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Pengana Capital Ltd (ABN 30 103 800 568, Australian financial services license number 226566) is the issuer of units in the Pengana Australian Equities Fund 
(ARSN 146 346 929) (the “Fund”). A product disclosure statement for the Fund is available and can be obtained from our distribution team. A person should 

obtain a copy of the product disclosure statement and should consider the product disclosure statement carefully before deciding whether to acquire, or to 

continue to hold, or making any other decision in respect of, the units in the Fund. This report was prepared by Pengana Capital Ltd and does not contain any 

investment recommendation or investment advice. This report has been prepared without taking account of any person’s objectives, financial situation or needs. 
Therefore, before acting on any information contained within this report a person should consider the appropriateness of the information, having regard to their 

objectives, financial situation and needs. 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. 

 
Fund Description 
 

The Pengana Australian Equities Fund aims to enhance and preserve investor wealth over a 5 year period1 via a concentrated core portfolio of principally listed 

Australian securities. 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.  Essentially, we are in the business of seeking to preserve capital and make money. We are not in the business of trying to beat the market. 

Since inception 8 years ago, the Fund has generated a return of 11.4%2 p.a., rewarding investors with 8.1% p.a. above the Reserve Bank Cash Rate of 3.3% p.a. 

The investment environment has been volatile with the Australian All Ordinaries Accumulation Index ("the Share Market") returning 5.4% p.a. over the same period. 

Importantly the Fund has maintained its track record of capital preservation in Real terms (greater than inflation) in Australian Dollars since inception.  

The Fund generated a positive return of 0.7% for the month ending 28th February 2017. By way of comparison the Share Market was up 2.1% for 

the same period. The RBA cash rate continued to be at record low levels returning 0.1% over the month. 

Fund Features 

Application Price at Month 

End 
A$1.9049 

Redemption Price at 

Month End  
A$1.8954 

Style Fundamental Current FUM of Fund A$1,209m 

Investors Retail & Wholesale Clients Management Fees  1.025% p.a. of NAV (incl. GST net of RITC) 

Benchmark 
The average of the daily target 

Australian Cash Rate used by the RBA 

Performance Fees  

(monthly) 

10.25% (including GST, net of RITC) of  

the increase in net asset value subject to 

the RBA Cash Rate & High Water Mark 

Inception Date 1 July 2008 Minimum Initial 

Investment 
A$20,000 

 

Fund Commentary 

Fund Performance (A$, net of fees) 2 

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

2008/9 -1.03% 3.47% -4.71% -9.05% -5.25% 3.94% 0.16% -1.37% 7.88% 4.40% 2.06% 3.77% 2.98% 

2009/10 3.46% 6.06% 3.83% 1.20% 1.03% 2.49% -3.60% 1.13% 3.56% -0.24% -4.04% -2.48% 12.53% 

2010/11 5.06% 1.08% 3.56% 1.82% -0.14% 3.04% 0.73% 1.48% 0.95% 0.02% -0.76% -0.53% 17.39% 

2011/12 -3.11% 1.41% -2.39% 4.69% -2.45% 0.97% 2.85% 3.65% 4.24% 0.73% -1.06% -1.15% 8.28% 

2012/13 2.88% 2.47% 0.22% 2.42% 2.78% 1.77% 5.23% 4.45% 0.04% 3.51% -1.31% -2.50% 23.96% 

2013/14 1.99% 2.27% 1.38% 2.29% -1.16% 1.27% -1.96% 1.45% -0.42% 1.24% 1.51% -0.97% 9.14% 

2014/15 1.86% 1.54% -2.40% 2.50% 0.02% 1.36% 2.61% 3.96% 1.34% -1.65% 1.12% -3.46% 8.88% 

2015/16 3.26% -4.16% -0.61% 4.06% 3.37% 0.20% -1.84% -3.15% 3.14% 0.66% 4.59% -1.58% 7.71% 

2016/17 6.14% 2.30% 0.25% -2.97% -0.27% 3.36% -0.78% 0.71%     8.79% 
 

As at 28th February cash holdings represented 18% of the Fund. It is important to note that the level of cash held does not reflect an attempt to “time” 

the market but rather the availability of investable opportunities. Our view remains that cash is a valuable, low risk, income producing option to take 
advantage of future opportunities. 

The top five holdings by value at 28th February were: Credit Corp, Duet Group, ANZ Bank, Resmed and CSL. The Fund’s largest positive contributors 

for the month were NIB Holdings, ANZ Bank ,Super Retail Group, Resmed and McMillan Shakespeare. The largest detractors were CBL Insurance,  RCG, 

and Credit Corp.  

The Fund acquired a new holding in JB Hi-fi while adding to its holdings in Westpac, ANZ Bank, Credit Corp and Z Energy. Trimming the positions in Viva 
Energy Reit and Flight Centre were the only significant disposals.  

As at 28th February 2017, the Fund’s exposure to non-Australian dollar earnings streams (inclusive of companies with global earnings profiles such as 

Resmed, CSL, and NZ based companies net of the forex hedge) stood at 16%. 

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

2
 Total return performance figures are derived from Managers’ 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: 1 July 2008. 

Net Returns to 28 Feb 20172 

 

 AEF Cash 

Rate 

All 

Ords 

Std  

Dev 

Sharpe 

Ratio 

1 Month 0.7% 0.1% 2.1% N/A N/A 

3 Months 3.3% 0.4% 5.5% N/A N/A 

6 Months 0.2% 0.7% 6.2% N/A N/A 

1 Year 16.3% 1.6% 21.3% 8.8% 1.66 

2 Years annualised 6.8% 1.8% 3.2% 9.4% 0.52 

3 Years annualised 8.9% 2.1% 6.5% 8.4% 0.82 
5 Years annualised  12.1% 2.5% 10.2% 8.0% 1.21 

7 Years annualised  11.3% 3.0% 7.6% 8.1% 1.02 
Since Inception annualised 

11.4% 3.3% 5.4% 9.6% 0.85 
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Global markets enjoyed a strong month in February, led by the US where the DJ Industrials rose 5% and the S&P 500 climbed 
4%.  In Europe, both the FTSE (+2%) and Euro Stoxx (+3%) were also positive, whilst the Nikkei was marginally 
positive.  Domestically, the ASX 200 was up 1.6% for the month, driven by strength in Consumer Staples (+6%), Banks (+5%) and 
Healthcare (+4%), partially offset by negative returns in Resources (-3%), Materials (-3%, representing the 1st negative return 
since May 16) and Telcos (-3%).  Both the US and domestic markets benefited by what has been viewed (at least in aggregate) as 
relatively strong reporting seasons, with 73% (US) and 38% (ASX) of companies reporting earnings above expectations going into 
the month.  
 
Domestically, corporate earnings were raised by an average 2.1% throughout the reporting season although the divergence in 
performance between companies across most sectors was particularly evident. The strong do appear to be getting stronger while the 
weaker players are falling by the wayside. We expect this Corporate Darwinism to continue. 
 
Our investment in Super Retail Group (SUL) – one of Australia’s largest specialty retailers – was predicated on its ability to deliver a 
step change in profits and cash flow through a) a multi-year re-alignment of its supply chain and logistics processes; b) the 
restructuring of its Leisure business (BCF and Rays Outdoors) and c) an ongoing expansion and execution of leading positions in 
Auto retailing (SuperCheap Auto) and Sports (Rebel) divisions.  In what was a mixed period for discretionary retailers, SUL reported 
a solid 5% like for like growth rate across its network and profit growth of 26%.  We were encouraged to see expected savings from 
the supply chain re-alignment contribute to a further 100 bps of margin improvement, whilst also releasing working capital resulting 
in operating cash flow well ahead of operating profits.  Progress on restructuring of the Leisure business was also evident with the 
division growing revenue by 3% (including substantial store closures), and profit growth of 35% following closure of poor performing 
stores and better execution over the key Christmas period.  In addition to hitting our investment milestones through this reporting 
period, SUL shares trade at an attractive 9% underlying after tax cash earnings yield for the year to June 17 and are on track to 
deliver a 10% yield for FY18. 
 
RCG Group, a successful footwear retailer, suffered the consequences of a minor earnings downgrade impacting on investor 
sentiment. The business continues to deliver impressive earnings growth (+42%), and proactive inventory management meant cash 
flow generation was very strong, however the slowdown in underlying like for like sales highlighted the difficult trading conditions 
since Christmas. In our view the company’s strong management team have placed themselves in a strong position to weather 
tougher conditions by being one of the dominant branded footwear retailers in Australia and New Zealand. We are also attracted to 
the powerful positive return on equity driver – a successful retail rollout story of the Sketchers and Platypus retail brands. The 
company offers us a 7.5% after tax cash earnings yield with several years of structural growth. 
 
Another long term favourite of the Fund, NIB Holdings - delivered stellar results through a combination of excellent operational 
execution, innovative distribution driving large market share gains in a difficult market, successful integration of the New Zealand 
businesses and good cost control, while simultaneously benefitting from the predicted underlying industry trend of lower claims 
costs leading lower premium increases. We continue to hold a large position in the Health Insurance industry. 
 
Many observers continue to comment on the uncertainties in the current equity market due to macro factors. While we agree that 
attempting to navigate the global environment is as always risky and trying to predict the market is impossible, we continue to 
believe that our mandate is to invest in individual companies rather than the market. 
 
We remain focused on acquiring and holding investments that offer predictable, sustainable and well-stewarded after tax cash 
earnings yields in excess of 6% that will grow to double digit levels as a percentage of our original entry price in five years. We 
believe that building a well-diversified portfolio of these “gifts that keep on giving” represents a meaningful way to create and 
preserve financial independence for our co-investors. 
 

Those interested in a more detailed discussion of the Fund’s investment philosophy are referred to the “Resources” section of the 

Fund’s website.  There are several video clips discussing individual investment topics: www.pengana.com/resources/videos. 
 

Contact Details 

Pengana Capital Limited ▪ Level 12, 167 Macquarie Street, 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:    

Daniel Fine +61 2 8524 9936 daniel.fine@pengana.com 

 

Advisors:    

Damian Crowley National +61 2 8524 9970 damian.crowley@pengana.com 

Alex Keen NSW/ACT +61 2 8524 9942 alex.keen@pengana.com  

Rachel Elfverson QLD +61 434 980 561 rachel.elfverson@pengana.com 

Investment Commentary 
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