusive of the net effect of GST), calculated and accrued daily and paid monthly in 
arrears. No performance fees are applicable.      

INVESTOR SUITABILITY 
The Fund provides investors the opportunity to diversify the international equities allocation of 
their portfolio to include exposure to small and mid cap stocks. The Fund provides investors 
the opportunity to benefit from the Manager’s unique and disciplined investment process 
that seeks to take advantage of inefficiencies in the market to consistently outperform 
the relevant market index over the long-term. The ETMF structure provides investors daily 
liquidity through the ASX with the appointment of a market maker ensuring the Fund trades 
around the NAV. The ETMF structure also provides high levels of transparency with the 
portfolio holdings published on a quarterly basis in addition to the iNAV, the intraday NAV, 
which is published on the Manager’s website (www.vaughannelson.com.au). Although we 
note, given the global mandate there is expected to be little movement in the NAV during the 
Australian trading day. The Fund would be appropriate as part of the capital growth allocation 
of an investors portfolio with the Fund seeking to deliver capital growth over the long-term 
with distributions intended to be paid on an annual basis in the event there is income and 
realised capital gains available for distribution.                                                                     

RECOMMENDATION
Independent Investment Research (IIR) has assigned the Vaughan Nelson Global Equity 
SMID Fund (Quoted Managed Fund) (ASX: VNGS) an Investment Grade rating. IIR views the 
Manager to have a experienced investment team and disciplined investment process. The 
investment philosophy and process has generated strong outperformance in the US market, 
however we note the Manager has limited experience in international equities and the 
Global SMID Cap strategy that the Fund provides exposure to has a limited track record. The 
Manager has recruited international equity expertise, however they remain relatively new to 
the team. The Fund is newly established and will have low levels of FUM initially. We expect 
the Fund to have limited levels of secondary market liquidity initially, however we anticipate 
this will improve as the size of the Fund grows.                          

The  investment opinion in this report is current 
as at the date of publication. Investors and 
advisers should be aware that over time the 
circumstances of the issuer and/or product 
may change which may affect our investment 
opinion.
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SWOT
Strengths    

 � The Manager has a disciplined investment process. The focus on undervalued companies 
with an asymmetric risk/return profile lends itself to generating superior risk-adjusted 
returns to the benchmark index over the long-term. 

 � The Manager has a proprietary factor model that provides a unique risk management tool 
in the portfolio construction process. The factor tool allows for real-time analysis of the 
diversification of the portfolio and the factors influencing the performance of the stocks 
in the portfolio. The factor tool ensures the performance of the portfolio is not being 
driven by any single macroeconomic or style factor but is being driven by idiosyncratic 
risks.  

 � The investment team is experienced with the Lead Portfolio Manager, James Eisenman, 
having over 20 years experience in financial services and has been with the Manager 
for 15 years. In addition to being the Portfolio Manager of the Global SMID Cap strategy, 
James is a Portfolio Manager for the US Small Cap Value strategy. James is supported 
by Kevin Ross and Marco Priani who have significant experience in broader international 
equity markets.     

 � The interests of the Manager are aligned with investors with all members of the 
investment team personally invested in the strategy and compensation designed to align 
interests. 

 � Over the long-term, the investment philosophy and process has provided strong risk-
adjusted returns as is demonstrated by the Vaughan Nelson Small Cap Value strategy.  

 � The investment approach allows for the Manager to generate returns for investors in a 
range of market environments.

 � The fees are competitive for an international equity strategy.

 � The RE is absorbing the market making agent fee for the first 12-months from inception.  

Weaknesses         

 � The Global SMID Cap strategy has a limited history with an inception date of June 2020. 
We note the investment strategy uses the same strategy and process implemented 
across the Manager’s US equity mandates. The strategy has performed strongly over its 
limited history.        

 � This is a newly established ETMF and as such has small levels of FUM. We expect there 
to be low levels of secondary market liquidity in the initial period post the Fund’s listing. 

Opportunities
 � The Fund provides investors the opportunity to diversify their international equity 

exposure to include small and mid cap stocks. The Fund is the only actively managed ETF 
that will be available on the ASX that focuses on global small and mid cap stocks. 

 � The Fund provides the opportunity to access an actively managed investment strategy 
that has shown to outperform the market over the long-term. 

Threats
 � Given the global mandate, the Fund will have direct exposure to foreign currency. The 

Fund does not intend to hedge the currency exposure and therefore movements in the 
Australian dollar compared to the relevant currencies (particularly US dollar) will impact 
the Australian dollar value of the Fund.        

 � An important feature for ETMFs is liquidity given the open-ended structure of ETMFs. 
The Fund will invest in small and mid cap companies and as such will be exposed to 
companies with lower levels of liquidity than large cap stocks. Given the structure of the 
portfolio, the risk management process and the small FUM of the strategy at present, 
we do not expect liquidity to be an issue. The structure of the portfolio from a market cap 
perspective will be important to watch as the strategy nears capacity.   

 � The RE will seek to grow FUM over time, however in the event the RE cannot grow the 
FUM sufficiently the vehicle may be uneconomical to run over the long-term.       
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PRODUCT OVERVIEW
The Vaughan Nelson Global Equity SMID Fund (Quoted Managed Fund) (the “Fund”) is a 
newly established Exchange Traded Managed Fund (ETMF) with the ASX code VNGS. The 
Fund provides exposure to the Vaughan Nelson Global Small and Mid (SMID) Cap strategy, 
which has an inception date of June 2020. The Fund is the quoted class of the investment 
strategy with the strategy also being offered through an unlisted unit trust. The Fund seeks to 
provide exposure to small and mid cap global equities with the objective of outperforming the 
MSCI ACWI SMID Cap Index, after fees and expenses and before taxes, on a rolling five year 
basis. 

The Responsible Entity of the Fund is Investors Mutual Limited who has appointed Vaughan 
Nelson Investment Management L.P (the “Manager”) as the Manager of the Fund. The 
Manager is a US based asset manager that was founded in 1970 and provides equity and 
fixed income strategies with US$15.5b AUM as at 31 December 2021.    

The Manager has a fundamental, bottom-up investment process with a targeted return 
approach. The portfolio only incorporates stocks that it believes can generate returns of 
50%+ over a three-year period (~15%p.a. compounded), in the event the investment thesis 
plays out as expected. The Manager seeks to take advantage of short-term inefficiencies to 
generate excess returns. The medium-to-long term investment horizon is reflected in the 
expected low to moderate annual portfolio turnover of 30%-50%, although we note the 
portfolio is actively managed and as such turnover will be driven by market movements. 

The Manager has identified three ways in which investors can generate excess returns: 
(1) Undervalued Earnings Growth; (2) Undervalued Assets; and (3) Undervalued Yield (see 
Investment Process section for details). Investments in the portfolio fall within one of these 
categories with the multiple sources of returns providing the Manager the ability to generate 
returns in a range of market conditions.  

The portfolio will be long only and typically comprise 40-80 positions with the top 10 holdings 
typically accounting for 20%-25% of the portfolio. Individual investments will typically not 
have an allocation of more than 5% of the portfolio at the time of investment. The strategy is 
managed in a benchmark unaware manner with the portfolio typically having an active share 
of greater than 90%. The Manager uses proprietary factor analysis to ensure that the portfolio 
is diversified across factors and that the strategy does not have unintended factor bets. This 
allows the Manager to build a relatively concentrated portfolio while being representative of 
the investment universe from a risk profile perspective.     

The mandate is unconstrained with respect to investment style with the Manager able 
to rotate across traditional growth or value metrics, depending on where the Manager 
identifies investment opportunities. While the investment style is unconstrained, there is a 
clear focus on value with the Manager focused on acquiring companies that are considered 
undervalued. While the Fund is managed in a benchmark unaware manner, the Manager is 
benchmark aware to some extent, resulting in some broad based limitations that consider 
the benchmark. 

The Global SMID Cap investment strategy is a relatively new strategy for the Manager with 
the strategy having an inception date of 24 June 2020. The strategy has been established as 
a result of the Manager expanding the business into international equities. While the strategy 
is relatively new, the strategy implements the same process and style that is implemented 
across the Manager’s equity mandates, including the Small Cap Value strategy which has 
been using the investment strategy for over 20 years.  

The Fund intends to declare distributions on an annual basis at the end of June each year. The 
RE may decide to make an interim distribution. Distributions can be made up of income as 
well as realised capital gains on investments. The Fund will have a Distribution Reinvestment 
Plan (DRP) available to unitholders.   

The RE has appointed a Market Making Agent to provide liquidity for unitholders. The Market 
Making Agent is paid a fee for their services. The RE is absorbing the market making agent 
fee for the first 12-months from inception

The Manager will be paid a fee of 1.12%p.a (inclusive of the net effect of GST), calculated and 
accrued daily and paid monthly in arrears. No performance fees are applicable.
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Investment Structure

Vaughan Nelson Global Equity 
SMID Fund (Quoted Managed 

Fund) (ASX: VNGS)

Portfolio of Stocks & 
Cash

Investors Mutual Limited

Investors

Investment 
Manager

Vaughan Nelson Investment 
Management L.P

Responsible 
Entity & 
Market Maker

Market Making Agent

Appointed 
by RE

INVESTMENT MANAGER
The Responsible Entity has appointed Vaughan Nelson Investment Management, L.P 
(“Vaughan Nelson” or the “Manager”) as the Manager of the portfolio. Vaughan Nelson is 
a US based asset manager that was founded in 1970 and provides equity and fixed income 
strategies with US$15.5b AUM as at 31 December 2021. Vaughan Nelson is a wholly owned 
subsidiary of Natixis Investment Managers, L.P, a US based subsidiary of Natixis, a Paris 
based multinational financial services firm with more than 20 investment management 
affiliates across the Americas, Europe, Asia and MENA. As with all asset managers owned by 
Natixis, Vaughan Nelson operates independently from its affiliates.     

The Manager has historically had a US focus with regards to its equity strategies. The largest 
strategy for the Manager is the Select strategy ($6.63b AUM), which is a concentrated, multi-
cap, US equity strategy. This is followed by the Small Cap Value strategy ($3.1b AUM), which 
as the name suggests has a focus on US small caps. The Manager has recently expanded to 
global equities. As part of its expansion into global markets, the Manager hired Kevin Ross 
and Marco Priani who were the Portfolio Managers for the International Small Cap Fund at 
Advisory Research Inc. Kevin and Marco are the Portfolio Managers of the International Small 
Cap strategy at Vaughan Nelson and provide international equity experience to the Global 
SMID Cap team.              

Assets Under Management (AUM) by Strategy as at 
31 December 2021 

Strategy AUM (US$m)

Value Opportunity 2,294

Small Cap Value 3,088

Select 6,628

International Small Cap 40

Emerging Markets 31

Core Fixed Income 132

Limited Maturity 2,454

Intermediate Fixed Income 40

Global Equity (SMID) 114

Misc. Bonds 543

Muni Bonds 117

Total 15,481

The Manager is well resourced with 52 employees, including 19 investment professionals, 
15 of which are focused on equities. The Global SMID Cap investment team comprises 8 
investment professionals, detailed in the below table. The senior members of the investment 
team have significant industry experience with the Portfolio Manager’s having an average of 
20 years experience.   
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James Eisenman is the Lead Portfolio Manager of the strategy and is ultimately responsible 
for the investment decisions. James has been at the Manager for over 15 years and has 
over 20 years experience. Marco Priani and Kevin Ross joined the Manager in late 2019. 
Kevin and Marco bring significant international equity experience to the Manager. Kevin and 
Marco joined the team after a long search for an international equity team that had a similar 
investment philosophy to the Manager.  

The team has a dedicated Chief Risk Officer who is responsible for monitoring risk as it 
relates to portfolio construction and factor exposures. The Manager uses the Axioma system 
for risk management.         

Investment Team

Name Position Years at Firm Industry Experience 
(years)

James Eisenman Lead Portfolio Manager 17 20

Marco Priani Senior Portfolio Manager 3 21

Kevin Ross Senior Portfolio Manager 3 16

Chris Wallis CEO, CIO, Senior Portfolio Manager 23 30

Benjamin Carrier Associate 6 8

Sundeep Khanna Vice President 2 17

Masa Matsumaura Vice President 2 12

William Wojciechowski Chief Risk Officer 15 20

INVESTMENT PROCESS

Investment Philosophy

The Manager’s investment philosophy is based on a targeted return approach, in which 
the Manager seeks to identify companies that can generate a return of 50%+ over a three 
year period. The Manager seeks to take advantage of temporary information and liquidity 
inefficiencies in the global small and mid cap universe, which provide the opportunity 
to invest in companies at valuations materially below their long-term intrinsic value. The 
Manager utilises a disciplined valuation methodology, combined with fundamental, bottom-up 
research to identify opportunities. The Fund has a focus on stocks with an asymmetric risk/
return profile.

The Manager has identified three ways in which investors can generate excess returns with 
investments required to fall within one of these three categories: 

(1) Undervalued earnings growth - companies earning above their cost of capital, with 
stable to improving returns. 

(2) Undervalued assets - companies valued at a 50% discount to a specific asset value.

(3) Undervalued yield - companies with an attractive dividend yield and minimal basis risk.

Investment Objective

The fund seeks to generate capital growth over the long-term with the specific objective of 
outperforming the MSCI ACWI SMID Cap Index, after fees and expenses and before taxes, 
on a rolling five year basis. 

Investment Process

The Manager has a disciplined investment process which has been implemented by the 
Manager across its equity strategies for over 20 years. The Manager seeks to identify 
companies that have the ability to generate returns of 50%+ over a three-year period 
(15%p.a. compounded).      

The Manager identifies investment opportunities from the investment universe (MSCI ACWI 
SMID Cap Index) through a combination of quantitative screening, the Manager’s knowledge 
database and research networks, as highlighted in the below graphic.

The Manager uses quantitative screening to rank stocks based on quality and value factors. 
The quality inputs include:

 � Return on Invested Capital (ROIC) and Return on Equity (ROE) over 5-year periods;

 � Operating margins;
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 � Variability of returns; and

 � Earnings and cash flow stability.

The value inputs include:

 � Price to book;

 � Price to earnings;

 � EV/EBITDA;

 � Free Cash Flow Yield; and 

 � Dividend yield.   

The Manager screens for a range of other factors in addition to the above, including 52-week 
lows, management changes, etc.     

Screening Process

Once an opportunity has been identified it is prioritised by the Portfolio Manager’s and 
is assigned to a member of the investment team for initial due diligence. The initial due 
diligence involves a preliminary assessment of the opportunity to determine whether it 
meets one of the three investment criteria: (1) Undervalued earnings growth; (2) Undervalued 
asset; or (3) Undervalued Yield. The key aspects of each of the three investment criteria is 
detailed below. If it is determined that the opportunity meets one of the three criteria, further 
due diligence is undertaken to determine an investment thesis and whether the company will 
be considered for inclusion in the portfolio.  

While the investment process is predominantly bottom-up, the Manager does undertake top-
down analysis to understand the macroeconomic environment and industry/sector trends. 
The level of influence the top-down analysis has on investment decisions is dependent on 
the economic conditions at any given time. During benign periods, investment decisions 
are less impacted by macro factors, where as during hostile environments, the top-down 
analysis will have more of an impact on investment decisions. For example, during the credit 
crisis, the Manager reduced and/or exited positions that were highly dependent on the credit 
markets to fund their daily operations.  

Investment Criteria

1) Undervalued Earnings Growth  

 � Market not considering the company’s ability to continue investing for extended periods 
of time.

 � Management team with strong capital allocation track record.

 � Earn same or higher rate of return on redeployed earnings, thus avoiding multiple 
compression.

 � Management understands limit of reinvestment and has other means and willingness to 
return excess cash to shareholders.  

2) Undervalued Assets  

 � Cyclical industries at valuations reflecting the bottom of the cycle with identifiable 
industry inflections.

 � Corporate asset and/or balance sheet restructuring.

 � End markets are stable to improving across cycles, not in secular decline.
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 � Underlying return characteristics and competitive dynamics are stable and improving, 
avoiding value traps.

3) Undervalued Yield  

 � Balance sheet not being liquidated to pay the dividend.

 � Stable industry dynamics.

 � Majority of expected return to come from dividend. 

Portfolio Construction

The Manager constructs the portfolio on a bottom-up basis with investment decisions based 
on the fundamental research undertaken by the investment team with limited regard for 
the benchmark index. Investments are selected based on the Manager’s belief that the  
investment can deliver a 50%+ return over a three-year period, assuming the investment 
thesis plays out as expected. The benchmark unaware nature of the investment process is 
reflected in the high Active Share that the portfolio typically has. The Lead Portfolio Manager 
has responsibility for making the investment allocation decisions.  

The portfolio will be constructed with regard to some broad based investment guidelines, 
tabled below. In addition to the below, the Manager seeks to diversify the portfolio by factor. 
The Manager has a proprietary factor analysis model that is used as part of the investment 
process to ensure that the portfolio is diversified by factor and is not concentrated to any one 
factor. We provide further detail below.    

Investment Guidelines

Number of Positions Typically 40-80 positions with the top 10 positions typically 
accounting for 20%-25% of the portfolio.

Regional Exposure Typically focused on developed markets with the portfolio typically 
weighted to companies listed in the US. 

Emerging Market Exposure Typically less than 10%.

Sector Limits Generally +/-10% versus the benchmark.

Maximum Position Weighting Maximum of 5% of portfolio at time of purchase.

Currency Limitations +/-10% versus benchmark weights

Derivatives No.

Currency Hedging No.

Factor Analysis 

The Manager has a proprietary factor analysis tool which provides a unique approach to 
assessing portfolio diversification. There are a range of macroeconomic and style factors that 
can explain returns and risks within asset classes. Macroeconomic factors include inflation, 
GDP growth and the unemployment rate, while style factors include growth versus value, 
momentum, market cap, industry, liquidity, etc. 

The Manager has analysed all the factors and determined that there is typically significant 
correlation with a number of factors at any given time. At present the Manager has identified 
that there are about 20 clusters of differentiated factors that are influencing the performance 
of stocks, however this changes on a regular basis and has been as low as five. The Manager 
uses this information to ensure the portfolio represents a broad range of the identified factor 
clusters so as the portfolio is not heavily exposed to any single factor.   

The below graph provides an example of the factor diversification of the portfolio. Note the 
graphic does not represent the actual Global SMID Cap portfolio. The blue codes scattered 
around the outside represent the stocks while the black dots represent the factors driving 
performance. The codes on the outside are positioned near the factors that they are most 
influenced by. The Manager is ultimately seeking to ensure that the portfolio represents a 
spread of factors and that returns are driven by idosyncratic risks.      
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Factor Diversification 

PORTFOLIO POSITIONING

The portfolio will typically comprise 40-80 companies with the strategy comprising 69-75 
companies over its short history. The portfolio provides a moderate level of diversification, 
however could be considered concentrated given the MSCI All Country World SMID Cap 
Index comprises over 7,000 constituents.  

Top 10 Holdings as at 31 December 2021

Company Ticker Global SMID Cap 
Weighting

Marlowe Plc BD8SLV 3.00

Insight Enterprises, Inc. NSIT 2.89

Brown & Brown, Inc. BRO 2.86

Avantor, Inc. AVTR 2.85

Syneos Health, Inc. Class A SYNH 2.77

Element Solutions Inc ESI 2.60

ExlService Holdings, Inc. EXLS 2.58

Atea ASA B12TR1 2.39

LPL Financial Holdings Inc. LPLA 2.27

Performance Food Group 
Company PFGC 2.21

26.43

As is highlighted by the below table and chart, the portfolio is diversified by sector. At 31 
December 2021, the portfolio was weighted to the Industrials and Information Technology 
sectors with 45.7% of the portfolio allocated to these two sectors. The Fund is overweight 
these two sectors when compared to the benchmark by a reasonable margin, 6.7% and 
6.8%, respectively. The largest underweight allocation at 31 December 2021 was to the Real 
Estate sector. The strategy has typically retained an underweight position to this sector, this 
is not to say this will always be the case. 
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Sector Allocation as at 31 December 2021

Sector Global SMID Cap 
Allocation

Benchmark 
Allocation

Over/Under 
Weight

Communication Services 1.59 4.15 -2.56

Consumer Discretionary 9.40 11.82 -2.42

Consumer Staples 2.90 4.41 -1.51

Energy 1.66 3.34 -1.68

Financials 11.13 13.03 -1.91

Health Care 13.80 10.02 3.78

Industrials 24.21 17.47 6.74

Information Technology 21.48 14.69 6.79

Materials 8.48 8.49 -0.01

Real Estate 3.14 8.64 -5.50

Utilities 0.00 3.90 -3.90

Cash 2.22 na 2.22

Historical Monthly Sector Allocation
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As mentioned above, the global SMID investment strategy was established in June 2020. 
The strategy will typically be weighted to companies listed in the US, as is highlighted by the 
below historical regional portfolio weightings. This is to be expected given the US accounts 
for the largest weighting in the benchmark index. As at 31 December 2021, 57.2% of the 
portfolio was allocated to the US. 

Historical Monthly Regional Allocation
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The Manager seek to be largely invested at all times with the portfolio having a maximum 
cash allocation of 10%. Since its inception, the strategy has had low levels of cash with 2.2% 
cash at 31 December 2021.   

Historical Cash Allocation
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In the Investment Process section above, we highlighted that the Manager seeks to identify  
companies that fit within one of the three categories - Undervalued Earnings Growth, 
Undervalued Assets and Undervalued Yield. The portfolio is typically expected to be weighted 
towards companies that are classified as undervalued earnings growth. This is highlighted 
by the below two charts, which show the investment category weighting of the Global 
SMID Cap strategy and the Small Cap Value strategy, which has a track record of in excess 
of 20 years. The Global SMID Cap strategy has had no exposure to companies classified as 
Undervalued Yield companies. Investment in companies within this classification will likely 
be a result of macroeconomic factors that are causing significant dislocation in the market 
resulting in attractive returns from yields. 

The level of Undervalued Asset companies in the portfolio will typically be driven by cyclical 
factors and therefore will ebb and flow with the market cycles.       

Historical Investment Category Ranges

Global SMID Cap Strategy Small Cap Value Strategy
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From a market cap allocation standpoint, the Manager invests in companies of all sizes from 
within the investment universe, as is highlighted below. Liquidity is an important factor for 
ETMFs given the open-ended structure. 69% of the portfolio at 31 December 2021 was 
allocated to companies with a market cap of greater than $3b. Given the available capacity of 
the strategy and the maximum weighting of 5% of the portfolio at the time of investment in 
a single company, we do not expect liquidity to be a concern.    
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Market Cap Allocation as at 31 December 2021
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PERFORMANCE ANALYTICS                          

The Fund is a newly established ETMF and therefore has no performance history, however 
the Fund provides exposure to the Vaughan Nelson Global SMID Cap strategy which has an 
inception date of June 2020. The below provides the performance analytics of the Global 
SMID Cap strategy as well as the longer-term track record of the Vaughan Nelson Small Cap 
Value strategy, which is a US equity focused small cap strategy that implements the same 
investment philosophy and process that is used for the Global SMID Cap strategy. The Small 
Cap Value strategy has a track record dating back to 1997. The Small Cap Value strategy 
provides exposure to a portfolio of 60-80 (typically) US small cap stocks, seeking to generate 
capital growth over the long-term with the specific objective of outperforming the Russell 
2000 Value Index over the long-term. We note all performance data below is in US dollars and 
is therefore not representative of returns for Australian investors.

Global SMID Cap Strategy

The Global SMID Cap strategy has an inception date of 24 June 2020 and as such has a 
limited track record. The strategy seeks to outperform the MSCI ACWI SMID Cap Index (after 
fees and expenses) over rolling five-year periods. 

The strategy has performed strongly since inception, generating a return of 45.2%p.a. 
to 31 December 2021 on a gross basis. The strategy outperformed the benchmark from 
its inception to 31 December 2021 on a gross basis. As is shown in the below table, the 
strategy has experienced higher volatility than the benchmark, however the excess returns 
have offset the additional volatility resulting in the strategy delivering a better risk-adjusted 
return than the benchmark over the period.   

Indexed Cumulative Total Returns 

60

80

100

120

140

160

180

Ju
l-2

0

Au
g-

20

Se
p-

20

O
ct

-2
0

N
ov

-2
0

De
c-

20

Ja
n-

21

Fe
b-

21

M
ar

-2
1

Ap
r-

21

M
ay

-2
1

Ju
n-

21

Ju
l-2

1

Au
g-

21

Se
p-

21

O
ct

-2
1

N
ov

-2
1

De
c-

21

Global SMID Strategy (Gross) MSCI ACWI SMID Cap, Net

The strategy has outperformed in 72.2% of the monthly periods since inception to 31 
December 2021 on a gross basis. While only limited data, the excess performance highlights 
the potential benefits of active management, particularly through periods of market volatility. 
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Monthly Excess Returns of Strategy vs. Benchmark 
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Performance Metrics (as at 31 December 2021)

Global SMID Cap 
Strategy (Gross)

MSCI ACWI SMID Cap 
Index, Net

Excess 
Performance

Cumulative Total Returns: 

1 year 29.3% 16.2% 13.1%

Since Inception (p.a.) 45.2% 31.9% 13.3%

Standard Deviation:

1 year 11.4% 9.7% 1.7%

Since Inception (p.a.) 16.1% 14.7% 1.4%

Sharpe Ratio:

1 year  2.44  1.52  0.92 

Since Inception (p.a.)  2.72  2.07  0.65 

Small Cap Value Strategy

As mentioned above, the Global SMID Cap strategy has a limited track record, however 
the investment strategy and process implemented by the strategy has been used by the 
Manager for over 20 years across its US equity mandates. The Small Cap Value strategy is the 
longest running equity strategy of the Manager and given the small/mid cap mandate of the 
Fund is the most relevant for investors.    

The Small Cap Value strategy has performed strongly over the long-term, as is highlighted 
by the below chart. The strategy has delivered a superior return to its benchmark index, the 
Russell 2000 Value Index.  

Indexed Cumulative Total Returns (31 March 1997 to 31 December 2021)
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Small Cap Value strategy (Gross) Russell 2000 Value Index

The strategy has outperformed over all periods to 31 December 2021 and has done so with 
lower volatility. This has resulted in the strategy outperforming on a risk-adjusted basis over 
the long-term.
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The strategy has had a relatively high tracking error over its history highlighting the 
benchmark unaware nature of the strategy.  

Performance Metrics (as at 31 December 2021)

Small Cap Value 
Strategy (Gross)

Russell 2000 Value 
Index

Excess 
Performance

Cumulative Total Returns: 

1 year 32.5% 28.3% 4.3%

3 year (p.a) 22.4% 18.0% 4.4%

5 year (p.a) 11.3% 9.1% 2.2%

10 year (p.a) 14.2% 12.0% 2.1%

Since Inception (p.a.) 13.4% 9.7% 3.7%

Standard Deviation:

1 year 12.3% 13.5% -1.3%

3 year (p.a) 22.1% 25.4% -3.2%

5 year (p.a) 19.3% 21.7% -2.5%

10 year (p.a) 16.3% 18.3% -2.0%

Since Inception (p.a.) 17.6% 18.9% -1.4%

Sharpe Ratio:

1 year  2.53  1.98  0.56 

3 year (p.a)  0.94  0.65  0.29 

5 year (p.a)  0.51  0.35  0.16 

10 year (p.a)  0.78  0.57  0.20 

Since Inception (p.a.)  0.68  0.43  0.25 

Tracking Error:

1 year 7.7% na na

3 year (p.a) 7.4% na na

5 year (p.a) 6.3% na na

10 year (p.a) 5.6% na na

Since Inception (p.a.) 7.3% na na

The Manager seeks to deliver outperformance of the benchmark index on a consistent basis 
over the long-term. The below, provides the excess return of the strategy to the benchmark 
index over rolling five year periods on a gross basis. The strategy has outperformed 
the benchmark over rolling 5 year periods in 95.4% of the periods over its history. The 
performance highlights that the investment philosophy and investment strategy of the 
Manager provides for the ability to consistently achieve alpha over the long-term.   

Rolling 5 year Excess Returns (annualised) of Strategy vs. Benchmark 
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The below table shows the market capture analysis for the strategy. The strategy has 
provided downside protection in negative markets as you would expect from the investment 
strategy. The strategy has given up some of the upside as a result, however the downside 
protection has offset this.    
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Market Capture Analysis (as at 31 December 2021)

Up Market 
Capture

Down Market 
Capture Market Capture

1 year 0.97 0.54 1.77

3 year (p.a) 0.93 0.74 1.25

5 year (p.a) 0.90 0.78 1.15

10 year (p.a) 0.92 0.77 1.19

Since Inception (p.a.) 0.96 0.79 1.22

The downside protection of the strategy is further highlighted by the below drawdown chart. 
As is highlighted by the chart, the strategy has typically experienced lower drawdowns than 
the benchmark.
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Small Cap Value strategy (Gross) Russell 2000 Value Index

PEER COMPARISON                          

The Fund is seeking to provide exposure to the global small and mid cap universe, an area 
of the market that the RE views is under represented in domestic portfolios. We provide a 
comparison of the key features of long only global equity ETMFs available on the ASX that are 
considered peers of the Fund. While there is an unlisted version of the Fund, we focus on the 
features of the listed peers of the Fund. 

There are eight long only, unhedged, global equity ETMFs listed on the ASX that we consider 
peers of the Fund. The investment strategies of the funds typically have a quality focus and 
are concentrated when compared to the broader market benchmarks. The Fund (VNGS) is the 
only ETMF that has a focus on small and mid cap stocks. While the ETMFs in the peer group 
will provide exposure to small and mid cap stocks they typically have all cap mandates and 
exposure to large cap stocks.       

The Fund’s fees are competitive when compared to the peer group with the annual 
management fee being around the median. The Fund is competitive from a performance fee 
perspective with no performance fee applicable. This compares to a number of other ETMFs 
in which the Manager’s are eligible for performance fees.           
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Peer Group

ETMF Ticker AUM ($m)* Management 
Fee (p.a.)

Performance 
Fee

Performance 
Hurdle

Apostle Dundas Global Equity Fund 
- Class D Units (Managed Fund) ADEF  13.0 0.90% na na

Antipodes Global Shares (Quoted 
Managed Fund) AGX1  413.5 1.10% 15% MSCI All Country 

Word Index, AUD

Hyperion Global Growth Companies 
Fund (Managed Fund) HYGG  2,209.9 0.70% 20%

MSCI World 
Accumulation 
Index, AUD

Loomis Sayles Global Equity Fund 
(Quoted Managed Fund) LSGE 25.5 0.99% na na

Munro Concentrated Global Growth 
Fund (Managed Fund) MCGG  0.1 0.70% 10%

MSCI World (Ex 
Australia) Total Net 
Return Index, AUD

Magellan Global Fund (Managed 
Fund) MGOC  11,217.6 1.35% 10% MSCI World, Net 

Total Return Index

Montgomery Global Equities Fund 
(Managed Fund) MOGL  73.4 1.32% 15.38%

MSCI World, Net 
Total Return Index, 

AUD

WCM Quality Global Growth Fund 
(Quoted Managed Fund) WCMQ  314.2 1.25% 10% MSCI All Country 

Word Index, AUD

Vaughan Nelson Global SMID VNGS na 1.12% na na

Source:ASX/ETMF disclosure documents.
*As at 31 March 2022.
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APPENDIX A – RATINGS PROCESS 
Independent Investment Research Pty Ltd “IIR” rating system 

IIR has developed a framework for rating investment product offerings in Australia. Our 
review process gives consideration to a broad number of qualitative and quantitative 
factors. Essentially, the evaluation process includes the following key factors: management 
and underlying portfolio construction; investment management, product structure, risk 
management, experience and performance; fees, risks and likely outcomes.
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of breed product that has exceeded the requirements of our review 
process across a number of key evaluation parameters and achieved 
exceptionally high scores in a number of categories. The product 
provides a highly attractive risk/return trade-off. The Fund is likely 
effectively to apply industry best practice to manage endogenous risk 
factors, and, to the extent that it can, exogenous risk factors.
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trade-off and should be able consistently to generate above average 
risk-adjusted returns in line with stated investment objectives. The 
Fund should be in a position effectively to manage endogenous risk 
factors, and, to the extent that it can, exogenous risk factors. This 
should result in returns that reflect the expected level of risk. 
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This rating indicates that IIR believes this is an above-average grade 
product that has exceeded the minimum requirements of our review 
process across a number of key evaluation parameters. It has an 
above-average risk/return trade-off and should be able to consistently 
generate above-average risk adjusted returns in line with stated 
investment objectives. 
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This rating indicates that IIR believes this is an average grade product 
that has exceeded the minimum requirements of our review process 
across a number of key evaluation parameters. It has an average risk/
return trade-off and should be able to consistently generate average 
risk adjusted returns in line with stated investment objectives.
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This rating indicates that IIR believes that despite the product’s 
merits and attributes, it has failed to meet the minimum aggregate 
requirements of our review process across a number of key 
evaluation parameters. While this is a product below the minimum 
rating to be considered Investment Grade, this does not mean the 
product is without merit. Funds in this category are considered to be 
susceptible to high risks that are not reflected by the projected return. 
Performance volatility, particularly on the down-side, is likely.
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APPENDIX B – MANAGED INVESTMENTS COVERAGE 
The below graphic details the spread of ratings for managed investments rated by 
Independent Investment Research (IIR). The managed investments represented below 
include listed and unlisted managed funds, fund of funds, exchange traded funds and model 
portfolios.
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The information, reports, financial models, forecasts, strategies, audio 
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clients. Users of this web site should not act on any Content without first 
seeking professional advice. Whilst the Content contained on this web 
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Investment Research, for any errors or omissions or misstatements 
however caused. Any opinions, forecasts or recommendations reflect our 
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the investment objectives, financial situation or particular needs of any 
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Access by any user to this website does not create a client relationship 
between Independent Investment Research and the user. Users seeking 
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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, 
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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 
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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
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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
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(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 
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