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No prize for first but days
of set-forget are finished

ROGER MONTGOMERY

\

LY

It’s a widely held belief that
there’s lots of money to be made
investing in new technology,
particularly technology involved
in or associated with creative
destruction. But the truth about
who wins from new technology
—even technology and
developments that change the
course of history —is eye
opening. What’s more, it is
especially relevant in an
environment where everything
from driverless cars and cashier-
free supermarkets to clean energy
and the sharing economy uproot
the old-world order and invite
investors to make billions.

Today’s list of transformative
technology threatening to disrupt
legacy businesses and their
revenue models is longer than at
any time in history. Backed by
obsessive and patient investors
willing to fund them, technology
companies in fields as diverse as
cloud computing or personalised
medicine offer the promise of a
win-win for consumers and
investors.

Investment
strategies built
on hope will
eventually come
back to bite the
hopeful

Unfortunately, the equation is
stacked in favour of losses.

Only a few stocks will
ultimately make and retain their
money from “new tech” but many
will be destroyed by it. The
funding of unprofitable
enterprises, by deep pocketed
private equity and venture funds,
is fuelled by a hope that new
business models and consumer
concepts are superior to the old.

Take the ride-share economy:
it might have some superior
attributes to the individual-
ownership model we are all
familiar with but are the
businesses that supply the service
superior to their ancestors? In
some cases they are. Netflix and
Spotify might arguably be better
business models than the
Blockbuster and Virgin Music
chains but is it the case for all new
models?

What are we to make of a
comparison between an existing
business that grew organically
towards profitability to one
whose expansion and market
share gain must be fuelled by a
benevolent band of shareholders
and banks?

Investors need to think very
carefully about creative
destruction. While it is my
experience that it is easier to pick
the losers than it is the winners —
and Australian blue-chip listed
companies harbour plenty of
potential losers — investors need
to consider the time frames
involved.

Some technologies and
enterprises such as ride-sharing,
music streaming and online
dating take off, apparently
overnight, while others such as
software as a service or battery
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storage take decades to evolve
and emerge.

Investing in new technology
also requires an understanding of
the new technology company’s
dependence on the resolution of
any bottlenecks in their particular
ecosystem. For example, high-
definition TV manufacturers
couldn’t really enjoy the revenues
from the broad adoption of their
technology until filmmakers had
the cameras that produced
content of the required quality.

Other side of the coin

Investing in old technology
requires an appreciation of how
quickly the new technology can
resolve the issues in its ecosystem.
While Amazon’s arrival in
Australia may be a negative for
many incumbent retailers,
equally there are hurdles in front
of Amazon’s expansion which will
delay the effects that many
investors are pricing in.

Investors need to appreciate
the stark reality that “creative
destruction” can be a euphemism
for the waste laid to incumbent
businesses and their revenue
models by operators that cannot
be businesses because they have
no revenue!

And that is the other thing that
investors must consider,
irrespective of whether they back
the incumbent or the disrupter, it
could be their own wealth that is
destroyed.

Consider the combined
market capitalisation of Twitter,
Uber and Tesla of $US140 billion
($175bn). Collectively they make a
profit of zero, zilch, nada, nothing.

The hope that they eventually
will profit, from an emerging
technology’s potential to satisfy a
customer’s needs and deliver
value in a superior way, is
undoubtedly what drives
investors to support their models
of profitless prosperity.

In many cases, however, it is
equally doubtless that investment
strategies built on hope will
eventually come back to bite the
hopeful. Only its timing is a
mystery.

Perhaps the most important
thing to remember when
investing in “the promise of a
future untrammelled by the past”
(to quote Howard Marks) is that
many technologies that changed
the world left no investors richer.
Consider for example when
television first appeared in the
1950s; more than 90 US
manufacturers including
Admiral, General Electric,
Magnavox, Philco, RCA,
Silvertone and Westinghouse
dominated the market. In 1953
there was even a Radio-
Electronics-Television
Manufacturers Association, and it
reported almost 7.3 million TVs
were made in the US. By 1995
none were made in the US.

In cases like these it was the
consumers who benefited at the
investors’ expense. From
supermarkets to postal services,
and from transport to
entertainment, established
businesses and entrenched
incumbents are fighting a new
wave of online, international and
cheaper solutions to the
customers’ problems. If you are
managing your own share
portfolio, say good bye to “set-
and-forget”.

Roger Montgomery is founder
and chief investment officer of the
Montgomery Fund.
www.montinvest.com

Guiding
light for
charities
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Tanarra offers advice
to a sector with an
expertise deficit

RICHARD FERGUSON

Tom Forde is the head of Tanarra
Philanthropic Advisors, a new
not-for-profit funded by invest-
ment banker John Wylie giving
free financial advice to charities.

Is Tanarra Philanthropic Advis-
ors the first of its kind in Austra-
lia?

There are plenty of service pro-
viders in the philanthropic space
but we are unique. We're only ad-
vising charities, not philanthro-
pists, and were giving our advice
for free. There’s already legal ad-
vice, accounting advice out there
... the deep dives into manage-
ment and consulting.

We're trying to provide guid-
ance on board-level strategy ...
we're trying to bring the invest-
ment banking model to the char-
ity sector.

How did you land this job, Tom?

I had been working with BHP for
six years; I was not enjoying my
work there (laughs). And John
(Wylie) was speaking to a col-
league of mine who suggested me.
I met him and he talked me
through the concept, I went
through the usual interview pro-
cess. I've taken a step back finan-

cially but it’s just such a great
opportunity. I'm a pragmatist;
these charities will struggle if they
don’t have a commercial case, an
understanding of the market
mechanism. I hope I can help
strike thatbalance.

John Wylie is best known in
finance and in sports adminis-
tration. Why this move?

When John sold his last invest-
ment firm (Carnegie Wylie) to
Lazard, he made a fair amount of
money on it and started a foun-
dation with his wife. Through that
experience, he often asked other
charities about their strategies
and financial plans and he was
often underwhelmed by the re-
sponses. There’s a skills and ca-
pacity deficit in the sector when it
comes to financial and analytic
skills.

Are you going to be competing
with non-profit organisations
like Social Ventures Australia?
We're not really trying to com-
pete with anyone; we're trying to
be complementary. And we’re
reaching out to other players in
the sector to find out what they’re
doing and maybe help with prob-
lems.

What's the biggest struggle this
venture has faced so far?

The tricky part for us is that we
can’t help everyone. John is fi-
nancing this out of his own pocket
but there are limitations. We've
had to say no to some requests.

You mentioned the venture is
unique ... how does it work?

It's a consulting model. I'm in
charge of the initiative and I have
all the resources at Tanarra avail-
able to me; if it’s debt financing or
strategic advice or anything, we
can pull in guys in the wider Tan-
arra team to help.

What’s holding charities back in
Australia?

There’s a little bit of a bottleneck
with the increased reporting re-
quirements charities now have
and a much greater focus on re-
sults. If they don’t meet the results
expectations, they don’t get the
money. And that’s making donors
(both individuals and corporates)
a lot more structured in their giv-
ing. I think there’ll be more con-
solidation as naturally some of the
smaller charities can’t meet these

AARON FRANCIS
Tanarra Philanthropic Advisors CEO Tom Forde is enjoying the not-for-profit sector

hurdles. Where we can help is
with meeting those requirements.

What changes do you think do-
nors and philanthropists want to
see?

I think increasing the sophisti-
cation and analysis within chari-
ties is going to help, as well as
some consolidation. This is a huge
sector remember: $150 billion per
annum of revenue, 3 million vol-

unteers, 1.2 million staff. There’s a
lot of duplication of effort and in-
efficiency because there are so
many players.

What do wealthy individuals
have to do to improve the return
on investments in the charity
sector?

There needs be a more structured
shift in how donors invest in
charities. They need to be making
medium to long term partner-
ships and ensuring sustainable
funding. Most charities are sur-
viving quarter by quarter, if not
month by month. Just give them a
chequeyear after yearis fine.

But what would be much more
helpful would be offering a part-
nership for three or five years, and
we'll try to broker those partner-
ships. We'll also be helping chari-
ties with how to use corporate and
financial language so that donors
feel more comfortable in creating
these sorts of partnerships and
making investments.

Many commentators say we
don’t have a strong philan-
thropic culture here like in the
US or Britain. What do you
think?

It’s difficult to compare to those
other countries by dollars per cap-
ita, because there’s so many ways
to give these days. You can donate
time, goods,loan out assets like of-
fice space, there’s corporate part-
nerships, and you can do social
media. And there’s a whole new
market emerging around social
investment products like social
bonds, impact investing, managed
funds. They might be seen as clas-
sic philanthropic donations but
it’s still a gift to the sector.

But charities are also asking us
for advice about mentoring and
capacity-building. So if people
with financial or analytical skills
want to donate their time, 'm sure
most charities would love that.

What are your investments?

I've got a pretty leveraged port-
folio. 'm quite risk tolerant, my
friends all make fun of me for it
(laughs). I've got a few investment
properties, a few ETFs, a few equi-

ty plays.

SenSen speeding towards recognition on the ASX ... in real time

TIM BOREHAM

SenSen Networks (not
yet listed)

A few years ago the University of
Technology Sydney hired tech
boffin Subhash Challa to inject a
little entrepreneurial flair into the
thinking of its students.

One would have to say he suc-
ceeded, because three years later
the youthful professor quit to
focus on commercialising SenS-
en, the “internet of things” play
based on a platform developed
within that centre of learning.

SenSen, which is raising $6.5m
of capital ahead of abackdoor list-
ing, has existing clients including
NSW’s Roads and Maritime Ser-
vices (RMS), Crown Casino and
Abu Dhabi Airport.

SenSen — which apparently
means “a thousand times a thou-
sand” in Japanese —is about soft-
ware that extracts data from a
video camera in real time. The re-
sulting data means faster decision

making and automated proces-
sing for customers.

SenSen may well become a
friend of investors, but it’s a foe of
speeding motorists and parking
transgressors.

In 2011, SenSenwon RMS asiits
first commercial customer, to op-
erate its emerging network of
point-to-point cameras (motor-
ists are booked if their average
speed over a given interval ex-
ceeds the speed limit).

“We came from nowhere to
win a significant slice of that mar-
ket,” Challa says. Listed speed
camera operator Redflex is a no-
tablerival in that market.

SenSen then modified the
product for parking enforcement
and it is used by a number of local
councils.

The company also monitors
double yellow-line offences for
Singapore’s Land Transport
Authority and has the mandate
for camera-based security at Abu
Dhabi Airport, as well as Colonial
First State’s local shopping
centresin Australia.

It also counts passengers get-
ting on and off Sydney’s ferries.

Challa says the company had
so many proposals that it decided
to focus on the speed and parking
markets — before another oppor-
tunity knocked.

“Crown heard about us and
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called us,” Challa says. “They
wanted to understand patron and
staffbehaviour at the tables.”

SenSen modified the product,
now called SenGame, to extract
data from table cameras such as
occupancy rates, hands per hour
andbet types. SenGameisused on
200 tables at Crown’s Melbourne
money den and is likely to be ex-
panded to Crown’s Burswood fa-
cility in Perth.

Given Crown helped devel-
oped the product, Crown gets a
royalty if other casinos adopt the
product.

SenSen’s revenues have been
modest to date: around $500,000
in 2014-15, $1.1m in 2015-16 and a
likely $2m in 2016-17 (subject to
audit). In the case of the point-to-
point stuff, revenues are based on
an upfront and ongoing licence
fee, while parking is based on an
annual licence plus a payment
that depends on the volume of in-
fringements. The casino work is
based on a monthly per table fee.

The listing vehicle is based on
the shell of Orpheus Energy, an
Indonesian coal explorer that
gave up the game citing “less than
favourable conditions”.

As with most tech plays, suc-
cess will depend on who has the
most useful mousetrap rather
than the most highfalutin innova-
tion. The capital raising is based

ona $5m general offerand a $1.5m

share purchase plan, both at 10c.
The offer closes on September

18 in view of an October 3 listing.

Brainchip (BRN) I8¢

Brainchip is the samebut different
to SenSen, but has a similar inter-
est in gambling (so to speak). In
terms of pervasive and all-know-
ing surveillance, it’s similarly Or-
wellian in tone.

Brainchip has devised a prod-
uct, Brain Chip Studio, that will
strike fear into anyone with evil
intent: camera facial recognition.

Brainchip’s IP is based on the
esoteric yet in-vogue notions of
spiking neural networks and neu-
romorphic computing. Ask your
teacher about those ones.

Anaddendum to security cam-
eras, Brain Chip Studio has the
ability to recognise thousands of
faces in seconds — key appeal to
authorities tackling anything
from terrorism to soccer hooli-
ganism.

BrainChip is currently being
used by the French Homeland Se-
curity department — which has a
bit of work on its hands these days
— and is also being trialled by the
French National Police in Tou-
louse.

In casino settings, the techno-
logy has already been used to
identify card counters: undesir-
able punters who always win be-
cause they can memorise what
cards have been dealt.

The casinos are also interested
in detecting the good punters and
rewarding them for their loyalty.

Brainchip’s technology, de-
vised by entrepreneur and Brain-
chip chief technology officer
Peter Van der Made, is another
extension of machine learning
that threatens to make clutzy
human brains redundantby about
next Christmas.

“It’s all about recognising re-
peated patterns without being
taught to do so,” says CEO Louis
DiNardo. “A face is little more
than apattern.”

Brainchip isinvolved in discus-
sions for trials with 17 casinos in
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what’s estimated to be a $250m
global market.

But the bigger opportunity lies
in anti-terrorism and civil surveil-
lance, a circa $500m market glo-
bally.

Brainchip listed in September
2015 in a reverse takeover by Azi-
ana, raising $4m at 15.7c apiece. It
then raised a further $4m in April
last year and $6m in a placement
last June (at15c apiece).

So it’s been back to the well
more times than a thirsty camel,
not that such practice is unusual
for aminnow.

In the June half Brainchip gen-
erated $US369,000 ($482,000) of
revenue, mainly from a currency
gain and residual oil and gas roy-
alties. The $USI33,000 of sales
revenue was sourced mainly from
the acquisition of French artificial
intelligence outfit Spikenet Tech-
nology for $790,000 in mid 2016.

With cash of $US4.5m and ex-
pected current quarter cash burn
of $1.8m, Brainchip looks ad-
equately funded. But it only takes
a conventional noggin to work
out it will likely have to raise more
capital in the near future.

Tim Boreham edits The New
Criterion

Tim.boreham@independent-
research.com.au
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