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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 June 2017 

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 
2.6% 2.6% 11.6% 13.8% 17.3% 6.9% 13.8% 

S&P/ASX Small Ordinaries Acc Index 
2.0% -0.3% 7.0% 7.1% 5.7% -1.9% 3.9% 

Outperformance 0.6% 2.9% 4.6% 6.7% 11.6% 8.8% 9.9% 

S&P/ASX Small Industrials Acc Index3 
2.4% 0.1% 7.9% 9.2% 11.4% 0.6% 5.1% 

Outperformance 0.2% 2.5% 3.7% 4.6% 5.9% 6.3% 8.7% 

 

Fund Commentary 

 
The Fund rose 2.6%1 over the June quarter, outperforming the Small Industrials Index by 2.5% and Small Ordinaries by 2.9%1. For the 
12 months to June, the Fund was up 11.6%1, outperforming the Small Industrials Index by 3.7%1, outperforming the Small 
Ordinaries Index by 4.6%1. 

 
Global share markets were firm during the June quarter, with the US market leading after a 2.6% rise. This was despite a 10%+ fall in 
iron ore and oil prices which saw the mining sector underperform. 

 
The domestic share market was dragged down by banking stocks, falling 1.5%. The bank sector fell 7.0% following the introduction of 
a federal bank tax, quickly followed by a state tax in South Australia. Smallcap stocks fell slightly with the industrial sector largely flat 
versus a 2.0% fall in the small resources sector. 

 
We are pleased with our performance over the past 12 months given the rotation globally out of higher quality stocks in favour of lower 
quality (and therefore higher risk) stocks. This type of short-term market, often referred to as a “junk rally” is not typically an environment 
which favours our longer term focus on higher quality companies. 

 
We are also happy to say we have avoided almost all of the high profile downgrades over the past 12 months. In fact, we only held four 
stocks which downgraded earnings last year (versus a total of over 80), and the impact from these downgrades on our performance 
was minimal. 
 

Many of the recent downgrades have been by retailers confessing to poor consumer spending conditions. We have seen downgrades 
in automotive, high-end fashion, discount department stores, footwear, household goods, and also in related sectors such as media 
and printing. The entrance of newer international retailers (e.g. Aldi, Zara, etc.) has also clearly exacerbated the situation, creating an 
excess of supply and tougher price discounting. Adding to the pain is the announced proposal by Amazon to establish- an Australian 
business, which is a medium term threat to retailers who do not enjoy a strong competitive advantage. 

 
Housing stocks have also come under pressure of late (e.g. CSR) with the growing consensus that the current rate of housing 
construction will prove a peak. This vindicates our decision to sell down our housing related positions earlier this year. 

 
Our fund has been operating now for almost 13 years, and has delivered consistent outperformance in a wide range of market 
conditions. The coming financial year contains many risks and challenges which require a disciplined stock picking approach with 
strong risk controls and an eye for long term value. 
 
 
 
 
 
 
 
 
 

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 

 
We established positions in Austbrokers, Centuria Capital, Empired, HUB 24, MacMillan Shakespeare, Pinnacle Investments 
and RCR Tomlinson. 

 
Austbrokers is a steadily growing insurance broking outfit, which should benefit from further acquisitions and a stronger insurance 
premium cycle after a protracted downturn. 

 
Centuria Capital is a property investment company which also offers financial services through long term investment bonds. The 
recent acquisition of 360 Capital has expanded its reach in terms of assets and potential co-investors. 

 
Empired offers IT services primarily on long term contractual basis. The company suffered some growing pains during FY16, which 
resulted in a savage share price correction, providing us the opportunity to invest at attractive prices. 

 
HUB 24 is an independent investment platform which is growing its funds under administration strongly from a low base. HUB has 
proven technology, and is taking market share from the larger, bank-aligned platforms in the boutique advisory sector. 

 
We revisited MacMillan Shakespeare (a stock we have owned in the past) after the risks surrounding the increased competition in 
Queensland had dissipated. 

 
Pinnacle Investment is a rapidly growing, diversified funds management operation with $25bn in funds under management. 

 
RCR Tomlinson provides exposure to the potential boom in infrastructure spending and expansion in solar power. 

We added to our position in National Veterinary via placement to fund further acquisitions. The business is tracking well, and continues 
to make measured acquisitions in a highly fragmented market. 

 

We reduced our holding in GUD Holdings following a 25% rise over the past 6 months, taking the stock to our valuation target. We also 
sold down our Nick Scali and Webjet positions into strength. We sold out of Vista Group, which is an exceptional company, on 
valuation concerns. 

 
Key stock moves during the June quarter 

 

• Magellan Financial (+22%) continues to see strong growth in funds under management, potentially releasing a $1bn listed 
investment company. 

 

• Corporate Travel (+15%) upgraded earnings with growth exceeding expectations across the global operations. 

 

• Webjet (+8%) continued to re-rate as the market digests the scale of the wholesale opportunity in Europe. 

 

• Mainfreight (+8%) posted a strong full year result, showing 17% profit growth, driven by organic growth in all regions except 
the (relatively small) US operations. 

 

• Smart Group (+9%) was strong following an AGM update, and the acquisition of AccessPay on favourable terms, with the 
opportunity to lift margins once the business is integrated with Smart Groups existing salary packaging operation. 

 

• Nick Scali (-16%) fell in line with other retail and housing related stocks, vindicating our decision to sell down our position 
at the start of the quarter. 

 

• Southern Cross Broadcasting (-11%) fell after announcing that earnings for FY17 are likely to fall at the low end of the 
company’s original expectations due to overall softness in radio and regional TV advertising spend. 

 

• Bapcor (-6%) was under pressure from the perceived threat to its retail operations from the entrance of Amazon. The majority 
of Bapcor’s revenues (80%) come from wholesaling which is not a target of Amazon, hence any market share gains by 
Amazon in retail will take a long time, and given their 5% market share in the US market, may not impact dramatically over 
a longer time frame. 

 

• Pacific Smiles (-9%) downgraded earnings mildly due to a slight shortfall in revenue, and an increase in the pace of new 
centre openings. Typically, new dental centres lose money in the first 3-6 months, hence a more rapid roll-out has a negative 
impact on short term profits (this does not change the long term thesis for us). 
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Company Visits 
 

Our central belief is that contact with management is the key to unlocking value within the small-cap sector; hence during the quarter we 

made direct contact (one on one) with over 36 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). 

 

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 Fund Size 0.5% of the Benchmark 
capitalisation 

Number of stocks in portfolio 50-60 FUM at Month End $783m 

Inception Date 1 November 2004 Application Price at 
Month End 5 

A$ 2.6263 

Identification Code(s) APIR PER0270AU ARSN 111 894 
510 

Redemption Price at 
Month End 5 

A$ 2.6106 

 
 

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. 

 
 

Alexium 
 

DWS Ltd National Storage 

API Group Elmo Talent Oceana Aged Care 

Austbrokers Freedom Insurance Pinnacle Investments 

Aveo Group G8 Education Praemium 

BGL Group GBST Ltd RCG Corp 

Big Un Ltd Johns Lyng Group RCR Tomlinson 

Bingo Enterprises Lifestyle Communities Sigma Pharmaceuticals 

Breville Group MacMillan Shakespeare Spirit Telecommunications 

BT Investments Mainfreight Synlait 

Centuria Metlife Care Turners Auctions 

Consolidated Ops Group Mortgage Choice  

Craveable Brands MyNetFone  

Dixon Hospitality National Veterinary  

 
  

Pengana Capital Limited  

ABN 30 103 800 568   AFSL 226566 

Level 12, 167 Macquarie Street, 

SYDNEY, NSW 2000   

T: +61 2 8524 9900  
F: +61 2 8524 9901 

PENGANA.COM 

FOR ADVISORS & RETAIL CLIENTS 
Damian Crowley 
T: +61 2 8524 9970   
E: damian.crowley@pengana.com 

NSW/ACT 

Alex Keen  
M: +61 2 8524 9942   
E: alex.keen@pengana.com 

VIC/SA/TAS/WA 
Guy Callaghan 
M: +61 3 8663 7906   
E:  guy.callaghan@pengana.com 

QLD/NT 
Rachel Elfverson 
M: +61 434 980 561   
E:  rachel.elfverson@pengana.com 




