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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 31 March 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  3.8% 2.3% 12.7% 12.1% 14.9% 8.0% 13.9% 

S&P/ASX Small Ordinaries Acc 

Index  2.7% 1.5% 13.7% 6.4% 2.3% -0.8% 4.0% 

Outperformance  1.1% 0.8% -1.0% 5.7% 12.6% 8.8% 9.9% 

S&P/ASX Small Industrials Acc 

Index 3 4.2% 2.0% 9.5% 8.0% 9.4% 1.4% 5.2% 

Outperformance  -0.4% 0.3% 3.2% 4.1% 5.5% 6.5% 8.7% 
 

 

Fund Commentary 

 

The Fund rose 2.3%1 over the March quarter, outperforming the Small Industrials Index by 0.3% and Small Ordinaries by 0.8%1. 

For the 12 months to March, the Fund was up 12.7%1, outperforming the Small Industrials Index by 3.2%1 and 

underperforming the Small Ordinaries Index by 1.0%1.  
 

Global share markets were reasonably strong during the March quarter, led by the US market (up 5.5%). Momentum slowed 

during the period however the sense of optimism following the US Federal Election in November 2016 continues. Employment and 

retail data were encouraging, and earnings estimates for the S&P 500 edged up.  
 

The Australian market rose 4.8% over the quarter, with resources stocks underperforming the industrial sectors due to lower oil 

prices, and a later fall in the gold price. Smallcap stocks, which rose 1.5%, displayed similar sectoral trends with mining stocks 

slightly underperforming. 
 

Over the past eight months  there have been over 70 earnings downgrades from smallcap stocks, resulting in some dramatic 

collapses in share prices. We owned only two of these, (Ellex Lasers and Pro-Pak Packaging) which were very small investments 

and therefore did not materially impact performance. We had historically owned a number of these stocks but sold out due to 

increased risk which later came to bear (eg Shaver Shop, Slater & Gordon, Vocus/M2 etc). There were a number of stocks which 

disappointed following their IPO (Spotless, Shaver Shop, Healthscope etc) which remind us of the risks of investing in IPOs. 
 

We recently spent a week in China visiting a range of companies, economists, and property experts. There are a number of 

Australian companies which sell consumer products (supplements, health products, infant formula etc) into the Chinese market 

such as A2 Milk, Bellamy's, Blackmores, BWX (under the Sukin brand) etc. The opportunity is enormous, however so are the risks. 

The distribution systems are complex, the regulatory environment unpredictable, and customer trends fickle, and therefore we are 

wary of paying for medium term upside. We currently have a small investment in A2 Milk and BWX, having sold our Bellamy's and 

Blackmores at healthy prices during 2016.  
  

The trip was also focused on gaining an update on the Chinese economy, which is complex to say the least. Again the scope for 

meaningful long term growth is certainly exciting, however our assessment is that the strong property market, which has created 

rampant development is potentially riskier than it looks given the heavy reliance on debt funding. Any softening in property prices 

could result in a magnified economic shock which would certainly have downstream impacts on the Australian economy. This is 

something we will watch closely, and is another key reason to avoid heavy exposure to cyclical stocks.  
 

Results season was busy as usual, with over 70 company meetings conducted in February and March. Overall we were pleased 

with the results from our key investments. The market of late has shown high levels of volatility at the individual stock level, 

which has enabled us to buy some of our favoured stocks at discounts. We have also taken profits in a range of stocks which had 

reached our price targets (see below).  

                                                 
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 a position in Class Limited which sells cloud based software to accountants which administers self-managed 
super funds, and is growing profits at 30%. New regulations coming into force in July, which require automated uploads of super 
fund balances, is likely to accelerate the company’s growth.  
 
We boosted our holdings in Australian Finance Group, Charter Hall, Lifestyle Communities, National Veterinary, and 
Smart Group following strong profit releases and further contact with management. 
 
We sold out of our position in Baby Bunting which had risen 70% from its IPO in October 2015, to a level we assessed had 
captured the upside from its store roll-out program. We also sold out of Gentrack which had risen 150% since floating in June 
2014, reaching our valuation target. We sold our position in Vita Group due to increased uncertainty around cash flows following 
a renegotiation of key terms with Telstra.  
 
We reduced our holdings in Hansen Technologies (slightly lower growth outlook and share price approaching valuation), Link 
Administration (lower earnings growth assumptions), Webjet (share price strength), and Worley Parsons (we sold into the 
share price raid by Dar Group at a 28% premium to the prevailing price).  
 
 
Key stock moves during the March quarter 

 

 NIB Holdings (+27%) posted a strong interim result with underlying EPS growth of 55% driven by ongoing customer 

growth, price increases and benign growth in claims. The company’s innovative focus has led to the rollout of many 

white labelled health insurance products to the likes of Qantas and Suncorp. 

 

 Nick Scali (+20%) announced 45% growth in EPS which was aided by very strong comparable store sales (+10%) and 

the successful roll-out of new outlets. The current footprint of 45 stores is likely to grow to around 70 over time. 

 

 Charter Hall (+16%) upgraded its earnings outlook (again) by 5% following its interim result. The earnings boost is 

based on rising property values and strong demand for the company’s property funds. 

 

 BWX Ltd (+22%) grew earnings 30% with underlying sales growth of the key Sukin brand of 59% in the domestic 

market. Expansion into China, the UK and Canada each has the potential to provide the next strong growth leg for the 

company.    

 

 GUD Holdings (+15%) rallied following a 26% increase in underlying profits and positive commentary surrounding the 

company’s longer term goal of becoming a pure auto parts business. 

 

 Xenith IP (-20%) fell despite posting earnings in line with earlier expectations. The market is unconvinced of the merits 

of the recent Griffiths Hack acquisition which is due to be bedded down over the coming two years. However with the 

company trading on PE ratio of under 10 times next year’s earnings we see strong upside in the share price as key 

merger milestones are satisfied. 

 
 Hansen Technologies (-12%) posted a result in line with forecasts however the organic growth rate of 5% was slightly 

lower than in recent periods, which impacted the share price given the relatively rich valuation.  

 

 Technology One (-9%) was marked down amidst a global correction in technology stocks, which also affected Hansen. 

We continue to forecast profit growth of around 15% pa for many years as they capitalise on the growing demand for 

their cloud software offering.  

 

 Southern Cross Broadcasting (-7%) Southern Cross Broadcasting drifted after an interim result which was at the low 

end of expectations due to a softer advertising market. Structurally the best placed of the traditional media companies 

with over 80% of earnings coming from their radio assets.  
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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 73 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). 
 

A2 Milk Decmil Group Link Admin Sealink 

AFG Group Domino's Pizza Macquarie Atlas SG Fleet 

Altium Ellex Lasers Macquarie Telco Sigma Pharmaceuticals 

AMA Group Elmo Talent Mayne Pharma Simsmetal 

APN Property Emerchants Mineral Resources Smart Group 

Apollo Tourism Empired Mitula Soul Pattinson 

Aveo Group Eureka Group My State Steadfast 

Bapcor Freedom Foods MyNetFone Tourism Holdings 

Big River Freightways Nanosonics Trade Me 

Blackmores G8 Education National Veterinary Vista Group 

Brickworks Greencross NIB Holdings Vita Group 

BWX Ltd GUD Holdings Nick Scali Wattle Health 

Catapult Hansen Technologies Pacific Energy Webjet 

CBL Corp HUB 24 Pacific Smiles Wisetech 

Citadel Group IPH Group Promedicus Worley Parsons 

Class Group IRESS Qantm IP Xenith IP 

Cleanaway I-Select QMS Ltd   

Data #3 Kogan RFG Group   

 

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 $767m 

Inception Date 1 November 2004 Application Price  

at Month End 5 
A$ 2.5068  

Identification Code(s) 
APIR PER0270AU 

ARSN 111 894 510 

Redemption Price 

at Month End 5 
A$ 2.5455  

 

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 

    Guy Callaghan, +61 3 8663 7906, guy.callaghan (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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