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This information has been prepared by Pengana Capital Ltd (ABN 30 103 800 568, Australian financial services licence number 226566). This information does not 
contain any investment recommendation or investment advice and has been prepared without taking account of any person’s objectives, financial situation or 
needs. Therefore, before acting on this information a person should consider the appropriateness of the information, having regard to their objectives, financial 
situation and needs. Securities in the Pengana Australian Equities Core Fund (the “Fund”) will only be available for acquisition by wholesale clients. An Information 

Memorandum (“IM”) has been prepared for the Fund. Any wholesale client who is considering investing in the Fund should obtain a copy of the IM and should 
consider the IM carefully before deciding whether to invest in the Fund. Neither Pengana Capital Ltd nor its related entities, directors or officers guarantees the 
performance of, or the repayment of capital or income invested in, the Fund. Investment in the Fund is subject to investment risk including a possible delay in 

repayment and loss of income and principal invested 

Fund Description 
 

The Pengana Australian Equities Core Fund aims to provide investors with an annualised return of 12 to 15% 1 over the medium 

term via a concentrated core portfolio of equity and interest bearing holdings. The Fund is managed out of Sydney, Australia and 

uses fundamental research to evaluate investments capable of generating the target return over the medium term.  
 

 

Fund Features 

Application Price at 

Month End 
A$1.1771 

Redemption Price at 

Month End 
A$1.1713 

Style Fundamental FUM at Month End A$16.1m 

Investors Wholesale Clients only Management Fees 2  1.00% p.a. of NAV 

Benchmark 

The weighted average of the 

target Australian Cash Rate 

used by the RBA 

Performance Fees 2 

(quarterly) 

10% of increase in net asset value 

subject to the Australian Cash Rate 

and High Water Mark 

Inception Date 30 June 2008 
Minimum Initial 

Investment 
A$100,000 

 

Fund Commentary 
 

Fund Performance (A$, net of fees) 3 

 Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun FYTD 

2008/9 -1.0% 3.5% -4.7% -9.0% -5.3 3.9% 0.2% -1.4% 7.9% 4.4% 2.2% 3.7% 3.0% 

2009/10 3.5% 6.1% 3.8% 1.2% 1.0% 2.5% -3.6% 1.1% 3.6% -0.2% -4.0% -2.5 % 12.5% 

2010/11 5.1% 1.1%           6.2% 
 

The Fund’s return for August was a satisfactory positive 1.1%3 after all fees and cost. By way of comparison the Australian All 

Ordinaries was down -0.7% for the month and the prevailing cash rate during February was 0.4%.  
 

For the 26 months since inception the Fund has protected capital and provided investors with a satisfactory total 

return of 23.1%3 (annualised 10.1%3) versus the 9.4% cash rate (4.2% annualised) and the negative market return 

generated by the Australian All Ordinaries of –8.3% (-3.9% annualised).  
 

As at the 31st of August, the cash position of the Fund’s NTA stands at 21%. Importantly the Fund’s investment strategy remains 

focussed on companies with transparent and resilient business models, run by competent management and capable of generating 

satisfactory returns at the current prices. 
 
 

Large positive contributors to the month’s performance were Graincorp, McMillan Shakespeare, RCG, Credit Corp and Ramsay 

Healthcare. The significant detractors included Westpac, Mermaid Marine and Resmed. The Fund took advantage of ongoing 

negative sentiment toward the Australian banking sector to increase its holdings in ANZ, CBA and Westpac. Additions were made 

to existing holdings in McMillan Shakespeare and The Seven Group. Two new holdings were acquired namely the communications 

solutions provider - Salmat, and the listed investment company - Century Australia. The Fund disposed of its holdings in Aquarius 

Platinum and Customers. 
 

As at 31st August 2010 the top five holdings by value in the Fund were: Westpac, McMillan Shakespeare, NIB Holdings, ANZ and 

News Corporation. 

 

Market Commentary 

                                                
1 This is not intended to be a forecast, but merely an indication of what the Fund aims to achieve over the medium to long term. The Fund may not be successful in 
meeting this objective. Returns are not guaranteed. 

2 Plus GST and net of reduced input tax credits. Please refer to the information memorandum for a more detailed explanation. 

3 Total return performance figures are derived from Mangers’ records and are shown after all fees and expenses, and assume reinvestment of distributions. 
Investments can go up and down. Past performance is not a reliable indicator of future performance.  Inception date: 30 June 2008. 

Net Returns to 31st August 2010 3 

 Pengana Core Cash Rate All Ordinaries 

1 Month 1.1% 0.4% -0.7% 

3 Months 3.6% 1.1% 0.8% 

6 Months 2.7% 2.2% -2.6% 

1 Year 8.9% 3.9% 2.7% 

2 years annualised 9.6% 4.0% -3.6% 

25 Months since Inception 23.1% 9.4% -8.3% 

Annualised return Inception 10.1% 4.2% -3.9% 
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Market Review 
 

August proved to be a difficult month for Global equity markets as investors worried about the prospect of a "double dip" recession 
in the US. The ASX All Ordinaries Accumulation Index finished down -0.7% in spite of significant support from robust dividend 
announcements by corporate Australia.  Staples (+6%), Real estate (+4%) and Industrials (+2%) were the positive performing 
sectors while Telcos (-9%), Banks (-4%) and Materials (-2%) were weak.  
 

One of the ongoing difficulties associated with offshore flows into (and out of) our market is the fact that global investors are 

treating the resilience of the Australian economy (and financial systems) with high levels of cynicism. Given the ongoing 

structural challenges in their home economies and the risks associated with sustaining the current levels of Chinese economic 

growth, any signs of potential weakness in our economy provide a focal point for selling pressure. The most closely watched 

indicators in the domestic economy include: The sustainability of residential property market prices, the ability of the big four 

banks to fund their loan books offshore and the iron ore spot price. 
  

Investment Outlook 
 

The medium term economic outlook for OECD Group countries remains subdued. However the robust GDP growth forecasts for 

the emerging economies including China, India, Brazil and most of South East Asia stands in sharp contrast. The ability of these 

countries to sustain regional growth without the larger developed economies (The much discussed “decoupling effect”) represents 

a key investment variable for Australia. Concrete evidence of Australia’s competitive advantage in providing significant quantities 

of high quality, low cost coal and iron ore, (with wheat potentially bolstering FY11) to these “growth markets” was provided by 

the recent released June trade surplus. 

 

These positive factors continue to drive the underlying domestic economy on an expansionary path assisted by: a stable financial 

system, unemployment levels that continue to defy pessimistic expectations and above trend population growth. However, the 

domestic equity market has begun to re-price these opportunities into share prices, highlighting the need for 

caution. 

 

Many market participants seem obsessed by whether the “market” is headed higher or lower. The Pengana Australian Equities 

Core Fund continues to focus on identifying companies with competent management and resilient business models that can take 

advantage of secular trends to generate significantly higher earnings and cash flows in the future, irrespective of whether the 

markets are higher or lower. 
 

An example of this investment philosophy is represented by the Fund’s large holding in News Corporation. The 

company represents a diversified (both by media type and geographical exposure) group of world class media 

assets. Earnings are dominated by the valuable content based business of Cable (includes Fox News, Fox Sports and 

the Discovery Channel) and the 20th Century Fox studio. In addition the group owns the distribution Pay TV 

companies - BSkyB, Sky Italia and Sky Deutschland. The robust cash flows from these businesses provide a solid 

underpin to the attractive valuation particularly given the combination of a strong balance sheet and competent 

management team.  
 

Other examples of this can be found in several defensive companies with competent management, dominant market shares, 

pricing power and robust balance sheets. Lower share prices in a weak equity market provide more attractive entry points for the 

Fund which is focussing on after tax cash earnings yields. 
 

Contact Details 
 

Pengana Capital Limited ▪ Level 12, 167 Macquarie, Sydney, NSW 2000, Australia ▪ T +61 2 8524 9900 ▪ F +61 2 8524 9901 

ABN 30 103 800 568, AFSL 226566 
 

For further information, please visit our website at www.pengana.com or contact: 
 

Private Clients:   Gale Ruttanaphon  +61 2 8524 9918  gale.ruttanaphon@pengana.com 

Tom Curtis,  +61 2 8524 9986, tom.curtis@pengana.com 

Juliet Dunworth,    +61 2 8524 9984, juliet.dunworth@pengana.com 

Advisors:   Justin Brooks,        +61 3 8663 7906, justin.brooks@pengana.com 


