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KINETIC GROWTH FUND
REPORT FROM THE MANAGER

This report reviews the Kinetic Growth Fund’s (KGF) activities over the year ending 31 December, 2017.

1. General Review
Operating Environment
IMF in its World Economic Outlook (WEO) Update in January 2018 estimated global GDP growth in 2017 at 3.7%
and is anticipating stronger growth in 2018 and 2019 of 3.9%.
Fiji’s 2017 GDP growth is estimated at 4.2% as reported by the RBF with growth expected to slow down in 2018
to 3.6%.
Foreign Reserves stood at $2.27b as at 31 December, 2017, equivalent to 5.4 months of retained imports (MORI).
This compared with $2.41b as at September, 2017 equivalent to an MORI of 5.8 months.
Performance
KGF recorded outstanding results in 2017, reflecting strong gains in many of its portfolio investments.
The following table summarises the KGF’s financial performance in 2017. The results include consolidation of
Oceanic Communications Ltd (OCL) under “Group”. As KGF in effect owns 85.0% of OCL’s equity (counting both
ordinary equity and convertible preference shares) it is required to consolidate OCL’s results under the accounting
standards.
Holding Company
2016 ($)

Group

2017 ($)

2016 ($)

2017 ($)

Income

347,553

1,592,380

1,110,113

2,235,400

Profit after Tax

309,014

1,402,080

408,540

1,272,930

Dividends per share (cents)

0.00

0.00

0.00

0.00

Earnings per share (cents)

0.08

0.39

0.11

0.36

Holding Company:
x

At the Holding Company level, KGF recorded total revenue of $1.59m, up 358.2% on 2016, largely due to
increased valuations of KGF’s investee companies.

x

Expenses for the year were recorded at $0.04m, down 45.1% compared with $0.07m in 2016. The audit of
KGF’s investment in Oceanic Communications Ltd (OCL) saw a reversal of impairments from past years,
totaling $0.20m, which was treated as a negative expense in KGF’s books.

x

Overall, Net Profit after Tax (NPAT) for the year saw a 353.7% increase to $1.40m, compared with $0.31m in
the previous year.

Group
x

At the Group level, KGF recorded revenues of $2.24m, a 101.4% increase from 2016.

x

Cost of Sales and other Expenses increased by 11.5% due mainly to an increase in performance fee payable
to KCL.

x

Overall, Group profitability grew strongly, with NPAT of $1.29m for the year compared with $0.43m in 2016.
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At the end of December 2017, KGF’s Net Tangible Assets (NTA) per share was $1.01, up 62.9% from the previous
year, while its share price increased to 53 cents from 45 cents at the end 2016. KGF shares were trading at a
47.4% discount to net asset value.
No Dividend was declared or paid during the year.
Significant Events
Significant events during the year included the following:
x

KGF received $0.20m of dividends from investee company Halabe Investment Ltd (“HIL”)

x

A total of 72,566 shares were repurchased for a total consideration of $0.04m ($36,485) under the selective
share buy-back programme approved at KGF’s AGM held on 20 June, 2017. With KGF shares continuing to
trade significantly below NAV, the buy-back programme was initiated by KGF with the objective of closing this
gap by reducing the number of outstanding KGF shares on the market. In addition, the buy-back programme
has the advantages of allowing KGF to apply surplus cash productively (by buying back shares significantly
below NAV) and providing shareholders wishing to divest their shares with a ready opportunity to sell. The
buy-back programme has been very successful for KGF and its shareholders, resulting in an 8 cent (17.8%)
increase in the share price by the end of 2017. In addtion, per share metrics improved, including a 1.99 cent
(2.0%) increase in KGF's NAV per share, directly attributed to the programme.

x

KGF invested a total AUD $0.03m (FJD $0.05m) with a commitment to further invest AUD $0.21m (~ FJD
$0.33m) in Red Fox Capital Ltd (“RFC”). RFC is an investment vehicle that seeks to evolve into an Australian
Securities Exchange (“ASX”) listed entity that will facilitate the further growth of South Pacific Elixirs Pty Ltd
(“SPE”). SPE is the producer and retailer of the Taki Mai brand of kava beverages and associated products.
KGF sees its investment in RFC as a vehicle to participating in early stages of investment in SPE as it
undertakes initiatives for expanding its range and lines of businesses.

Looking Ahead
For 2018, the Manager will continue to focus on the following:
x

Deploying KGF’s capital in ways that offer attractive long-term returns for shareholders.

x

Continuing to source outstanding investment opportunities, including situations where asset prices have been
temporarily depressed and/or are significantly below estimated valuation.

x

Continuing to work closely with investee companies to increase the value of KGF’s investments. Priority will
be on private equity investments such as OCL where playing a more active role can result in significant gains
for KGF’s investments.

x

Opportunistically seeking new sources of funds for further new investments as is deemed highly attractive or
to take advantage of strategic opportunities.

2. Portfolio Review1
Since its establishment in late 2004, KGF has invested a total of $3.37m. The Fund’s portfolio as at 31 December,
20182 is shown below, and includes investments in ten businesses: seven listed companies and four private
companies.

1
For ease of reference, where the financial year for a company differs from the calendar year, the term “financial year” or the pre-fix “FY” is
used. Therefore, “FY2017” refers to a 12-month period that ends during 2017 but not on 31 December (e.g. a financial year ending on 30
September, 2017).
2

KGF also holds ordinary shares in Savusavu Harbourside Ltd, which were previously written down to zero value. The carrying value of these
investments may be adjusted should future circumstances warrant.
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Shares

Company

Main Business

Oceanic Communications Ltd:

Advertising, marketing and new media agency

Cost ($)

Market ($)

% Net Assets

50,000 OCL Ordinary Shares

50,000

50,000

1.4%

234,256 OCL Preference Shares

234,256

234,256

6.7%

N/A OCL Preference Share Dividends
138,254 Halabe Investment Ltd
11,264 Fiji Gas Ltd
563,340 Kontiki Finance Ltd

N/A

58,726

1.7%
44.4%

Property investment

883,443

1,543,453

Liquefied petroleoum gas sales

162,202

304,128

8.8%

Non banking financial institution

162,004

591,507

17.0%

300,000 Red Fox Capital Ltd

Taki Mai beverage

234,000 Pleass Global Ltd

Packaging and beverage

45,331

45,052

1.3%

187,564

444,600

12.8%
3.1%

92,234 FMF Foods Ltd

Manufacturer of wholemeal and associated products

48,194

108,369

12,000 VB Holdings Ltd

Fleet management

34,461

54,000

1.6%

14,800 Vision Investments Ltd

Comprised of Vision Motors, Vision Finance, Courts and Mahogany Ltd

25,384

41,440

1.2%

1,832,839

Total Financial Assets

3,475,531

100.0%

% in Private Equity

2,827,122

81.3%

% in Public Equity

648,409

18.7%

Listed Equity Portfolio
At the end of the year, KGF held shares in the following companies that are listed on the SPSE:
 Pleass Global Ltd (PBP)
 FMF Foods Ltd (FMF)
 VB Holdings Ltd (VBH)
 Vision Investments Ltd (VIL)
In 2017, KGF saw an increase in the value of its listed portfolio, recording unrealised gains of $0.16m from
movements in share prices for all four companies in KGF’s listed portfolio. This was an increase of 31.6% (market
price return) over the year against 41.2% and 36.0% as reported respectively by the South Pacific Stock Exchange
Total Return Index and the KSPX Index over the same period.
KGF’s listed equity portfolio comprised 18.7% of the Fund’s total financial assets.
During the year, KGF sold all its shares in Toyota Tsusho (South Sea) Ltd (TTS) and FijiCare Insurance Ltd (FIL).
Furthermore, KGF received $0.02m in dividends from VBH, TTS, FIL, PBP, VIL and FMF.
Private Equity Portfolio
The Manager and Board select appropriate valuation techniques for private equity investments in consultation with
the auditors. For each private equity investment, this report discloses the basis of valuation. Shareholders should
note that changes in the method(s) of valuation could result in changes to valuations.
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Halabe Investments Ltd (HIL)
HIL is a property management and development company that owns prime residential real estate including:
 Viti Apartments in Tamavua – A luxury 7-apartment complex, which HIL sold during 2017.
 Viti Tower in Wailoku – A luxury 14-apartment complex, some units of which were sold during 2017.
 A 3-villa complex development on its Krishna Street, Wailoku property.
HIL’s occupancy rate during its 2017 financial year remained at virtually 100% with total operating income showing
a 186.3% increase over FY2016, to $3.94m largely due to the (i) gains from the sale of the Viti Apartments complex
and five units from the Viti Towers property and (ii) revaluation of its remaining investment properties.
Operating expenses reduced by 20.9% to $0.38m. The resulting NPAT of $2.88m was a 489.0% increase over
$0.49m achieved in FY2016.
As a property manager and developer, HIL has mortgage debt, depreciation and interest costs which affect its
balance sheet and accounting profits. The key therefore is cashflow to cover its financing and other needs. In this
regard, HIL’s EBITDA has continued to be positive with FY2017 recording an EBITDA of $3.62m
HIL’s performance was in spite of the prevailing commercial rent freeze imposed by Government in 2007. Despite
operating costs naturally increasing since 2007, HIL has been unable to increase rents during that time. HIL
continues to work with the industry to lobby Government for a fairer solution for all stakeholders.
The valuation of HIL in KGF’s books is on an equity basis. Changes in valuation reflect contributions of HIL’s
annual profit or loss from operations, net profit or loss from sale of any properties, and any changes in valuation
of current property holdings after accounting for anticipated tax liabilities. Following this method, KGF has
recognised a total $0.55m in the value of its HIL investment. As this was subject to the audit process to establish
HIL’s equity value, KGF’s books were only adjusted at year end.
i-Pac Communications Ltd (trading as ‘Unwired Fiji’)
Unwired Fiji is a wireless internet service provider (ISP) beginning operations in 2005. Unwired Fiji’s network
covers the Suva CBD, a large part of the greater Suva/Nasinu area and Nadi. Unwired Fiji is operated and majorityowned by the Digicel Group.
On 27 July, 2017, KGF sold 100% of its holding in i-Pac for consideration of $0.09m ($91,566) to Digicel (Fiji) Ltd.
This compares with a carrying value of i-Pac in KGF’s books of $0.05m ($51,981), representing a gain of $0.04m
($39,585) or 76.2%. The sale followed protracted negotiations with Digicel and involved all the minority
shareholders of i-Pac selling their shares to Digicel.
Fiji Gas Ltd (FGL)
Since its establishment in 1956, FGL has become the dominant player in Fiji’s energy sector. The Company’s core
business involves importing Liquefied Petroleum Gas (LPG) and supplying this to households and commercial
customers.
In addition, FGL’s business includes the sale of domestic cookers, commercial catering equipment, hydrocarbonbased refrigerants and industrial burners as well as the design, installation and maintenance of hot water systems,
ranging from single point domestic units to large scale hotel systems and steam boilers.
FGL’s total revenue for the financial year ending 30 June, 2017 was $46.91m, down 1.75% over FY2015. EBITDA
was $7.59m (2015: $7.82m) and NPAT was $4.55m, over the $6.82m figure achieved in FY2015.
KGF values its FGL investment based on the price of FGL shares on the Kontiki Price Matching Service (KPMS).
For 2017, the value of FGL in KGF’s books was increased by $0.04m to reflect the change in share price on the
KPMS.
Kontiki Finance Ltd (KFL)
KFL is licensed as a Credit Institution by the RBF. Established in 2015, KFL is focused on providing a range of
financing and related products for consumers and small to medium sized businesses. For the financial year ending
30 June, 2017 KFL’s NPAT was $3.59m with total assets of $94.59m at the end of the period.
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As KFL shares are traded on Kontiki’s over-the-counter service (Kontiki Price Matching Service or KPMS) KGF
values its KFL holdings on the basis of the prevailing price on the KPMS. For 2017, the value of KFL in KGF’s
books was increased by $0.45m to reflect KFL’s share price on the KPMS. The share price, which was $0.35 at
31 December, 2016 increased to $1.05 by 31 December, 2017.
In the meantime, KFL continues to pursue listing on the SPSE and it is anticipated that this will occur in the first
half of 2018.
Oceanic Communications Ltd (OCL)
OCL is a full-service communications company, providing advertising, marketing and digital communications
services.
The financial year ending 31 December, 2017 saw total revenues drop by 15.7% to $0.64m compared with $0.76m
in 2016. Although operating expenses improved by 10.6% to $0.35m (2016: $0.39m) income tax expenses
practically doubled (113.65% increase) to $0.03m in 2017 OCL having fully utilised tax assets in the previous
period. 2017 NPAT decreased by 27.4% to $0.09m compared with $0.12m achieved in FY2016.
OCL's revenue decline in 2017 masks its competitive position. It was able to develop significant and diverse new
revenue opportunities, but was not able to realize all of these opportunities due to human resource constraints
particularly in the areas of development and account management. However, a new senior technical resource
has been identified and is in the process of being engaged. This is anticipated to resolve current resource
constraints and allow OCL to meet demand for its services. Announcements in this regard will be made in future.
In addition, KGF entered into an agreement to sell 10,000 preference shares to OCL’s General Manager at a price
of $1 per share. This was important to align the interests of KGF and senior management as OCL continues on
its path to recovery.
KGF values its investment in OCL using the equity method. With FY2017 representing a second consecutive year
of profitability for the company coupled with its continued diligence in meeting its accumulated preference share
dividend payments, KGF has, in consultation with the auditors, reversed previous impairments in its OCL
investments as held in its books. KGF now carries both its OCL investment in ordinary and preference shares at
$0.23m and $0.05m respectively.
Summary of Private Equity Portfolio
The following table summarises the performance of the individual companies in which KGF was invested
throughout the year.

Company

Revenues
2016 ($)

2017 ($)

EBITDA
Change (%)

2016 ($)

Halabe Investment Ltd

1,376,641

3,941,023

186.3%

963,118

Kontiki Finance Ltd

5,512,133

14,466,905

162.5%

N/A

46,905,093

47,207,234

0.6%

Oceanic Communications Ltd:

734,345

633,279

Red Fox Capital Ltd

N/A

N/A

Fiji Gas Ltd

-13.8%
N/A

2017 ($)
3,615,536
N/A

NPAT
Change (%)

2016 ($)

2017 ($)

Change (%)

275.4%

489,038

2,880,265

489.0%

N/A

865,420

3,590,301

314.9%

7,636,258

5,888,884

-22.9%

4,547,171

3,087,725

-32.1%

189,805

159,857

-15.8%

117,091

85,015

-27.4%

N/A

N/A

N/A

N/A

N/A

N/A

Overall Portfolio Performance
In 2017, KGF recorded unrealised gains of $1.31m representing a 465.2% increase compared with $0.23m
recorded in 2016. This was attributed to gains in OCL, HIL, FGL, KFL, PBP, FMF, VBH and VIL.
Dividend income totalled $0.23m representing a 259.5% increase when compared with $0.06m in 2016. This is
mainly attributed to the $0.20m dividend received from investee company HIL during the year.

3. Corporate Governance Statement
The Kontiki Growth Fund (KGF or “the Company”) is managed by Kontiki Capital Ltd (KCL) and overseen by a
board of directors.
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Management
KCL is licensed as an investment Advisor by the Reserve Bank of Fiji (RBF) in all licensable categories. In addition,
five members of its investment team are licensed by the RBF as Investment Advisor Representatives of KCL.
As licensees, KCL and its representatives must meet standards set by the RBF for academic, experience and
other qualifications. They are also required to strictly adhere to the various policies, rules and regulations set by
the RBF, and are monitored by the RBF. The latter includes periodic inspections of KCL’s investment operations.
KCL is appointed as Manager of KGF under a Management Agreement. Under the Agreement, KCL is responsible
for:
-

Managing KGF’s investment portfolio including making investment decisions on behalf of the Company;

-

Researching and identifying prospective investments;

-

Marketing KGF to potential investors;

-

Keeping KGF informed of relevant issues relating to the investment portfolio;

-

Assisting the administrator in the preparation of information required by the Company, shareholders,
regulators, auditors and other stakeholders;

-

Assisting the Administrator with valuations of the Net Asset Value of the Company; and

-

Acting in the interests of the Company at all times and exercising the care and skill expected of a prudent
investment manager.

In addition, the Agreement sets out policies on a range of other matters including fees, conflicts of interest,
borrowings, dividends, risk and general administration which KCL is required to adhere to. Details of the
Agreement are available to shareholders requiring further information.
Board
The work of KCL as Manager is overseen by the Board of Directors. The Board is currently made up of three
directors, one of whom is an independent director. The policy and aim of the Company is to have at least 50% of
the board made up of directors not directly associated with the Kontiki Group; during 2017, two of the directors
had no association with the Kontiki Group and one director had an association during the first half of the year. The
Chairmanship of the Board is held by an independent director. All board members of the Company bring extensive
experience in business, investment and management.
In addition, an audit sub-committee made up of board members oversees audit-related issues in consultation with
the auditors and an external accounting advisor.
The Board is charged with overseeing the investment portfolio and operations of KGF. In addition, although the
Management Agreement in effect allows the Manager to select investments independently, KGF’s policy is that all
investment decisions as well as other significant decisions are made at Board level.
The Board is assisted by two Company Secretaries, both of whom are senior members of KCL’s staff.
Other
As a listed company, KGF is also subject to the rules and regulations for listed companies as set out by the South
Pacific Stock Exchange as well as by the RBF. This includes, but is not limited to, market communications with its
various stakeholders. Communications cover market announcements of material investment and other decisions
and developments in the Company, and regular brokers’ briefings.
In addition, KGF is subject to annual audit by Ernst & Young.

4. Conclusion
The Manager would like to take this opportunity to thank the directors of KGF for their contribution and support
throughout the year despite their extremely busy personal schedules.
2017 was a very encouraging year with KGF making significant progress in pursuing the growth of its investments.
The overall financial result at both Group and Holding Company level showed strong growth and indicate that the
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various strategies implemented by the board and management of KGF continue to bear fruit. The Manager and
the KGF board will continue to work closely with individual investees in the coming year.

Griffon Emose
Managing Director, Kontiki Capital Limited
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KINETIC GROWTH FUND LIMITED and Subsidiary
SOUTH PACIFIC STOCK EXCHANGE DISCLOSURE REQUIREMENTS continued
FOR THE YEAR ENDED 31 DECEMBER 2017
Other information continued
Listing requirements of the South Pacific Stock Exchange (not included elsewhere in this financial statements)
(g)

Financial performance for five years

Net profit after tax
Current assets
Non-current assets
Total assets
Current liabilities
Non-current liabilities
Total liabilities
Shareholders equity
Dividend per share
Earnings per share
Net tangible assets per share
highest market price
Lowest market price
Year end market price

2017
1,285,682
807,088
3,151,701
3,958,789
271,316
158,372
429,688
3,529,101
0.36
1.01
0.53
0.45
0.53

2016
426,104
329,055
2,280,252
2,609,307
185,857
143,547
329,404
2,279,903
0.11
0.60
0.45
0.45
0.45

38
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2015
(43,893)
270,220
2,001,766
2,271,986
274,354
201,924
476,278
1,795,708
0.51
0.45
0.29
0.30

2014
165,599
422,876
1,638,138
2,061,014
161,176
29,055
190,231
1,870,783
0.01
0.05
0.52
0.30
0.29
0.30

2013
366,080
522,172
1,629,203
2,151,375
264,720
151,691
416,411
1,734,964
0.09
0.49
0.29
0.29
0.29

39

39.

40























This page has been intentionally left blank.

35























This page has been intentionally left blank.

36

DIRECTORY
The Kinetic Growth Fund
Board of Directors:
Erik Larson
Philipp Thomas
Jack Lowenstein

Company Secretary: Griffon Emose

Manager:
Kontiki Capital Limited
Level 2, Plaza 1
FNPF Boulevard
33 Ellery Street
SUVA
Tel: 330 7284 Fax: 330 7241
Web: www.kontikicapital.com

Administrator:
Kontiki Portfolio Services Limited
Level 2, Plaza 1
FNPF Boulevard
33 Ellery Street
SUVA
Tel: 330 7284 Fax: 330 7241
Web: www.kontikicapital.com

Registry:
Central Share Registry Ltd
Level 2, Plaza 1
FNPF Boulevard
33 Ellery Street
SUVA
Tel 330 4130 Fax: 330 4145
Web: www.spse.com.fj

Auditor:
Ernst & Young
Pacific House
Level 7
1 Butt Street
SUVA
Tel: 331 4166 Fax: 330 0612

Regulatory Authority:
Reserve Bank of Fiji
Reserve Bank Building
Pratt Street
SUVA
Tel: 331 3166 Fax: 330 4363
Web: www.reservebank.gov.fj

Securities Exchange:
South Pacific Stock Exchange
Level 2, Plaza 1
FNPF Boulevard
33 Ellery Street
SUVA
Tel 330 4130 Fax: 330 4145
Web: www.spse.com.fj
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