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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 Emerging Companies Fund (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 Performance 

 

Net performance for periods ending 30 September 2016 1 

 

 

 
1 month 

3 

months 
1 year 

3 years 

p.a. 

5 years 

p.a. 

10 years 

p.a. 

Since 

inception 

p.a.2 

Pengana Emerging Companies Fund  0.1% 10.9% 28.3% 15.9% 18.3% 11.6% 14.7% 

S&P/ASX Small Ordinaries Acc 

Index  1.5% 8.5% 29.2% 7.1% 5.3% 1.4% 4.2% 

Outperformance  -1.4% 2.4% -0.9% 8.8% 13.0% 10.2% 10.5% 

S&P/ASX Small Industrials Acc 

Index 3 0.7% 8.5% 22.1% 9.5% 13.5% 3.4% 5.5% 

Outperformance  -0.6% 2.4% 6.2% 6.4% 4.8% 8.2% 9.2% 
 

 

Fund Commentary 

 

The Fund rose 10.9%1 over the September quarter, outperforming both the Small Industrials Index and Small Ordinaries by 

2.4%1. For the 12 months to September, the Fund was up 28.3%1, outperforming the Small Industrials Index by 

6.2%1 and underperforming the Small Ordinaries Index by 0.9%1.  

 

Global share markets bounced strongly in the September quarter, with the US up 3.3%, the UK up 6.1% and Europe up 4.8%. 

Mining stocks drove the strength, with the coal price particularly strong (+27%). This was offset by a sharp correction in interest 

rate sensitive stocks (utilities, property etc) as bond rates bounced from historical lows achieved in July/August.  

 

The Australian market rallied 3.9%, with mining stocks again the key driver at the expense of defensive stocks. Smallcap stocks 

were much stronger, rising 8.5% and continuing the trend of outperformance. In comparison, the top 50 stocks in Australia have 

underperformed due to a heavy exposure to banks, property and telcos. 

 

We are pleased to have shown strong performance during the September quarter, which is dominated by results season. This was 

a busy time for us, with over 70 company meetings, which gave us plenty of opportunity to reassess a number of new and old 

investment ideas. We added two new stocks during the quarter (the Qantm Intellectual IPO, and AMA Group). We also took 

profits in a number of stocks, which are outlined on page two of this report.  

 

Takeover activity has increased noticeably in recent months with bids for ASG Group, BigAir (both of which we own), Bradken, 

Fantastic Furniture, SAI Global, and UGL Group. This may continue as cheap funding and a lack of organic growth in tougher 

economic times push larger companies to look for acquisitions to drive earnings growth.  

 

The domestic telecommunications sector has performed poorly of late due to the disruption in the domestic broadband industry 

caused by the NBN rollout. As a result, we have dramatically reduced our exposure (selling out of TPG Telecom and selling the 

majority of our Vocus shares). The NBN is replacing older infrastructure at a higher price, which has impacted the margins 

resellers are able to achieve much earlier than we (and the market) had expected. We have taken the view that this effect is yet 

to be quantifiable, hence we will stand aside and wait for clarity before investing with confidence.  

 

We are comfortable that our portfolio has a well diversified blend of lower risk growth stocks at attractive valuations. We maintain 

a high level of company contact to ensure a steady flow of new ideas to replace stocks which become less appealing due to 

stretched valuations or changes in the growth outlook. 

 

 

                                                 
1 All performance figures are calculated net of fees and assume reinvestment of income distributions. Past performance is not a reliable indicator of future performance. 

2 Since November 2004 

3 The Fund does not invest in resource stocks. 
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Recent Portfolio Activity 

 
Purchases and sales during the quarter 

 
During the quarter we subscribed for one IPO, Qantm Intellectual (QIP), which provides intellectual property services 
(trademark and patent lodging and maintenance), and has the opportunity to participate in the ongoing rationalisation of the 
sector using the benefit of access to capital now that it is listed on the ASX. We have invested in this sector through IPH Group 
and Xenith in the past with very strong returns.  
 
In addition, we established a position in AMA Group, a panel repair operator which is consolidating a highly fragmented market 
via acquisition and greenfield operations. The opportunity is driven by insurance companies’ preferences for a more sophisticated, 
predictable outcome on repairs, which is making it difficult for smaller operators to compete.  
 
We increased our holdings in Charter Hall, GTN Group, NIB Holdings, Nick Scali, Pacific Smiles and Vista Group.  
 
Due to share price strength we took profits in Catapult Group, Magellan Financial and Macquarie Atlas. We also sold out of 
Gateway Lifestyles after weak outlook comments. We took the view that the recent acquisitions were not contributing as 
expected, and will watch from the sidelines as the businesses are integrated. Soon after the end of the quarter we sold our TPG 
Telecom position and most of our Vocus share as mentioned above.  
 
Key stock moves during the September quarter 

 

 BigAir Group (+76%) – released a solid profit result in August showing 7% profit growth, which saw the stock rise 

15%. Soon after, the company announced a merger with Superloop (fibre infrastructure) at a significant premium, 

 

 ASG Group (+75%) – ASG provides long term IT services, and had been under pressure following downgrades from 

other lower quality IT services companies. The stock rose 45% following a strong result, showing profit growth of 26%. 

Then in late September the company received a take-over offer from Nomura at a 27% premium,  

 

 Webjet (+65%) – posted a very strong result with profits up 27%. The company also announced a strategic partnership 

with Thomas Cook Travel in Europe allowing access to Thomas Cook’s hotel inventory which significantly expands the 

company’s B2B opportunity,  

 

 Hansen Technologies (+39%) – posted a very strong result showing 50% profit growth, and indicated strong 

confidence in future growth and further potential acquisitions, 

 

 Smart Group (+27%) – enjoyed a further re-rating after posting 45% profit growth in August,  

 

 TPG Group (-28%) – fell sharply following its result where the company flagged slight margin squeeze as the NBN is 

rolled out. The NBN essentially replaces some of TPG’s network assets, and hence involves the company “paying away” 

some of its margin,  

 

 Vocus (-25%) – Vocus was also impacted by the NBN effect, and signs that the merger with M2 is resulting in some key 

staff departures,  

 

 Gateway Lifestyle (-19%) – was impacted by a softer profit outlook, which saw us sell our remaining (small) position,  

 

 Xenith IP (-13%) – the stock drifted primarily due to another IPO in the sector (Qantm, which we have invested in), 

which saw some investors switch between the two.  
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Company Visits 
 
Our central belief is that contact with management is the key to unlocking value within the smallcap sector; hence during the 

quarter we made direct contact (one on one) with over 71 companies - see below. The table below shows the listed 

companies with which we had direct contact during the period (note that for many of these we had multiple meetings). 

Australian Agriculture Ellex Lasers Mayne Pharma Sigma Pharma 

Adslots Emerchants Michael Hill International Sky City 

AFG Group Eureka Group MyNetFone Smart Group 

Altium Freedom Foods Nanosonics Soprano Group 

AMA Group Freelancer Navitas Southern Cross Broadcasting 

Apollo Tourism Freightways NIB Holdings Touchcorp 

ARB Corp GTN Group Nick Scali Tourism Holdings 

Ardent Leisure GUD Holdings Otoc Ltd TPG Group 

ASG Group Hansen Technologies Pacific Smiles Virtus 

Aveo Group Helloworld Praemium Vista Group 

Baby Bunting HFA Holdings Promedicus Vita Group 

Bapcor Infigen Pushpay Vocus  

Bellamy's Ingenia Qantm Intellectual Webjet 

Blue Sky Investments IOOF Group QMS Ltd Xenith Intellectual 

BWX Group Iress Regis Healthcare   

Catapult Lifestyle Communities Retail Food Group   

Cleanaway Link Financial Sealink   

Corporate Travel MACA Ltd Shaver Shop   

Eclipx Macquarie Atlas Shriro Holdings   
 

Fund Description 
 

The Pengana Emerging Companies Fund seeks to combine the skills of highly experienced small company investors (over 40 
years’ experience between the two fund managers) with a limited fund size to provide above market returns over the medium 
term. Our benchmark is the S&P/ASX Small Ordinaries Accumulation Index. The fund managers, Steve Black and Ed Prendergast, 
are part owners of the business and investors in the Fund, providing a strong incentive to perform. The Fund has strong research 
ratings from all major research houses and over the period since its inception has delivered returns well above benchmark. 

Fund Features  

Style Bottom up stock picker Management Fees 4 1.3340%  

Benchmark 
S&P/ASX Small Ordinaries 

Accumulation Index 
Performance Fees 4 20.5% of the performance 

above the Benchmark 

Investors Closed to new investors Target Fund Size 
0.5% of the Benchmark 

capitalisation 

Number of stocks in 

portfolio  
50-60 FUM at Month End $779m 

Inception Date 1 November 2004 Application Price  

at Month End 5 
A$ 2.6911  

Identification Code(s) 
APIR PER0270AU 

ARSN 111 894 510 

Redemption Price 

at Month End 5 
A$ 2.6750  

 

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 
 
Contact for advisors & Retail Clients:  Damian Crowley, +61 2 8524 9970, damian.crowley@pengana.com 

    Rebecca Morgan, +61 3 8663 7906, rebecca.morgan@pengana.com (VIC/TAS/SA/TAS) 

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

    Rachel Elfverson, +61 434 980 561, rachel.elfverson@pengana.com (QLD/NT) 

                                                 
4 All percentages are on a GST inclusive basis less applicable reduced input tax credits. Please refer to the Product Disclosure Statement for a more detailed explanation. 

5  Represents a CUM price.   
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