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The past month has seen a 90% increase in the official 
number of Covid-19 cases globally, a marked deceleration 
from the four-fold and ten-fold increases recorded in April 
and March, respectively.  With stock markets around the world 
continuing to anticipate a recovery in economic activity as 
lockdown restrictions are eased, Asian small to mid-sized 
equities increased during May by 4.6% in US dollar terms and 
2.7% in Australian dollar terms.  The continued recovery in 
local markets was partly offset by strength in the Australian 
currency, rising 1.9% versus the US dollar.  During the year to 
date Asian small to mid-sized companies have fallen by 10.9% 
in US dollar terms and declined 6.0% in Australian dollar terms. 

There was mixed performance by our investment markets 
during May, the best was Japan up 7.4% in US dollar terms 
and an increase of 5.0% over twelve months. South Korea and 
Taiwan recorded positive returns of 4.1% and 1.5% respectively 
while our other markets all fell, the worst being Hong Kong 
down 4.0% while China and Singapore declined by 0.7% and 
0.3% respectively.  The poor performance in Hong Kong was 
associated with a resumption of the local protest movement 
this time in response to Beijing’s announcement of a new 
national security law for Hong Kong.  This is a repeat of the plans 
previously announced in the summer of 2003 to introduce a 
similar anti-sedition law known as Article 23.  Back then 500,000 
people took to the streets on 1st July 2003 and the government 
quickly backed down and withdrew the legislation.  The fear 
with that piece of legislation was that even mild criticism of 
the regime in China could be interpreted as a breach of Article 
23 and subject to harsh penalties.  The same fears have been 
sparked by this new version of the legislation together with 
the idea that this law could be applied retrospectively to the 
people arrested in the protests from last year.

Following the formality of the passage of the national security 
bill in Hong Kong, U.S. President Trump told reporters that he 
planned to announce new policies involving China and Hong 
Kong.  Separately U.S. Secretary of State Pompeo announced 
that Hong Kong would no longer be treated as politically 
autonomous from China and risked the application of tariffs 
and sanctions from the United States.  While U.S. President 
Trump with his usual heated rhetoric subsequently criticised 
the actions of China, he stopped short of taking any specific 
actions against China or Hong Kong.  We believe that Hong 
Kong is well placed to produce a strong recovery in the equity 
market when calmer politics prevail. 

May was another busy month for corporate reporting and in 
most cases the results were pleasing, although it should be 
remembered that these reporting periods were largely prior to 
the economic impact from Covid-19.  In most cases Japanese 
companies have refrained from their usual policy of forecasting 
profits for the next twelve months.  Our sushi restaurant 
business Sushiro Global Holdings announced revenues for 
the six months to end March up 12% and earnings per share 
up 2.6%. The shares increased 11% on the day and 36% for 
the month to be the strongest performer in the portfolio 
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during May.  Dowa Holdings announced excellent results with 
revenues up 7% and earnings per share up 16%, the shares rose 
15% during the month. Dowa Holdings has an exciting growth 
business in environmental management and recycling which 
it is expanding across the Asian region.  The worst performer 
in the portfolio during May was Champion REIT in Hong Kong 
which fell 23% on the resumption of the protest movement 
noted above.  Champion REIT is a trust formed to invest in 
grade-A commercial properties in Hong Kong and currently 
holds 2.93 million square feet of prime office and retail space 
in two landmark properties.  Total rental income increased by 
3.8% in 2019, the shares now yield 7.5% and trade at a discount 
of 68% to the underlying value of assets.  We are retaining our 
position in Champion REIT. 
 
The portfolio holds 62 companies and remains fully invested.  
We will continue to invest in Asian small to mid-sized companies 
with strong value, momentum and quality attributes together 
with accounting, strategy and governance standards that meet 
our requirements.  Long-term returns will be generated by 
the ability of our companies to deliver growing profits and 
dividends. 

Stock Review

NEC Networks & System Integration Corporation (NESIC)  
was founded in 1953 as a telecommunications infrastructure 
construction company headquartered in Tokyo.  Since 
then NESIC has broadened into the development of 
communications technologies by building, operating and 
maintaining corporate networks and outsourcing services.  
NESIC is now structured into three key business units; Digital 
Solutions (DSL), Network Infrastructure (NWI) and Engineering 
& Support Services (ESS).

Accounting, Strategy and Governance Comments

Accounting
 
1 - The local affiliate of international accounting firm KPMG 
handles the audit work for NESIC.  KPMG AZSA LLC has 
reported that the accounts present fairly, in all material 
respects, the financial position of the Company.  NESIC was 
required to restate profits in the period 2008 to 2014 due to 
the fraud of a former employee, the Company now has much 
stronger financial controls and monitoring in place to prevent 
any similar event in the future.

2 - NESIC is fully compliant with the local accounting principles 
in each of its countries of operation. NECIS has seventeen 
subsidiaries which comprise the Group.  The Company makes 
no disclosure regarding geographic distribution of sales 
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4 - The main thrust of NESIC’s strategy in the next decade 
is to benefit from the scaling of 5G infrastructure which will 
allow for changed work practices, in particular “distributed 
work” with less demand for traditional office spaces and 
more flexible working arrangements.  The Covid-19 pandemic 
has accelerated demand for the digital solutions required in 
“distributed work” as employees isolated at home in large 
numbers and stayed away from their traditional places of 
work.     

Governance
 
1 - NESIC is fully compliant with the Corporate Governance 
Code and has a Board comprising ten Directors (eight men 
and two women) with three outside Directors.  Directors 
serve a term of one-year, so if changes are required they can 
be made quickly.  In the past NESIC operated with a Board 
of twenty Directors and they realized that better decision 
making would be achieved with fewer people.

2 - NESIC appointed their first outside Director in 2012.  All 
Directors undergo training to ensure understanding of the 
requirements of the Corporate Governance Code.  NESIC has 
an advisory panel consisting mainly of outside directors to 
discuss nominations and remuneration.

3 - While NESIC is part of the NEC Group, more than 70% 
of sales are generated independently of the Group and 
the business makes strategy decisions on its own accord.  
The recent decision to split shares was clearly directed 
at encouraging individual shareholdings  by reducing the 
minimum lot purchase size from more than USD 5,000 to less 
than USD 2,000.
 

because more than 90% of sales take place in Japan.  

3 - NESIC pays a full tax rate of close to 30% which we take to 
be a positive.

Strategy
 
1 - NESIC is a company that has transformed itself in the past 
five years, previously they operated in the protected bubble 
as a subsidiary of the NEC Group without a clear focus on 
efficient management of the business and shareholder 
returns. 

2 - NESIC didn’t achieve their stated targets in the medium-
term plan that ran from 2015 to 2019 with a decline in operating 
income over the period, however, very good progress was 
made in business efficiency and the return on equity numbers 
improved from 6.5% to 8.7% during the life of the plan.  Their 
new medium and long-term plans set out an ambitious 
programme in the decade to 2030 with a change in emphasis 
for the business away from simple physical installation 
of equipment into value added service solutions with an 
emphasis on the cloud.  The main focus for growth at NESIC 
has traditionally been domestically in Japan, while the growth 
of 5G networks provides plenty of domestic opportunities for 
the Company, there will be an increased emphasis on their 
international business.

3 - In the results reports to end March 2020 each business 
reported increased orders with NWI at +10%, DSL +8% and ESS 
+3%, the latter represented a slowing from 10% revenue growth 
while the other business units indicated an acceleration in 
order flows.  This reflected in improving margins for NWI at 
+3.6%, DSL +1.5% while ESS margins fell by 0.9%.  

Source: Company filings



TAMIM Fund: Asia Small Companies 3May 2020

Asia Small Companies Unit Class
TAMIM Fund

At 31 May 2020

3 - There are just four analysts providing regular coverage 
for NESIC and their consensus has tended to underestimate 
Company performance in recent years. In the past year, 
estimates for 2021 earnings have been upgraded by 23%.  There 
is a degree of uncertainty regarding 2021 performance given 
the impact of Covid-19 and NESIC like many companies in Japan 
has declined to provide an estimate of profits for the current 
year.  It is likely that we will see a short-term negative impact 
from Covid-19 especially with respect to the Engineering and 
& Support Services business segment, however, we remain 
confident for the medium to long-term prospects for this 
company.  

4 - Dividends have maintained an upward trend for the past 13 
years with payout ratios typically in the range of 40-50% which 
is high by local standards.  Future dividends will be dictated 
by the investment needs of the business, the Company has 
indicated a desire to continue to increase the dividend.

Value, Momentum and Quality Comments

1 - The valuation of NESIC has expanded in the past year as 
investors started to recognise the growth opportunities in 
their business areas especially digital solutions in the era of 
5G networks, the prospective multiple of 21x is reasonable for 
the sector. 

2 - The Company has set a target of 10% return on equity by 
2023 which they should achieve and then comfortably exceed 
through the rest of the decade.
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Source: Market Screener

Key Data for NEC Networks & System Integration Corporation

Source: Company filings
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Portfolio Profile

Equity 98.50%
Cash 1.50%

Regional Allocation

13.23%

58.21%

11.67%

6.63%

8.73%
1.53%

China/HK

Japan

Taiwan

Korea

Singapore

India

Cash

Sector Allocation

3.70%

10.29%

8.75%

9.70%

5.67%

20.21%

22.33%

7.01%

8.62%
2.19%

1.53%
Communications Services

Consumer Discretionary

Consumer Staples

Financials

Health Care

Industrials

Information Technology

Materials

Real Estate

Utilities

Cash

Selection of 5 Holdings

Stock Code Country
China Lesso Group Holdings Ltd 2128.HK China/HK

Sawai Pharmaceutical Co. 4555.T Japan

Simplo Technology Co. Ltd 6121.TWO Taiwan

Advantest Corp. 6857.T Japan

Sheng Siong Group Ltd OV8.SI Singapore

Fund Overview

The TAMIM Fund Asia Small Companies unit class seeks to 
achieve a high real rate of return over the long-term within 
defined risk parameters acceptable to the Investment Manager 
through a diversified portfolio of Asian small and mid-cap 
shares.

Key Facts

Investment Structure: Unlisted unit trust

Minimum investment: A$100,000

Applications: Processed monthly

Redemptions: Monthly, with 30 days notice

Unit pricing frequency: Monthly

Distribution frequency: Annually

Management fee: 1.00% p.a.

Expense recovery fee: Up to 0.35%

Performance fee: 20% of performance in excess of hurdle

Hurdle: MSCI AC Asia Small & Mid Cap Index

Buy/Sell Spread: +0.30%/-0.30%

Exit fee: Nil

Single security limit: +/- 5% relative to Benchmark

Country/Sector limit: +/- 10% relative to Benchmark

Target number of holdings: 60-80

Portfolio turnover: < 30-40% p.a.

Investable universe: MSCI AC Asia Small & Mid Cap
(US$ 500m - 10bn)

Cash level (typical): 0-100% (0-5%)

Returns

1m 3m 6m 9m 1y Since 
inception p.a.

TAMIM Asia 
Small Comp. 0.82% -1.97% -6.57% 2.11% 7.90% -1.97%

MSCI AC 
Asia SMID 3.16% -1.77% -6.55% 0.58% 3.27% -1.28%

Note: Returns are quoted net of fees and assume distributions are reinvested. Past performance 
is no guarantee of future performance. MSCI AC Asia SMID refers to the MSCI AC Asia Small & 
Mid Cap Index in AUD. Inception 1 October 2018.

NAV
Buy Price Mid Price Redemption Price

AU$ $7.7628 $7.7396 $7.7164
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