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Fairlight Global Small & Mid Cap Fund - Hedged -6.3% -9.9% -19.1% -9.8% 14.4%

MSCI World Small & Mid Cap Index - Hedged -6.1% -5.2% -11.9% -6.9% 18.5%

Outperformance -0.1% -4.6% -7.2% -2.9% -4.0%

Performance is in AUD and net of all fees. Inception 29th April 2020. Since inception returns are on a per annum basis. Past performance is not an indicator of future performance. 

Portfolio Revenue Exposure

Portfolio Sector Exposure

About Fairlight
Fairlight Asset Management is a boutique firm investing exclusively in global 
equity markets. The investment approach is grounded in fundamental 
research, long term in nature and has a strong focus on quality. The team 
believe a portfolio of the highest quality businesses, purchased with valuation 
discipline will outperform over the long term whilst protecting and preserving 
client capital.

Investment Philosophy
Fairlight’s investment process is designed to find businesses that have 
a demonstrable track record of earning outsized returns on capital with 
characteristics that will allow these returns to persist into the future, available 
at attractive valuations. Where possible, the strategy mitigates potential risk 
by looking for stable and aligned management teams, conservative balance 
sheets and avoiding single points of failure. 

The portfolio is segmented into three types of investment opportunities:

- High quality growth companies
- Stable compounders
- Low risk turnarounds 

Fairlight does not invest in sectors of the market that do not meet its quality 
criteria including cyclical business (commodities and mining) and interest rate 
sensitive businesses (banks and utilities).
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Contact Us

Company Region Sector

CDW Corp US IT Consulting

Constellation Software Inc. CA Software

Gartner Inc US Business Services

Morningstar. Inc. US Business Services

Scout24 DE Online Marketplace

Top 5 Holdings in Alphabetical Order
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Figures and graphs sourced from Mainstream BPO and FactSet Portfolio Analytics. This report has been prepared by Fairlight Asset Management Pty Ltd ACN 628 533 308 Corporate Authorised Representative No 001277649 of AFSL No 000247293, the investment manager of Fairlight Asset 
Management Global Small and Mid Cap Fund. The Product Disclosure Statement (PDS) contains all of the details of the offer. You can obtain a copy of the PDS from fairlightam.com.au or by contacting Fairlight Asset Management directly. Before making any decision to make or hold any investment 
in the Fund you should consider the PDS in full. The information provided does not take into account your investment objectives, financial situation or particular needs. Past performance is not an indicator of future performance. Returns are not guaranteed and so the value of an investment may rise 
or fall.  The Trust Company (RE Services) Limited (ABN 45 003 278 831 AFS Licence 235150) is the Responsible Entity of Fairlight Global Small & Mid Cap Fund ARSN 629 066 913.
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In adjacent verticals, technology companies that have successfully 
transitioned to a SaaS framework have seen a 30-60% uplift in their 
total contract value, however, there remains some skepticism that 
Temenos’ transition to this new model will run smoothly. Perhaps 
missed by the market is that Temenos has been successfully 
operating smaller SaaS operations across most parts of its 
business since 2010, including in real time core processing. We 
believe management is well versed in the technicalities required 
to support the model change across the balance of its business 
lines and remain confident that shareholders will benefit from the 
transition. 

Temenos recently reported its quarterly result, where sequential 
growth of its order book has improved from 10% to 25%, following a 
rebound in European demand and further market share gains in the 
US. During April, Temenos traded at 21x earnings per share, which 
we believe exhibits remarkable value for a business that is well 
placed to generate annual EPS growth in the high teens over the 
next five years.

Figure 1.
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Quality Growth On Sale  
Since the beginning of the year to 30th April the S&P500 is down 
13%, the MSCI SMID Index down 8%, however the technology heavy 
NASDAQ has retraced 21%. With inflation driving the 10yr treasury 
yield over 3%, technology companies have fared worse than the 
overall market as these businesses are deemed to be “longer 
duration”. In other words, in aggregate, technology companies are 
expected to deliver a higher proportion of their cashflows in the 
distant future. In theory, these longer dated cashflows become 
comparatively less attractive than the certainty on bonds as 
interest rates rise. We don’t disagree.

Risk aversion towards the more speculative end of the technology 
market was warranted in our view as it wasn’t uncommon for 
unprofitable Small and Mid-Cap Software as a Service (SaaS) 
companies to trade at an eyewatering 30x sales during 2021. 
However, caught in the speculative unwind are several high-quality 
technology companies, which are not only highly profitable (cash 
flow today), but are also attractively priced even when factoring in 
higher rates.

Take Temenos for example, a leading provider of end-to-end 
packaged software to the banking and financial sector. It develops 
core and support banking solutions which are fully integrated and 
upgradeable to embrace industry digitisation and ‘open banking’. 
Amongst its 3,000 clients are 41 of the top 50 global banks, 
along with a long list of challenger organisations. The business 
is particularly strong in Europe and has built a rapidly growing 
beachhead in the US.

Temenos has several key attributes we look for in a business:

• Established and growing industry: Temenos’ banking clients 
are under pressure by new fintech alternatives, along with a desire 
for change amongst a retail customer base that is no longer happy 
with clunky legacy bank interfaces. Banks must adapt or die. As 
such, spending on core banking and adjacent services is currently 
tracking at around 10% per annum. Despite this attractive growth 
rate, third party banking software penetration remains low at 
35%. Banking software remains particularly under penetrated as 
compared to other industries such as manufacturing at 61% and 
53% for retail. 

Figures and graphs sourced from Mainstream BPO and FactSet Portfolio Analytics. This report has been prepared and issued by Fairlight Asset Management Pty Ltd ACN 628 533 308 Corporate Authorised Representative No 001277649 of AFSL No 000247293, the investment manager of Fairlight 
Asset Management Global Small and Mid Cap Fund. The Product Disclosure Statement (PDS) contains all of the details of the offer. You can obtain a copy of the PDS and target market determination from fairlightam.com.au or by contacting Fairlight Asset Management directly. Before making any 
decision to make or hold any investment in the Fund you should consider the PDS in full. The information provided does not take into account your investment objectives, financial situation or particular needs. Past performance is not an indicator of future performance. Returns are not guaranteed 
and so the value of an investment may rise or fall.  The Trust Company (RE Services) Limited (ABN 45 003 278 831 AFS Licence 235150) is the Responsible Entity of Fairlight Global Small & Mid Cap Fund ARSN 629 066 913.
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• High barriers to entry and switching costs: Thanks to its 
industry leading R&D spend of 20% to sales, Temenos has a bid win 
rate twice that of its nearest competitor (figure 1) and a customer 
retention rate of 98%. Typically, Temenos only loses customers to 
consolidation of client operations after an acquisition. 

• Attractive financial characteristics: Over the past decade, 
Temenos’ revenues have grown at 8% annually which combined 
with margin expansion has resulted in earnings per share growth 
of 19% over the same period. The attractive cash generative 
characteristic of the business model means free cash flow 
conversion is over 100% of earnings – cash that can be used 
to deleverage quickly from acquisitions or put towards share 
repurchases.

 
The Fairlight View 

Clearly Temenos has developed an attractive business model - at 
one point the market ascribed a forward price to earnings ratio of 
57x to this business. However, over the past two years, the share 
price has lagged the MSCI Global SMID index by 65%, creating an 
interesting opportunity to own this industry leading franchise. 

Temenos’ earnings multiple has derated over the past two years on 
a combination of factors, not least of which is the fear surrounding 
the transition of the business to a new financial model. Technology 
businesses such as Temenos have traditionally sold their solutions 
under a license and maintenance framework, charging for the 
product up front with a recurring payment for updates and services 
over a multiyear time frame. 

The banking industry has been late to the Software as a Service 
model (or subscription model) as tinkering with core banking 
systems is not high on banking Chief Information Officers list 
of priorities given the complexities involved. However, with the 
flexibility and security improvements this model affords, along with 
a less burdensome investment for inhouse technologists, there is 
an accelerating trend to this delivery method even amongst the 
industry’s largest and slowest moving clients. 

 
Source: IBS Global Sales League Tables 2021  
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https://www.fairlightam.com.au/insights/a-less-risky-definition-of-growth

