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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 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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Investment Profile

Share price ($) as at 14 March 2017 0.25

Target price ($) per share 0.28

Issued capital:

Ordinary shares (M) - pre acqn 127.0

Options (M) 0.0

Acqn - Financial Choice 2.5

Performance Rights (M) 0.0

Fully Diluted (M) 129.5

Market capitalisation ($M) 34.3

12-mnth Share Price Lo/Hi ($) 0.16 / 0.275

Board and Management

Mr Guy Hedley (Non Exec. Chairman)

Mr Keith Cullen (Managing Director)

Mr Chris Kelesis (Executive Director)

Mr Jeffrey Zulman (Non Exec. Director)

Mr Russell Scott (CFO)

Mr Frank Paul (Head of Advice)

Mr Mitchell Ansiewicz (General Manager)

Major Shareholders (post aacqn)               %

Keith Cullen 26.8%

Chris Kelesis 15.6%

IFM Pty Ltd <IFM Super Fund> 11.0%

Dam Enterprise Services Pty Ltd 5.6%

Bannaby Investments Pty Ltd 5.0%

Frank Paul 3.9%

Mitchell Ansiewicz 3.8%

Share Price                                    
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Spring FG Limited (ASX: SFL)
Acquisition of Financial Choice

HIGHLY COMPLEMENTARY ACQUISITION    
Spring FG (ASX: SFL) has announced the acquisition of financial service organisation Financial 
Choice Pty Ltd for a total commitment of $4.8M. Settlement is due in mid April, 2017. This 
comprises $2M cash on settlement, 2.5M SFL shares to be issued at $0.20 per share 
($0.5M) plus a total of $2.3M cash comprising two deferred payments: $1.3M in 6 months 
time plus a $1M performance based payment in 18 months time.

This acquisition is projected to increase SFL’s earnings (eps) by 49% on a pro forma basis, 
and meaningfully rebalance its revenue base toward recurring revenues.

Financial Choice has been advising clients for over 20 years on products and strategies to 
manage client equity portfolios and related investments . Based on “FinTech” technologies, 
Financial Choice is a leader in creating investment management tools for investors.    

KEY POINTS
The Acquisition: SFL will acquire Financial Choice Pty Ltd for $4,8M, which represents an 
historic EBITDA multiple of 3.0 times (up to 3.75 times including performance payments). 

Financial Choice: Financial Choice was established 20 years ago, and currently has a staff 
of 6 and with offices in Sydney and Melbourne. The group provides comprehensive advice 
for retail clients across equities, hybrids, Exchange Traded Funds (ETFs), and fixed interest 
securities. Financial Choice also provides model portfolio services to optimise client portfolio 
construction and to meet the financial objectives and risk profile of the clients. Financial 
Choice currently has 200 SMSF clients with an average portfolio balance (AUM) of $0.75M; 
the total SMSF and retail client base is 15,000. The total book consists of $325M FUA, 
compared to SFL’s FUA of $525M prior to the acquisition. Financial Choice’s revenue base 
is structured to be 97% recurring (indicating a low risk of loss of clients over the medium 
term), compared to SFL’s 24% recurring revenue structure. The merged businesses will have 
a projected 34% recurring revenue base, closer to the group’s target of 50%. The average 
SMSF client investment portfolio for Financial Choice at $0.75M is significantly higher than 
SFL’s $0.38M.  Financial Choice claims to be the lowest cost, automated (“FinTech”) equity 
financial advise organisation in Australia. The company also provides wider investment advice 
including family budgeting, automated bill payments, and taxation advice.

Rapidly Expanding industry: The Australian SMSF industry (one of the key industries in 
which both SFL and Financial Choice operate) continues to show relatively strong growth. 
For the quarter to September, 2016 (the latest data available from the Australian Taxation 
Office), the total number of SMSFs increased by 4.5%, in line with the longer term range of 
3.7% to 7.6% pa since June 2009. Total assets increased by 7.1% in the September, 2016 
quarter. Of the total funds held within SMSFs, 31% was held in equities and 15% in property 
investments, both in line with the long term average. The outlook for SMSF assets will be 
impacted by any proposed changes to Federal regulations impacting investor flexibility.                                 

Enhanced Opportunities for Cross Selling: While Financial Choice provides a range of 
financial services, SFL has more extensive capabilities related to financial management 
including property, taxation, mortgage and insurance services.  We expect SFL to enhance 
the revenue stream of the merged group over time by cross selling its product suite to the 
client base of 15,000 retail / SMSF clients acquired through the Financial Choice acquisition.

Capital Position: At 31 December, 2016 SFL had $1M cash on the balance sheet and Net 
Assets of $16.3M. This included Intangibles of $8.3M. With no debt, SFL was negatively 
geared. The Current Ratio is almost 3 times. The group has structured itself such that it has 
a low financial risk, to offset the risks associated with early stage growth. The acquisition 
of Financial Choice has been structured to spread the cash flow impacts, and for these 
obligations to be sourced from cash flow generated over the 18 month settlement period.      

Valuation: We have revised our target price for SFL from $0.225 up to $0.28 per share 
recognising the risk adjusted pro forma estimated increase in eps due to this acquisition, and 
the longer term growth options. On the assumption the acquisition meets all expectations, 
the associated risk profile would reduce and our valuation would increase to 31 cps.
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PROFIT & LOSS ($M)      

Y/E June 2015 
(Act)

2016 
(Act)

2017 
(Est)

Revenue 9.9 11.7 14.1

EBITDA 2.2 2.9 4.3

Depreciation & Amortisation 0.2 0.4 0.6

Finance Cost 0.1 0.0 0.1

Profit Before Tax 1.9 2.5 3.7

Tax Expense 0.4 0.7 1.1

Net Profit (Underlying) 1.5 1.7 2.6

One-off Items 0.0 -0.1 0.0

Net Profit (Reported) 1.5 1.8 2.6

BALANCE SHEET ($M)      

Y/E June 2015 
(Act)

2016 
(Act)

2017 
(Est)

Cash and cash equivalent 1.6 1.4 0.7

Trade and other receivables 3.4 4.6 7.0

Inventories and work in progress 0.0 0.0 0.0

Current tax receivables      

Other current assets 0.4 0.3 0.6

Total current assets 5.4 6.3 8.3

Property, plant and equipment 0.5 0.7 1.0

Intangible assets 7.9 8.1 10.3

Research and development      

Total non-current assets 8.3 8.8 11.3

Total Assets 13.8 15.1 19.6

Trade and other payables 1.5 1.7 2.5

Borrowings 0.0 0.0 0.0

Current tax liabilities 0.8 0.8 1.6

Other provisions 0.0 0.4 0.1

Total Current Liabilities 2.4 2.9 4.2

Trade and other payables 0.0 0.0 0.6

Borrowings 0.0 0.0 0.5

Deferred tax      

Provisions 0.5 0.5 0.7

Total Non-Current Liabilities 0.5 0.5 1.8

Net Assets 10.9 11.8 13.6

CASHFLOW ($M)      

Y/E June 2015 
(Act)

2016 
(Act)

2017 
(Est)

Receipts from customers 9.3 12.2 13.8

Payments to suppliers and employees -8.5 -10.8 -11.7

Income tax paid -0.9 -0.9 -0.8

One off and non recurring items -0.9 0.0 0.0

Net interest (paid) / received 0.0 0.1 -0.1

Net Cash from Operation Activities -1.0 0.6 1.3

Payments for acquisitions -3.5 0.0 0.0

Payments for PP&E -0.1 -0.9 -0.6

Payments for  intangible assets 0.0 0.0 -2.3

Payments for product development 0.0 0.0 0.0

Proceeds on disposals and sales 0.0 0.0 0.0

Net Cash from Investing -3.6 -0.9 -2.9

Proceeds from borrowings 0.0 0.0 0.0

Repayments of borrowings -0.8 0.4 0.2

Dividends paid to shareholders -1.2 -1.1 -1.2

Proceeds from share issue 7.1 0.7 1.0

Net Cash from Financing 5.1 0.1 -0.6

Cash at Beginning of the Year 0.8 1.6 2.3

FX Effect 0.0 0.0 0.0

Net Change in Cash 0.9 -0.2 -2.0

Cash at End 1.6 1.4 0.3

Ratios      

Y/E June 2015 
(Act)

2016 
(Act)

2017 
(Est)

Profitability Ratios      

EBITDA margin (%) 22.6% 24.6% 30.7%

Net profit margin (%) (underlying) 15.7% 14.3% 18.7%

ROA (%) 11.2% 11.0% 13.4%

ROE (%) 14.2% 14.2% 19.3%

Diluted EPS (underlying) 10.3 11.1 17.5

DPS 2.6 1.0 1.0

Liquidity & Debt Ratios      

Net Debt to Equity (%) -14.9% -11.7% -1.5%

Current Ratio (x) 2.3 2.2 2.0
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FINANCIAL CHOICE ACQUISITION
 � The acquisition of Financial Choice is expected to be meaningfully value accretive for 

SFL. The acquisition will also establish longer term revenue growth opportunities, reduce 
the company’s risk profile, and add highly experienced wealth managers to the existing 
team.

 � The acquisition has been structured to spread the financial risks and obligations so 
that it can be partly funded by available cash reserves plus future cash generation. The 
expected total cost of the acquisition is $4.8M comprising:

• $2M cash on settlement

• 2.5M new shares issued at 20 cps ($0.5M)

• Deferred payment of $1.3M (6 month deferment)

• Performance payment of $1.0M (18 month deferment)

 � SFL has made several acquisitions since its establishment, with each expanding the 
group’s capabilities, professional staff, client base and depth of services.

 � Financial Choice is a significant acquisition. The total client base of Financial Choice is 
circa seven times larger than SFL’s current client base, with each SMSF client holding 
double the assets (at $0.75M) compared to SFL’s clients. Financial Choice, based on 2016 
accounts, has  far higher NPAT profit margin than SFL, at 46% compared to 14%.

 � Importantly, with 94% recurring revenue compared to SFL’s 24%, the acquisition and 
consolidation of Financial Choice will reduce the risk profile of the merged group with 
34% of revenue locked in over the medium term through obligated (eg, contracted) 
payments from clients. 

 � The following table summarises the key metrics of SFL, of Financial Choice, and the 
merged entity.   

Operational and Financial Comparison

SFL FC Pro Forma

AUM ($M) 525 325 850

SMSF - Average Assets ($M) 0.38 0.75 0.50

Recurring Revenue ($M) 2.82 1.74 4.50

Recurring Revenue (% total) 24 97 34

SMSF Clients (#) 430 200 630

Total Clients (#) 2,100 15,000 17,100

Shares on Issue (M) 127.0 - 129.5

EPS (cps) 1.3 - 1.9

 Note: 
 SFL = Spring FG Limited
 FC = Financial Choice Pty Ltd
 Pro forma = estimated merged group based on historic data

ACQUISITION IMPACT ON SFL
 � The acquisition of Financial Choice is a game changer for SFL, providing the merged 

group several meaningful growth options and a reduced risk compared to SFL’s current 
profile.

 � Based on client base, Financial Choice is circa seven times larger than SFL. On the more 
relevant metric of profitability, Financial Choice generates (based on historic 2016 data) a 
profit after tax half that of SFL - indicating the relative size of this acquisition and hence 
the profit upside available to SFL from this acquisition. With only a modest number 
of shares being issued through the acquisition, pro forma eps is forecast to increase 
by 49% assuming debt is not increased, ie that the deferred payments are sourced 
internally from cash flow generation over the next 18 months.

 � Assets Under Management (AUM) are projected to increase significantly from $525M 
to $850M. With 15,000 clients acquired, compared to SFL’s current client base of 2,100, 
there is significant scope to offer the acquired Financial choice clients a more extensive 
and broad range of financial services, based on SFL’s existing product suite.
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 � SFL has a comprehensive product range spanning financial management, equity portfolio 
management, property acquisition and management, taxation advice, insurance, lifestyle 
planning, investment strategies, and related services. This comprehensive suite of 
products can be marketed to the acquired client base from Financial Choice, providing 
the scope to drive value accretive revenue growth over the longer term.

 � The technology base of SFL is scalable, meaning that it can support revenue growth 
while sustaining only a marginal increase in costs. The company should benefit from the 
eventual onboarding of Financial Choice’s client base to its current technology platform 
over time. It has not at this stage been determined the nature or timing of the merger of 
the technology platforms that support both the legacy and the acquired companies.

 � The client base of Financial Choice (15,000 clients) is almost evenly split between retail 
clients and SMSF clients, providing both personal and general advice. The client base 
consists of a broad spectrum of profiles, from young to old and from small account 
balances to large portfolios. This diverse client base will add to SFL’s existing client base, 
enhancing scale and momentum for the merged group and providing opportunities to 
offer SFL’s product suite to these new clients.

 � A significant number of Financial Choice’s clients reside on various adviser network 
platforms, meaning that they are also clients of third party advice companies. SFL will 
attempt to migrate these clients to their own direct platforms (including OnePath and 
24/7), enhancing the value of each client to SFL providing revenue momentum through 
this process.

 � The founder, Russell Metcraft, and key staff of Financial Choice will be employed by SFL, 
adding their experience, skills and customer contacts to the existing competencies of 
SFL.

 � For SFL shareholders, there is expected to be value accretion from the arbitrage 
between the private valuation and public valuation, as the value of the business increases 
from the low PE used to value the acquisition to the higher PE used by the market after 
the merger.

 � Acquiring Financial Choice will not only increase SFL’s recurring revenue, it will also 
broaden the nature of the client base, broadening the nature of advice from property and 
SMSF to a wider spectrum of financial advice. In addition, the Financial Choice client 
base has a greater exposure to alternative investment securities including Exchange 
Traded Funds (ETFs). SFL will acquire experience in these alternative assets which can 
then be marketed to the merged group’s client base. These aspects of the merger are 
expected to reduce the risk profile of SFL.

 � Assuming this acquisition delivers the expected benefits, this will give SFL the scale and 
reputation to initiate further acquisitions, accelerating the revenue growth opportunities.

 � In our view, SFL has several growth opportunities available from the acquisition of 
Financial Choice - both on a pro forma basis and from longer term revenue growth 
options.

SMSF - STRONG GROWTH INDUSTRY
 � Bot SFL and Financial Choice have a significant exposure to the Self Managed 

Superannuation Fund sector, through the assets of their client bases.

 � In Australia, the SMSF sector has grown by 7% in the quarter to September, 2016. This is 
in line with the long term growth experienced by the sector. The total value of listed and 
unlisted shares in client portfolios is approx $200B, with an additional $100B in property 
assets.

 � There are 582,000 SMSF schemes operating in Australia, representing an annual growth 
of 4.5%. The total number of SMSF members also increased by over 4.5% in the year 
to September, 2016. This exceeds the population growth of Australia, indicating that the 
sector is penetrating deeper into the working population.

 � The following chart highlights the long term growth in Funds Under Management FUM) 
within the SMSF sector, with consistent growth ahead of inflation and population growth 
over the period from June 2008.
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VALUATION 
 � We have revised our target price up to $0.28 per share from the $0.225 per share in our 

initiation of coverage report dated December, 2016. This valuation is conservative due 
to the normal risk factors that are related to an acquisition. We expect the share price 
to more closely reflect our valuation as the market recognises the significance of this 
acquisition and the growth opportunities it creates. Our valuation increases to circa 31 
cps if the acquisition risks are discounted, and Financial Choice delivers on expectations.

 � The valuation is based on the company’s revenue growth guidance over the years 2017 to 
2020 of 15% pa. We also note that SFL has indicated that profit margins should increase 
as the business model matures. SFL reported a profit of $1.6M on revenue of $11.6M in 
2016. 

 � We have forecast a merged entity profit of $2.63M in 2017 on a pro forma (ie, not 
reported) basis. This assumes the acquisition merges smoothly into the existing 
operations, and no benefit in 2017 from other growth opportunities. This profit figure 
equates to 2.03 cps. With a full year of the acquisition, SFL’s reported profit in 2018 
is expected to reflect organic growth in excess of the industry growth rate of 4.5% - 
5.0%, plus the ongoing Financial Choice merger benefits. While we have forecast 1 cps 
dividend in 2017, there is clearly scope to exceed this forecast.

 � The forecasts are tabulated below. Note that, with the acquisition of Financial Choice yet 
to be reflected in audited accounts, we have remained conservative with our forecasts.

Forecast Financials (merged entity; pro forma 2017)

2017

Merged Revenue ($M) 14.1

NPAT ($M) 2.63

Earnings (EPS) 2.03

Dividends (dps) 1.00

(source: IIR)

 SFL is trading on more favourable valuation metrics than its competitors:

Peer Comparison

SFL Centerpoint Fiducian Clearview 
Wealth

Market Cap ($M) 29.8 111 128 89.2

NPAT Multiple (x) 12.3 26.1 19.4 32.6

FY16 Div Yld (%) 5.3% 3.1% 3.4% 3.9%

 (source: SFL)
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