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Investment Objective
To outperform the MSCI World Total
Return Index, net dividends reinvested, $A
(after fees) with lower volatility over the
long-term.

Zenith Assigned Benchmark
MSCI World ex Aust $A
PIA Net Portfolio Returns

Net Returns (% p.a.)
5 yrs 3 yrs 1 yr

LIC 14.46 5.79 8.07

Benchmark 16.78 9.24 12.40

Fees (% p.a., Incl. GST)
Management Cost: 1.23%
Performance Fee: 15.38% of any excess
return above the MSCI World Total Return
Index, net dividends reinvested $A

ABSOLUTE RISK (SECTOR)

VERY HIGH

HIGH

MODERATE

LOW

VERY LOW

RELATIVE RISK (FUND WITHIN SECTOR)

Geared

Active - Benchmark Unaware

Active - Benchmark Aware

Index - Enhanced/Fundamental

Index

INCOME DISTRIBUTIONS PER

MONTH QUARTER 6 MONTH ANNUM

INVESTMENT TIMEFRAME

1-2 YRS 3-4 YRS 5-6 YRS 7+ YRS

VIEWPOINT
The Company, managed by Pengana Capital Group Limited (Pengana), provides investors with a
socially responsible, high conviction, style neutral, benchmark unaware International equities
exposure that is predominantly driven by fundamental research. Zenith cautions that lead portfolio
manager, Jordan Cvetanovski, has limited experience managing International equity portfolios.
However, Zenith gains significant comfort from his impressive long-term track record managing
European and Emerging Market equity strategies under the same investment process and
philosophy.

Pengana is an Australian Funds Management boutique founded in 2003. Pengana is
headquartered in Sydney with offices in Melbourne and Singapore. In June 2017, Pengana
completed the merger with Hunter Hall International Limited (ASX:HHL). As a result, HHL was
renamed Pengana Capital Group Limited (ASX:PCG). The combined entity offers a diversified
range of equity based strategies.

Pengana's Sydney based International equities team of six is responsible for the Company. The
team is led by Cvetanovski who Zenith has a high regard for, believing that he is an astute investor.
Assisting Cvetanovski in the management of the Company is Steven Glass, who Zenith believes
complements Cvetanovski's experience and skill set. Although relatively small by industry
standards, Zenith notes that Pengana's investment team size is calibrated to the Company's
investment strategy, with a heavy reliance on quantitative screens focusing the team's limited
resources effectively and efficiently.

Pengana aims to invest in highly cash flow generative companies with favourable outlooks that are
trading at attractive valuations. Pengana is afforded the flexibility to invest across the market
capitalisation spectrum and across developed and emerging markets.

Pengana will not invest in companies that are involved in activities that may be harmful to people,
animals or the environment. Pengana does not subscribe to the common perception that socially
responsible investing detracts from return generation. Instead, Pengana believes it acts as a risk
mitigator, reducing the potential for material adverse events occurring in underlying holdings. Zenith
views Pengana's heightened focus on socially responsible investing to be a positive.

Pengana builds the portfolio from a fundamental perspective via a segmentation approach.
Pengana aims to construct three underlying sub-portfolios which have distinct characteristics: Core
(Stable and growing companies with favourable tailwinds), Cyclical (Companies that operate in
cyclical industries that are poised for an upturn) and Opportunistic (Unique company specific
situations with attractive upside potential). Zenith believes the Company's portfolio construction
process produces a relatively unique portfolio that exhibits attractive risk/return characteristics.

Although the Company's default position is to remain currency unhedged, Pengana can actively
hedge currencies to avoid potential material currency translation losses in Australian Dollars. Zenith
highlights that the Company is managed from the perspective of an Australian investor, which we
believe to be a key attraction.

In addition to the traditional stock selection, Pengana may potentially hedge out exogenous risks
facing the portfolio through purchasing put options. Whilst Zenith believes that the use of put
options is consistent with Pengana's capital preservation philosophy, we would prefer to see more
of a focus on the team's core competency of fundamental stock research.

Prior to July 2017, the Company was managed by a different investment manager and traded
under a different name. Therefore, the investment process has changed substantially from the
previous Company offering.

LIC FACTS
Employs a socially responsible screening process●

Expected to hold between 30 to 50 positions●

A maximum of 20% of the Company can be held in cash●

Zenith charges a fee to the Product Issuer to produce this report.
For further information please refer to the Disclaimer & Disclosure at the end of this report.
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Pengana International Equities Limited

APPLICATIONS OF INVESTMENT

SECTOR CHARACTERISTICS
Listed Investment Companies (LIC)
In assessing the performance of the LIC sector, it is vital to
understand how their structure affects the final performance
figures as it is materially different to unlisted funds. As listed
companies, the portfolio returns generated are exposed to
additional volatility from share price movements and can trade
at significant premiums or discounts to Net Tangible Assets
(NTA).

In addition, the impact of pre and post-tax returns needs to be
considered because LICs distribute returns net of company tax,
whilst benchmark index returns are quoted on a pre-tax basis.
Accordingly, it is difficult to accurately compare shareholder
returns to either benchmarks which do not account for tax or
realised peer group LICs where the timing of company tax on
realised gains differs.

As an indication however, a series of return data can be
viewed on the basis of the returns generated by:

Share price and dividends●

Change in pre-tax NTA value and dividends●

Returns generated internally by the investment portfolio●

For comparison purposes, the use of the internal portfolio
returns versus the benchmark gives the closest measure of the
investment manager's skill in generating returns. However,
these returns may not be able to be fully crystallised to
shareholders given the potential for share price movements.

Caution should be used in the comparison of these figures as
share price and pre-tax asset NTA are measures which take
into account company tax paid on realised capital gains and
unfranked income, whereas benchmark performance is a
wholly untaxed measure.

At various times when assessed on a purely quantitative basis,
a LIC can trade away from its NTA which may represent good
buying or selling opportunities. While these instances may
boost investment returns, there is no guarantee that the
discount or premium will converge to NTA, therefore, gains can
not be crystallised.

International Equities
International equities offer Australian investors the ability to
access a broader opportunity set, with the potential to invest in
sectors not represented or not well represented in the
Australian market. Given international markets are not perfectly
correlated with the Australian market, International equities
also afford portfolio diversification benefits.

The Zenith “International Shares - Global (Unhedged)” sector
consists of long-only funds that invest in global equity markets.
The sector incorporates both benchmark aware and
benchmark unaware strategies that focus predominantly on
larger capitalisation stocks. The sector is one of the most
competitive fields in the investment landscape, based on the
number of managers and strategies available to investors.

Zenith benchmarks all funds in this sector against the MSCI
World Index ex-Australia (Unhedged), which corresponds with
the benchmark employed by the majority of funds in this space.
The index is market-capitalisation weighted, resulting in those

companies with the largest market capitalisations receiving the
heaviest weightings. The index consists of approximately 1,500
securities listed in 22 developed markets (Austria, Belgium,
Canada, Denmark, Finland, France, Germany, Hong Kong,
Ireland, Israel, Italy, Japan, Netherlands, New Zealand,
Norway, Portugal, Singapore, Spain, Sweden, Switzerland, the
United Kingdom, and the United States) with the United States
currently representing approximately 60% of the index; Japan
and the United Kingdom being the next largest constituents,
with approximately 9% and 7% respectively. The index
excludes emerging and frontier markets but many managers
retain the mandate flexibility to invest in emerging markets.

The global share market, as represented by the MSCI World
Index ex-Australia (Unhedged), is far more diverse, in terms of
sector exposures, than the Australian market. Although the
Financials sector represents the largest sector index weight,
many sectors not well represented in the Australian market,
such as Information Technology and Healthcare, are well
represented in the global index, each with approximately a
15% and 12% weighting respectively. Despite the market
capitalisation weighting methodology, the top 10 index stocks
represents approximately 11% of the weighting of the index,
reflecting the larger universe and less top heavy nature of the
universe.

The Unhedged classification indicates that funds in this
universe are currency unhedged, resulting in their returns
being broadly affected by fluctuations in the Australian Dollar
(AUD) versus other global currencies. Returns of unhedged
funds are positively impacted by a depreciating AUD, whilst an
appreciating AUD will negatively impact returns.

PORTFOLIO APPLICATIONS
In general, compared to most other asset classes, equities
offer investors the opportunity for higher capital growth over the
longer-term with some income. However, this higher growth is
also often associated with higher volatility. International
equities provide investors with a broad exposure to industries
and countries. With such a broad universe, it is expected that
managers can deliver superior returns to Australian equities
and more conservative asset classes. However, the
expectation of greater returns comes with increased volatility,
especially when currency is factored in. Therefore, it is
recommended that investors adopt a longer time frame when
investing in international equities. It is also recommended that
investments in international equities be blended with domestic
equities and other non-correlated asset classes such as fixed
income to diversify the impact of a downturn in the global
economy.

Zenith believes the Company offers a unique opportunity to
diversify a portfolio, given its concentrated nature and
benchmark unaware approach. In addition, Zenith expects the
Company to maintain a meaningful exposure to mid and small
capitalisation companies. Therefore, we believe the Company
may blend well with Global equity funds that have a mega or
large cap bias.

While Zenith believes the Company can be held as a
standalone exposure to the International equities sector for
investors with a higher risk tolerance, seeking investment
returns that are comprised primarily of capital growth, we
believe the Company is best used as a satellite holding in an
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Pengana International Equities Limited

investor's diversified portfolio. Given the risks inherent in global
equities, Zenith considers an appropriate investment horizon to
be at least seven years.

The Company may also appeal to socially aware investors.
Pengana employs a multi-faceted ethical framework, aiming to
avoid investing in businesses that are involved in activities that
may be harmful to people, animals or the environment.

Investors should also note that the Company has the ability to
allocate up to 20% to cash. Since inception, the Company has
consistently maintained a cash exposure of approximately
10%.

The Company's portfolio turnover is expected to range
between 20% p.a. to 30% p.a. (in normal market conditions)
which Zenith views as relatively low.

Investors also need to be aware that as a Listed Investment
Company (LIC), the Company's shares will have their own
trading patterns and may trade away from their Net Tangible
Assets (NTA) which at times may impact the effectiveness of
the Pengana investment process or expected risk-return
profile.

RISKS OF THE INVESTMENT

SECTOR RISKS
Company's within the “International Equities/Listed Investment
Company” sector are exposed to the following broad risks:

MARKET & ECONOMIC RISK: Global equity markets present
a risk in protracted downturns or bear markets. Changes to
economic, social, technological or geopolitical circumstances of
a region may lead to different risk return profiles as compared
to historically. It may possibly change the equity risk premium
profile of the region's equities asset class, impacting on
returns. This risk can be mitigated by adhering to the LIC's
prescribed investment timeframe.

CURRENCY RISK: Changes to currency values may alter an
international equity investment’s return if the denominated
currency appreciates or depreciates by a material amount. This
risk is greatly reduced by the Manager’s ability to hedge
currencies.

REGULATORY RISK: A change in the geopol i t ical
circumstance of a global region may adversely impact on both
the value of the underlying securities and the currency of
denomination. In extreme cases, it may lead to exchange
controls which limit the ability of foreign investors to repatriate
funds to the home country.

LIQUIDITY AND CAPACITY RISK: In some cases, global
equities may present low liquidity in particular regions.
Emerging markets and small cap stocks may display low
liquidity due to low volume and fewer market participants than
the major bourses.

PREMIUM/DISCOUNT TO NET TANGIBLE ASSETS (NTA):
Investors need to be aware that as a LIC, the Company's
shares will have their own trading patterns and may trade away
from their Net Tangible Assets (NTA) which at times may
impact the effectiveness of the Company's investment process
and/or expected risk-return profile.

FUND RISKS
Zenith has identified the following key risks of the Company.
Although Zenith believes the risks noted are all significant, we
have listed them in order of importance. In addition, we have
not intended to highlight all possible risks.

KEY PERSON RISK: As with most boutique fund managers,
Pengana is subject to a level of key person risk. In Zenith's
view, Jordan Cvetanovski, as portfolio manager and ultimate
decision maker, is critical to the Company. Whilst he has
significant support from Steven Glass, as co-portfolio manager,
and four research analysts, his departure would warrant an
immediate review of the Company's rating. Zenith notes that
this risk is somewhat mitigated by Cvetanovski's substantial co-
investment in the strategy and his significant equity ownership
in the vehicle holding the profit share interests derived from the
Company.

TRACK RECORD RISK: Zenith cautions that Cvetanovski has
limited experience managing International equity portfolios.
However, Zenith gains significant comfort from his impressive
long-term track record managing European and Emerging
Market equity strategies under the same investment process
and philosophy.

CAPACITY RISK: Pengana has indicated a capacity limit of
approximately $A 7 billion for its International equities strategy.
At current levels of FUM, Zenith believes capacity is not a
material concern and should not impact the performance of the
Company.

CONCENTRATION RISK: Given the Company's concentrated
nature, the degree of stock specific risk is higher than for a
more diversified International equities fund, leading to the
potential for more volatile returns. The expected Tracking Error
will also be higher as the Company may deviate significantly
from the benchmark and competitor funds.

DERIVATIVE RISK: There are multiple risks associated with
the use of derivatives; for example, the value of the derivative
may not move in line with the underlying asset, counterparties
to the derivative may not be able to meet payment obligations
(relevant when purchasing an option) or a particular derivative
may be difficult or costly to trade.

EMERGING MARKETS RISK: The Company may invest
materially in emerging markets companies. Zenith would like to
draw investors' attention to the nature of the risk/return profile
of emerging markets. Emerging markets can be a highly
lucrative investment, although this also comes with higher risk.

QUALITATIVE DUE DILIGENCE

ORGANISATION
Pengana International Equities Limited
The Company was listed on the ASX on 19 March 2004, as
Hunter Hall Global Value Limited (ASX:HHV), however it
adopted its current investment process in July 2017. The
company employs a high conviction, style neutral, benchmark
unaware investment approach which is predominantly driven
by fundamental research. A macroeconomic overlay is also
employed to assist with portfolio construction.

The Company has no employees.

The Board consists of the following individuals:
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Frank Gooch, Chairman and Non-Executive Director,
appointed 5 June 2017

●

David Groves, Non-Independent, Non-Executive Director,
appointed 27 May 2016

●

Julian Constable, Non-Executive Director, appointed 25
May 2010

●

Russel Pillemer, Non-Independent, Non-Executive Director,
appointed 5 June 2017

●

Whilst Zenith notes the turnover of the board post the change
in investment manager, Zenith is comfortable with the
composition of Board. Given the high importance of
shareholder engagement when operating LICs, Zenith believes
the Board wil l  need to ensure that this is managed
appropriately.

Under a long-term investment management agreement (IMA)
the Company accesses the skills and capabilities of Pengana
Capital Group Limited (Pengana). Pengana has managed a
similar strategy to that which is utilised by the Company since
July 2015.

Pengana Capital Group Limited
Pengana is an Australian Funds Management boutique
founded in 2003. Pengana is headquartered in Sydney with
offices in Melbourne and Singapore. Pengana’s goal is to find
and support experienced fund managers with long track
records. Pengana provides staff and support for its fund
managers, leaving the investment staff entirely responsible for
the performance of the funds that they manage.

In June 2017, Pengana completed the merger with Hunter Hall
International Limited (ASX:HHL). As a result, HHL was
renamed Pengana Capital Group Limited (ASX:PCG). The
combined entity offers a diversified range of equity based
strategies totalling $3.45 billion in funds under management
(FUM) as at 31 March 2018.

PCG is primarily owned by Pengana staff, Washington H. Soul
Pattison (ASX:SOL) and existing Hunter Hall shareholders.
SOL has a 39.25% shareholding in PCG after purchasing NAB
Asset Management's stake in Pengana in March 2017 and
holding a material interest in Hunter Hall prior to the merger.
The majority of equity ownership will reside with Pengana staff
and directors, which Zenith believes to be positive.

Pengana's International equities boutique was established in
July 2015 by Jordan Cvetanovski and Steven Glass in
conjunction with Pengana. Pengana and the Company's
management team equally share in the profits generated by
the business unit.

As at 31 March 2018, Pengana managed $A 803 million in the
strategy. As at 30 April 2018, the Company had a market
capitalisation of $A 286 million.

INVESTMENT PERSONNEL

Name Title Tenure

Jordan Cvetanovski Chief Investment Officer 3 Yr(s)

Steven Glass Co-Portfolio Manager 4 Yr(s)

Pengana's Sydney based International equities team of six is
led by Jordan Cvetanovski. Joining Pengana in June 2015,
Cvetanovski has over 16 years investment experience. Prior to

Pengana, Cvetanovski was a portfolio manager at Carmignac
Gestion, where he successfully managed the European and
Emerging markets funds. Cvetanovski also worked at Robeco,
Platinum Asset Management and BT Funds Management.
Zenith has a high regard for Cvetanovski, believing that he is
an astute investor.

Assisting Cvetanovski in the management of the Company is
Steven Glass, who joined Pengana in June 2014, initially in the
Australian Equities team with a focus on International equities.
Glass subsequently paired up with Cvetanovski to build the
global equities team. Prior to joining Pengana, Glass was a
portfolio manager at Hunter Hall for seven years. Zenith
believes Glass complements Cvetanovski's experience and
skill sets.

Cvetanovski and Glass are supported by four analysts. All
members of the team are analysts with general ist
responsibilities. The team is collectively responsible for idea
generation and stock valuation assessment. Team interaction
is frequent, with a team meeting occurring each week to
discuss stock issues and valuations. Although relatively small
by industry standards, Zenith notes that Pengana's investment
team size is calibrated to the Company's investment strategy,
with a heavy reliance on quantitative screens focusing the
team's limited resources effectively and efficiently.

Zenith notes that whilst the team is collectively highly
experienced, it has been formed relatively recently, starting
with the arrival of Cvetanovski. As such, Zenith would like to
observe a period of consolidation as the team builds its culture.

Pengana and the Company's management team equally share
in the profits generated by the business unit in addition to
having a significant co-investment in the strategy. Zenith
believes this serves as a strong incentive and retention
mechanism.

The investment team is supported by a panel of 15 additional
investment professionals from other Pengana equity teams for
the purposes of idea generation and macroeconomic insights.
Although relatively small by industry standards, Zenith notes
that Pengana's investment team size is calibrated to the
Company's investment strategy, with a heavy reliance on
quantitative screens focusing the team's limited resources
effectively and efficiently.

INVESTMENT OBJECTIVE, PHILOSOPHY AND
PROCESS
The Company aims to outperform the MSCI World Total Return
Index, net dividends reinvested, $A (net of fees) with lower
volatility over the long-term. Zenith would prefer to see the
delineation of a specific outperformance target, as opposed to
a descriptive, qualitative objective. Zenith believes this will
provide investors with greater transparency with regards to
return expectations and the level of risk embedded in the
Company.

In order to achieve this objective, Pengana employs a high
conviction, style neutral, benchmark unaware investment
approach which is predominantly driven by fundamental
research. A macroeconomic overlay is also employed to assist
with portfolio construction.

Pengana aims to invest in highly cash flow generative
companies with favourable outlooks that are trading at
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attractive valuations. Pengana is afforded the flexibility to
invest across the market capitalisation spectrum and across
developed and emerging markets.

Pengana will also remove companies that are involved in
activities that may be harmful to people, animals or the
environment. Specifically, Pengana screens out investments in
the following market segments:

Uranium and nuclear●

Tobacco●

Weapons●

Fossil fuels●

Gambling●

Unremediated environment destruction●

Intensive animal farming●

Activities and animal testing for cosmetics that give rise to
human rights violations

●

Sustainalytics, an independent ethical consultant provides pre-
trade compliance.

Pengana does not subscribe to the common perception that
socially responsible investing detracts from return generation.
Instead, Pengana believes it acts as a risk mitigator, reducing
the potential for material adverse events occurring for
underlying holdings. Zenith views Pengana's heightened focus
on socially responsible investing to be positive.

Zenith cautions that Cvetanovski has limited experience
managing International equity portfolios. However, Zenith gains
significant comfort from his impressive long-term track record
managing European and Emerging Market equity strategies
under the same investment process and philosophy.

Although the Company's default position is to remain currency
unhedged, Pengana can actively hedge currencies to avoid
potential material currency translation losses in Australian
Dollars. Zenith highlights that the Company is managed from
the perspective of an Australian investor, which we believe to
be a key attraction.

SECURITY SELECTION
The Company's investment universe comprises all companies
listed on any exchange across the world, which equates to
over 40,000 companies.

To reduce the universe down to a more manageable size
Pengana employs a quantitative filter which removes
companies with the following characteristics:

Market capitalisation of less than $A 1.5 billion, (for financial
companies, a market capitalisation of less than $A 5 billion)

●

Leverage ratio of more than four times●

Three consecutive years of negative operating cashflows●

Five consecutive years of declining revenue●

Companies in industries that are not socially responsible●

The screen effectively reduces the investment universe to
approximately 3,000 companies.

Although the team leverages the quantitative filter to identify
investment opportunities, the team also adopts qualitative
methods to source investment ideas, such as:

Reading journals, newspapers and broker research●

Conferences and company visits●

Communication with competitors and suppliers of existing
ideas

●

The team's network●

The team's view on sectors or geographies that are out of
favour and have a high probability of recovering

●

Whether the team identifies an idea from the quantitative
screen or the qualitative methods, the more attractive
opportunities are earmarked for further in-depth research.

Through detailed fundamental research Pengana aims to
target companies with the following criteria:

High, sustainable and growing cash generation - focus on
cashflow rather than accounting earnings

●

Leading or growing market shares - competitive advantages
and structural industry tailwinds

●

Competent management - strong track record allocating
capital and understanding industry dynamics

●

Strong balance sheet - low gearing●

Positive change - management change, merger and
complete major capital expenditure

●

Reasonable valuations - price relative to cash generation or
free cashflow yield

●

A comprehensive investment report which addresses and
includes the company's key drivers and valuation models is
completed for companies that meet these criteria. The report is
presented to the team for peer review, ensuring that only the
best ideas are put forward for potential portfolio inclusion.

Ultimately, companies that are considered for portfolio
inclusion are deemed to be high quality and attractively valued
by Pengana.

Zenith believes Pengana's stock selection process is
sufficiently robust.

PORTFOLIO CONSTRUCTION
The portfolio is constructed by Cvetanovski and Glass in a
benchmark unaware manner. Although agreement is generally
sought between the two portfolio managers, Cvetanovski has
ultimate decision making authority.

Unlike many high conviction, benchmark unaware funds which
aim to hold a portfolio of only the team's best ideas, Pengana
aims to build a portfolio of positions that work best together.
That is, diversification and other aspects of risk are also
considered alongside return aspirations.

The portfolio managers strongly leverage the stock selection
process, building the portfolio from a bottom-up perspective via
a segmentation approach. Pengana aims to construct three
underlying sub-portfolios which have distinct characteristics:

Core - Stable and growing companies with favourable
tailwinds. Holdings in this segment are expected to have a
growth rate of 5% to 15% and a free cashflow yield greater
than the risk free rate plus 3%. The sub-portfolio will hold 15
to 30 positions at 1% and 5% weights. The sub-portfolio is
expected to comprise 60% to 80% of the overall portfolio.

●

Cyclical - Companies that operate in cyclical industries that
are poised for an upturn. Companies in this segment are
expected to have a growth rate of over 10% and a free
cashflow yield greater than that of the Core portfolio. There

●
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will be 0 to 15 positions held at weights between 1% and
3%. The sub-portfolio is expected to be 0% to 30% of the
overall portfolio.
Opportunistic - Unique company specific situations with
attractive upside potential. There will be 0 to 10 positions
held at weights between 1% and 3%. The sub-portfolio is
expected to be 0% to 20% of the overall portfolio.

●

The overall portfolio will hold between 30 to 50 positions. The
portfolio managers will actively monitor the portfolio's key
metrics such as free cashflow yield, growth and leverage to
ensure that it remains true to expectations.

Occasionally, the portfolio managers may add a position to the
Company during the research process and before a detailed
research report has been concluded. These positions are
generally sized at approximately 1% and generally held for
approximately one month. Post the completion of the detailed
due diligence process, Pengana will either add to the position
or remove it. Pengana contends that this approach is adopted
in order to avoid missing potential investment opportunities.
Zenith would prefer to see securities not included in the
Company prior to detailed fundamental research process being
conducted, as we believe this approach is not consistent with
the Company's capital preservation objective and long-term
investment approach. However, Zenith acknowledges this does
not occur regularly.

Unlike Pengana's long-only peers who aim to be fully invested,
the Company has the flexibility to allocate materially to cash,
up to 20%. Although the portfolio managers will consider
macroeconomic factors, Zenith understands that the
Company's allocation to cash will be dependent on the
available investment opportunity set. Zenith acknowledges that
the heightened cash limit is aligned with Pengana's capital
preservation focus, however, we believe that it is difficult for
investors to make market timing decisions successfully on a
consistent basis.

Although Pengana's buy and sell discipline ultimately revolves
around risk and return considerations, Pengana also adopts a
systematic sell process for holdings that meet any of the
following:

Trades over 50% higher than its three month moving
average

●

Trades below a 4% free cashflow yield●

Falls 25% from peak (only for positions in the cyclical and
opportunistic sub-portfolios)

●

The Company's portfolio turnover is expected to range
between 20% p.a. to 30% p.a. (in normal market conditions)
which Zenith views as relatively low.

In addition to the traditional stock selection, Pengana may
potentially hedge out exogenous risks facing the portfolio
through purchasing put options. Whilst Zenith believes that the
use of put options is consistent with Pengana's capital
preservation philosophy, we would prefer to see more of a
focus on the team's core competency of fundamental stock
research.

Although the Company's default currency position is to be
unhedged, Pengana will actively manage currency exposures
to avoid material currency translation losses. In forming a
decision to hedge currencies, the portfolio managers will

consider political and economic drivers. Only in instances
where the portfolio managers have high conviction, a hedge
will be initiated. Pengana will set exit ranges for each currency
hedging position to ensure that losses are contained in the
event of an adverse currency move. Despite the ability to
actively manage currency exposures, Zenith notes that
Pengana uses this feature as a risk mitigation tool rather than
to generate excess returns. To this end, Zenith is comfortable
with Pengana's approach to currency management.

Overall, Zenith believes the Company's portfolio construction
process produces a relatively unique portfolio that exhibits
attractive risk/return characteristics.

RISK MANAGEMENT

Portfolio Constraints Description

Security Numbers 30 to 50

Individual Position Size (%) 1% to 5%
(at purchase)

Restricted Companies

Uranium and Nuclear,
Tobacco, Weapons,
Fossil Fuels, Gambling,
Unremediated
Environment Destruction,
Animal Farming, Animal
Testing, Human Rights
Violations

Market Capitalisation ($A) min: $A 1.5 billion

Sector Exposure Rel. to Benchmark
(%) max: 20%

Number of Invested Sectors min: 4

Regional Exposure Rel. to Benchmark
(%) max: 20%

Derivatives Exposure (%) max: 10%

Cash (%) max: 20%

The Company's risk constraints are detailed in the table above.
Zenith believes risk management is an integral part of
Pengana's investment process, particularly given Pengana's
philosophy of prioritising capital preservation.

At the individual security level, Zenith believes that risk
management is well-incorporated in the detailed fundamental
research process undertaken by Pengana.

At the portfolio level, the Company can hold relatively high
levels of cash (up to 20%) when there are insufficient
compelling investment opportunities. In addition, Pengana can
purchase put options to reduce market exposure. Zenith
believes these features of the Company are consistent with
Pengana's capital preservation focus.

An independent risk committee, led by Nick Griffiths (Chief
Investment Officer of Pengana Capital Group Limited),
conducts regular reviews of:

Portfolio exposures - single stock, sector and geographical●

Concentration●

Liquidity●

Performance attribution●

The Risk Committee also reviews the Company's operational
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risk and compliance issues.

Zenith is comfortable with Pengana's risk management process
and in particular notes the relatively conservative and
thoughtful approach undertaken by Pengana. However,
investors should be aware there is significant reliance on
management judgement and skill.

DIVIDEND POLICY
The Company intends to pay a dividend to Shareholders twice
a year. The amount of the dividend will be at the discretion of
the Board and will depend on a number of factors, including
future earnings, capital requirements, financial conditions,
future prospects and other factors that the Board deem
relevant. It is the current policy of the Board that all dividends
paid to Shareholders will be franked to the maximum extent
possible.

INVESTMENT FEES

LICs can broadly be categorised into two groups from a
management cost standpoint on the basis of whether they are
internally or externally managed (operating under an IMA).
Typically, internally managed LICs have lower proportional
management costs due to a larger asset pool. Externally
managed LICs tend to have management costs that are more
in-line with unlisted managed funds.

The Company will pay Pengana a management cost of 1.23%
p.a. inclusive of GST (net of reduced input tax credits). There is
also a performance fee of 15.38% inclusive of GST of the net
outperformance of the MSCI World Total Return Index, Net
Dividends Reinvested, in $A.

The performance fee is subject to a high watermark, in-line
with standard industry practice. It is accrued each month as
part of the NTA backing per share, but calculated and paid half
yearly.

Zenith considers the fees to be competitive with peers and in-
line with standard practise. For any fund that charges a
performance fee, Zenith would prefer to see in place an
additional excess return hurdle (i.e. a target return above the
index other than the base management fee) and considers this
best practice.
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PERFORMANCE ANALYSIS Report data: 30 Apr 2018, product inception: Mar 2004

Monthly Performance History (%, net of fees)

JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC LIC YTD BM1 YTD BM2 YTD

2018 0.00 -1.27 -1.29 3.91 1.27 3.57 5.66

2017 -2.20 -0.67 2.94 -4.08 -6.58 3.76 6.33 -2.55 1.75 5.31 -2.94 2.16 2.36 13.38 3.71

2016 -6.36 0.45 5.41 3.85 7.59 4.31 4.89 3.23 -0.35 -2.14 -1.97 -8.79 9.10 7.92 1.94

2015 -1.53 11.12 -12.80 0.00 -1.65 0.84 0.83 -0.83 -2.50 10.55 -0.41 -1.67 -0.12 11.80 12.07

2014 3.06 5.94 0.93 -2.78 0.99 -1.46 4.46 7.11 3.10 -0.44 4.87 10.55 41.94 15.01 22.44
Benchmark 1: MSCI World ex Aust $A, Benchmark 2: PIA Net Portfolio Returns

Growth of $10,000

Monthly Histogram

Minimum and Maximum Returns (% p.a.)

ABSOLUTE PERFORMANCE ANALYSIS

Return Incpt. 5 yr 3 yr 1 yr

LIC (% p.a.) 6.20 14.46 5.79 8.07

Benchmark 1 (% p.a.) 7.10 16.78 9.24 12.40

Benchmark 2 (% p.a.) 7.97 13.74 6.29 6.45

Median (% p.a.) 4.99 10.66 6.06 8.07

Ranking within Sector Incpt. 5 yr 3 yr 1 yr

Fund Ranking 1 / 3 3 / 8 7 / 12 10 / 19

Quartile 1st 2nd 3rd 2nd

Standard Deviation Incpt. 5 yr 3 yr 1 yr

LIC (% p.a.) 16.33 15.61 14.06 12.69

Benchmark 1 (% p.a.) 11.09 10.54 10.39 7.78

Median (% p.a.) 13.95 15.64 14.95 12.54

Downside Deviation Incpt. 5 yr 3 yr 1 yr

LIC (% p.a.) 10.04 8.06 7.25 6.62

Benchmark 1 (% p.a.) 6.05 3.80 4.16 3.02

Median (% p.a.) 7.47 7.91 8.16 4.98

Risk/Return Incpt. 5 yr 3 yr 1 yr

Sharpe Ratio - LIC 0.12 0.78 0.27 0.50

Sortino Ratio - LIC 0.20 1.51 0.53 0.95

Readers should note that unless otherwise indicated, all
performance, consistency and risk/return data is referenced to
the Zenith assigned benchmark (as represented by Benchmark
1 in the above table) with the LIC returns representing those
attributable to shareholders (i.e. share price + dividends). For
comparison purposes, Zenith has also included the net returns
of the investment portfolio (as represented by Benchmark 2 in
the above table) as Zenith believes this is the best measure of
the investment managers skill. However, investors should note
that whilst we expect the portfolio returns to be a key driver of
the share price over the longer-term, due to the LIC structure,
these returns may not be able to be fully realised by
shareholders at various points in time.

Investors should note that prior to 1 July 2017, the Fund was
managed by a different investment manager under a different
mandate. As such, the Fund's performance prior to this date is
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not representative of how the portfolio will be managed going
forward.

All commentary below is at 30 April 2018.

The Company aims to outperform the MSCI World Total Return
Index, net dividends reinvested, $A (net of fees) with lower
volatility over the long-term.

Given the Company's recent transition to the current
investment strategy, there is insufficient performance history to
conduct any meaningful analysis. However, Zenith notes that
the co-portfolio managers have previously demonstrated an
ability to deliver upon the Company's investment objectives,
which provides us with some level of comfort.

Share Price vs. NTA
The Company was trading at 6.4% discount to NTA as at 30
April 2018.

The following chart shows the Company's premium/discount
since inception.

It should be noted that the Company has 242.7 million
unexercised options on issue which if excercised may have a
temporarily dilutive effect (current shares on issue 246.7 million
as at 30 April 2018).

WARNING: Zenith ratings applied to LIC’s do not explicitly
take into account share prices vs. NTA and do not
represent a buy/sell recommendation based on a LICs
valuation. Potential investors should make their own
determination of the appropriateness of prevailing
premiums or discounts to NTA when acquiring or
disposing of a LIC.

RELATIVE PERFORMANCE ANALYSIS

Alpha Statistics Incpt. 5 yr 3 yr 1 yr

Excess Return (% p.a.) -0.91 -2.32 -3.46 -4.33

% Monthly Excess (All
Mkts) 52.94 55.00 58.33 41.67

% Monthly Excess (Up
Mkts) 42.16 37.84 42.11 28.57

% Monthly Excess
(Down Mkts) 69.12 82.61 76.47 60.00

Beta Statistics Incpt. 5 yr 3 yr 1 yr

Beta 0.55 0.36 0.20 -0.36

R-Squared 0.14 0.06 0.02 0.05

Beta Statistics Incpt. 5 yr 3 yr 1 yr

Tracking Error (% p.a.) 15.91 16.58 16.18 16.28

Correlation 0.38 0.24 0.15 -0.22

Risk/Return Incpt. 5 yr 3 yr 1 yr

Information Ratio -0.06 -0.14 -0.21 -0.27

All commentary below is at 30 April 2018.

Zenith seeks to identify funds that can outperform in over 50%
of months in all market conditions, as we believe this
represents consistency of manager skill. Given the strategy's
ability to allocate to cash and short sell securities, creating a
low net exposure to the market, Zenith expects the portfolio to
perform well in falling markets. However it must be recognised
that the Company's own trading pattern as a LIC will impact
deliverable outcomes to shareholders.

Given the Company's change of investment manager in July
2017, Zenith believes it is too early to draw any meaningful
conclusions regarding the Fund's performance.

DRAWDOWN ANALYSIS
Drawdown analysis assesses the relative riskiness of a Fund
versus the benchmark, in reference to capital preservation. The
maximum Drawdown is recorded as the percentage decline in
the value of a portfolio from peak to trough (before a new peak
is achieved). All Drawdown analysis is calculated commencing
from the inception date of the Fund in question, and Drawdown
analysis for the Fund and benchmark(s) are calculated
independently. That is, the largest drawdown for the Fund and
benchmark(s) will not always refer to the same time period.

Drawdown Analysis LIC BM1 BM2

Max Drawdown (%) -52.94 -38.41 -46.97

Months in Max Drawdown 18 22 21

Months to Recover 57 56 53

Worst
Drawdowns LIC Benchmark 1 Benchmark 2

1 -52.94 -38.41 -46.97

2 -21.87 -9.86 -16.59

3 -15.68 -6.96 -8.95

4 -9.09 -5.81 -8.91

5 -9.01 -5.68 -6.41
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All commentary below is as at 30 April 2018.

Given the Company's change of investment manager in July
2017, Zenith believes it is too early to draw any meaningful
conclusions regarding the Fund's performance.

Despite the relative merit of a strategy, investors should give
consideration to the method of access. While the unlisted fund
structure may be less convenient for some investors,
accessing through a LIC will mean that the effectiveness of the
strategy may be significantly diminished due to the Company's
own trading movements. That is, investors may not be able to
benefit fully from the portfolio's performance, as the
performance of the Company may be impacted by market
sentiment.

REPORT CERTIFICATION

Date of issue: 5 Jun 2018

Role Analyst Title

Author Jacob Smart Investment Analyst

Sector Lead Dugald Higgins Head of Property & Listed
Strategies

Authoriser Dugald Higgins Head of Property & Listed
Strategies

ASSOCIATIONS & RELATIONSHIPS
ASIC Regulatory Guide RG79.164 requires Research Houses
to disclose certain associations or relationships that they may
have with a product issuer. As at the date this report was
issued, an associated entity of the Investment Manager
relevant to this report is; or has been, a subscriber to Zenith's
investment research services within the past 12 months.
Conflict management arrangements are in place where Zenith
provides research services to financial advisory businesses
who provide financial planning services to investors and are
also associated entities of product issuers. This is in
accordance with Zenith's Conflict of Interests Policy.

As at the date this report was issued, a related party of
which provides financial planning services is, or has been,
a subscriber to Zenith's research services within the last
12 months.

RATING HISTORY

As At Rating

5 Jun 2018 Recommended

13 Feb 2017 Not Rated - Screened Out

8 Feb 2016 Not Rated - Screened Out

2 Dec 2014 Not Rated - Screened Out

5 Sep 2014 Redeem

15 May 2014 Approved

30 Aug 2013 Not Rated - Screened Out

Last 5 years only displayed. Longer histories available on request.
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DISCLAIMER AND DISCLOSURE

Zenith Investment Partners (ABN 27 103 132 672) is the holder of Australian Financial Services Licence 226872 and is authorised
to provide general financial product advice. This Product Assessment Report (report) has been prepared by Zenith exclusively for
Zenith clients and should not be relied on by any other person. Any advice or rating contained in this report is limited to General
Advice for Wholesale clients only, based solely on the assessment of the investment merits of the financial product. This report is
current as at the date of issue until it is updated, replaced or withdrawn and is subject to change at any time without notice in line
with Zenith’s regulatory guidelines. Zenith clients are advised to check the currency of reports and ratings via Zenith’s website for
updates. Any advice contained in this report has been prepared without taking into account the objectives, financial situation or
needs of any specific person who may read it. It is not a specific recommendation to purchase, sell or hold the relevant product(s).
Investors should seek their own independent financial advice, obtain a copy of, and consider any relevant PDS or offer document
and consider the appropriateness of this advice in light of their own objectives prior to making any investment decision. Zenith
charges an upfront flat fee to the Product Issuer, Fund Manager or other related party to produce research on funds that conform to
Zeniths Research Methodology. Zenith’s fee and Analyst remuneration are not linked to the rating outcome in any way. Views
expressed in Zenith reports accurately reflect the personal, professional, reasonable opinion of the Analyst who has prepared the
report. Zenith may also receive a fee for other non-research related services such as subscription fees for Zenith’s research
services and/or for the provision of investment consultancy services. Conflicts management arrangements are in place where
Zenith provides research services to financial advisory businesses who provide financial planning services to investors and are also
associated entities of the product issuers, with any such conflicts of interest disclosed within reports as appropriate. Full details
regarding such arrangements are outlined in Zenith’s Conflicts of Interest Policy
www.zenithpartners.com.au/ConflictsOfInterestPolicy

Zenith’s research process seeks to identify investment managers considered to be the ‘best of breed’ through a comprehensive,
multi-dimensional selection process. Zenith utilises both quantitative and qualitative factors in its ratings models. Models maximise
commonality across different asset classes while retaining flexibility for specialist asset classes and strategies. The selection
process is rigorous in both its qualitative and quantitative analysis and each component is equally weighted. Zenith does not
manage any proprietary assets and as such Zenith is able to choose investment managers with absolute independence and
objectivity. More detailed information regarding Zenith’s research process, coverage and ratings is available on Zenith’s website
www.zenithpartners.com.au/ResearchMethodology

This report is subject to copyright and may not be reproduced, modified or distributed without the consent of the copyright owner.
The information contained in this report has been prepared in good faith and is believed to be reliable at the time it was prepared,
however, no representation, warranty or undertaking is given or made in relation to the accuracy or completeness of the information
presented in this report. Except for any liability which cannot be excluded, Zenith does not accept any liability, whether direct or
indirect arising from the use of information contained in this report. Past performance is not an indication of future performance.

Full details regarding the methodology, ratings definitions and regulatory compliance are available at
www.zenithpartners.com.au/RegulatoryGuidelines

© 2018 Zenith Investment Partners. All rights reserved.

Zenith has charged Pengana Capital Group a fee to produce this report.
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