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FUND DESCRIPTION AND FEATURES 

The Pengana International Equities Fund (the 
Fund) is a long only fund that holds 30-50 
companies spread globally.  

The Fund predominantly invests in franchises 
that deliver stable yet growing free cash flow 
throughout cycles (which we classify as ‘Core’ 
holdings) whilst also taking positions in more 
cyclical companies (‘Cyclical’) and those whose 
valuation has been materially misconstrued by 
the market (‘Opportunistic’). 

 

 

Portfolio Managers 
Jordan Cvetanovski 

Steven Glass 

APIR code PCL0026AU 

Redemption price  $1.1734 

Fees  
Management fee: 1.334% 

Performance fee: Nil 

Minimum initial 

investment 
$25,000 

FUM at month end $25.2m 

Fund inception date 01/07/2015 

Benchmark 
MSCI All Country World 

Total Return Index in AUD 

 

 

 

 

PERFORMANCE COMMENTARY 

The Fund delivered 8.3% for the quarter 
while the Fund’s benchmark, MSCI ACWI, 
returned 3.7%. The Fund’s key sources of 
relative outperformance, in descending 
order were:  

 
(1) Stock selection – a large number of 

the Fund’s stocks delivered 

meaningfully favourable performance 

while there were no material 

detractors. The notable 

outperformers included IAC, 

Corticeira Amorim, Zillow Group and 

Novo Nordisk.  

(2) Foreign exchange had a mixed 

impact – the Fund benefited from its 

relatively large and unhedged 

exposure to European currencies, 

which rallied versus the Australian 

Dollar (AUD) following Macron’s 

victory in the French elections. 

(3) Sector allocation – the Fund 

benefited from its large relative 

exposure to the best performing 

sector during the quarter, Information 

Technology (+6.4%) and its relatively 

low exposure to some of the weakest 

sectors: Energy (-6.1%), 

Telecommunication Services (-1.8%) 

and Materials (+0.4%). 

 

We think the quarter’s performance supports 
our underlying expectations that the Fund 
should outperform during periods where there 
is not a violent shift into more ‘risk-on’ asset 
classes such as Financials, Resources and 
Emerging Markets. 
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Market Commentary 

The MSCI ACWI was up 3.1% in local 
currency and 3.7% in AUD terms as the AUD 
was stable versus the USD and JPY but 
depreciated versus major European 
currencies. 
 
The best performing sectors were Information 
Technology, Health Care and Industrials. The 
worst performing sectors were Energy, 
Telecommunication Services and Materials. 
The better performing major markets were in 
Asia and include Korea, China and Taiwan. 
Weaker markets include those with large 
resource exposure and include Russia, Brazil 
and Australia. The oil price declined 10%, 
gold was flat and the broader commodity 
index, CRB Spot, was up 4%. 
 
Below we discuss one of the Fund’s more 
distinguishing features, which is its relatively 
low exposure to the US (albeit the Fund still 
has c40% of its assets in the US) and 
relatively large exposure to Europe. Much of 
the discussion repeats our March 2017 
quarterly’s discussion, but with the same 
factors holding true we see little point in 
changing it.  
 
US 
The US has been a favourite amongst global 
investors for a while. We have long admired 
that country but there are a number of factors 
that are encouraging us to approach the US 
with growing caution, including: 
 
(1) Valuations – our chief concern with the 

US market is near-record equity 

valuations, particularly domestically 

oriented small caps. Increasing share 

prices have been driven primarily by 

expanding valuation multiples rather than 

earnings or cash generation. This was 

initially explained by near zero interest 

rates and, in more recent times, (and 

quite ironically) by expectations of higher 

interest rates and very high (if not 

unreasonable) expectations of a flawless 

execution of President Trump’s promised 

tax overhaul and deregulation.  

(2) Politics – this concern is centred on the 

Trump government. We could spill a lot of 

ink discussing the issues with Trump but 

for this update we will boil it down to four 

key factors: (i) mounting evidence of 

nepotism and graft; (ii) instability of 

political appointments; (iii) seemingly 

reckless protectionism; (iv) little evidence 

that Trump can deliver on his campaign 

promises. 

(3) Economic – some of our concerns 

include: (i) inflationary pressures in the 

US continue to be asset based and we 

are yet to see meaningful wage inflation 

despite falling unemployment; (ii) 

enormous state and local government 

debt load; (iii) high levels of auto 

delinquencies.  

 
Europe 
We have been increasingly attracted to 
European stocks for three primary reasons: 
 
(1) Economic - the economic backdrop for 

Europe is better now than at any time 

since the GFC. Eurozone GDP growth 

has broadened and accelerated. Real 

GDP in Europe was already growing 

faster than in the US for the latter part of 

2016 and this momentum has continued 

with nominal GDP growth in the 

Eurozone set to reach its highest level 

since 2007.  

(2) Valuations - European markets have 

been trading at one of the widest 

discounts to their US peers in four 

decades. We find this striking because 

European company earnings have been 

growing faster than US earnings. 

(3) Politics - the biggest risk to our 

enthusiasm has been in the political 

environment but, to date, the election 

outcomes have been heartening. As 

examples of high quality leaders 

prevailing in Europe, in the March 2017 

quarterly we pointed to emphatic 

rejection of Geert Wilders’ populist 

policies in the Dutch elections and this 

quarter we point to Macron’s victory in 

the French election. The next major 

political events will be the German 

election in September and Italian election 

which could be later in the year but is 

more likely to occur in early 2018. We 

consider the Italian election more of a risk 

than the German election.  

 
Portfolio: 

The Portfolio can be divided into three 
segments: 

Core (60-80% of the Fund) – Core is 
intended to provide a stable base for the 
Fund. Companies in this segment are 
growing, yet priced attractively, have low 
business cyclicality, strong cash 
generation, a dominant presence in their 
industry, strong management teams and 
favourable structural tail-winds. 

Cyclical (0-30% of the Fund) – Cyclical 
contains companies we expect to benefit 
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from shorter duration trends. As these 
cycles tend to be transitory, timing is 
more important in our investment 
decisions than in Core. Cyclical 
companies offer potential for materially 
larger gains than Core, however they are 
also riskier. There are periods when the 
Fund will not hold any cyclicals due to a 
lack of identifiable opportunities. 
Financials, basic materials and 
agriculture companies are examples of 
industries that may be represented in this 
segment. 

Opportunistic (0-20% of the Fund) – 
Opportunistic contains companies we 
believe are materially undervalued or 
companies whose growth has been 
under-appreciated. As with Cyclical, 
Opportunistic companies offer potentially 
more attractive shorter term gains than 
Core, however, also tend to be riskier. 
There will be times when the Fund will 
not hold any opportunistic stocks. 
Examples of these companies include: 
companies in the midst of a takeover, 
earlier stage internet/health/retail 
companies that are not materially cash 
flow positive and companies whose 
share price has materially declined.  

As at 30 June 2017, 59% of the Fund 
was invested in “Core”, 23% in “Cyclical” 
and 8% in “Opportunistic”.  

The Fund’s highest sector weightings 
were Information Technology (23%), 
Materials (15%), Consumer Staples 
(14%) and Financials (12%). The larger 
allocation to Financials is a notable 
departure from prior positioning and it 
reflects the aforementioned investment 
into European and LatAm exposed 
banks.  

Despite the increased allocation to 
Financials, the Fund’s most notable 
sector underweight is in US Financials. 
The Fund also has no direct exposure to 
Utilities, Energy, Real Estate or Asian 
markets (including Japan). 

The most material changes to the Fund 
during the quarter were: (i) decreasing 
exposure to Core, largely on valuation 
grounds; (ii) increasing exposure to 
European banks; (iii) reducing exposure 
to Industrials as the Fund exited its 
positions in Wolters Kluwer, Ritchie 
Brothers Auctioneers and H.B. Fuller.  

Aim:  

Our aim is to achieve superior AUD-
denominated returns with low volatility. The 
superior returns aim can be disaggregated 
into: (i) capital preservation; (ii) capital 

appreciation. While these aims make no 
mention of the benchmark, we certainly 
believe that fulfilling our aims will result in 
superior returns to the benchmark over the 
medium-to-long term.  Since inception, the 
Fund has delivered compounded returns of 
8.5% while the benchmark delivered 7.0%.  

 
On the Fund’s two-year anniversary we will 
take the opportunity to track our progress 
relative to these goals.  
 
(1) Capital appreciation – the Fund has 

delivered a compounded return of 8.5% 

since inception, meaning we are well on 

track with this goal. 

(2) Avoid large losses – the Fund has only 

delivered a daily loss of >2% three times 

since inception and the worst rolling 

month loss has been 7%. In general, 

there have not been a large number of 

large losses 

(3) Minimize volatility – the Fund’s volatility 

since inception is 11%, which is 

acceptably low. 

 
The data indicates the Fund has delivered 
on its aims but we acknowledge that in a 
typical investment timeframe, we are still in 
the early days.  

 
Since inception the Capital Appreciation 
goal has taken somewhat of a backseat to 
the Avoid Large Losses and Minimize 
Volatility goals. This reflects our concerns 
with a (potentially) aging bull market. 

 
At the start of 2016, faced with Brexit, the 
US elections, (seemingly) elevated 
valuations and market manipulation via 
central bank intervention we took a 
conscious decision to de-risk the Fund. We 
reduced exposure to Opportunistic stocks, 
increased the Fund’s cash balance, invested 
in gold stocks and bought put options 
(insurance against a declining market). In 
terms of returns (but not peace of mind) 
these actions proved to be costly with the 
cash, gold and put options costing the Fund 
2.3% in relative performance in the second 
half of 2016 alone.  

 
Risks to achieving our Aims: 

From a top-down perspective there are 
four broad risks that could hinder the 
Fund from achieving its performance 
objective in the short term: 

(1) Low exposure to financials in the US: 

this means the Fund will not fully 

participate in any rally of that sector. 

We have a preference for certain 

banks operating in emerging markets 
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and Europe.  By example, we hold 

Itau, a Brazilian bank, and BBVA, a 

Spanish Bank with large exposure to 

the Mexican economy. In addition, 

during the quarter we invested in 

Credit Agricole (French bank) and in 

early July 2017 we invested in ABN 

Amro, a Dutch bank. 

(2) High Eurozone FX exposure: Our 

Eurozone currency exposure is 

largely unhedged and remains 

exposed to adverse political and 

economic outcomes in that region. 

(3) European exposure: The Fund has 

relatively high European exposure. 

This exposure is centred on 

exporters with dominant market 

shares that are more exposed to the 

global economy rather than Euro-

centric problems. Regardless, the 

mere fact that they are domiciled in 

Europe might expose the Fund to 

weakness stemming from the 

Eurozone. 

(4) Zero Japan: Japan has a highly 

distorted economy and equity market 

due to the country’s monetary and 

fiscal policies, which we consider 

contentious and unprecedented. We 

believe these policies have created 

conditions that are susceptible to 

volatility and a marked downturn. 

Strength in the Japanese market and 

Yen will be a headwind to the Fund’s 

relative performance. 

Stock Focus: 

Last quarter we wrote about B&M 
European retail, a general merchandise 
discount retailer operating in Europe. In 
this quarter we will write about a similar 
company based in the US, Dollar 
General (‘DG’).  

DG is a discount general merchandise 
retailer that generates roughly 50% of its 
sales from food. It operates primarily in 
small town USA and its customer base is 
generally lower income households. 
Since opening its first store in 1955, DG 
has grown to over 13,000 stores. 

Some of the reasons we invested in DG 
include: 

(1) Evidence that it is a highly capable 

operator – DG has grown same 

store sales for the last 27 years in a 

row.  

(2) Growth outlook - under its current 

projections, DG will double its store 

base over the next 8-10 years and 

its revenue is expected to grow 

more than 7% p.a. over the next 

three-to-five years.  

(3) Attractive economics – DG stores 

have an attractive cost structure as it 

costs less than $0.25m to open a 

new store (including inventory) 

resulting in new stores having a 

payback period of less than 2 years. 

(4) Strong balance sheet - DG has low 

levels of debt and good profitability. 

(5) Valuation – DG’s share price has 

declined 24% over the past year and 

we believe the company is currently 

trading on an attractive valuation 

(>5% FCF yield and 16x PER) given 

the quality of the business and 

growth outlook. Our interpretation is 

that DG has been caught up in the 

broader Amazon hysteria.  

We believe the debate regarding the 
threat Amazon poses to other retailers 
now resembles more of a conclusion 
than a discussion. As active investors it is 
our job to think through this debate and 
our conclusion is that Amazon (and 
online retailers in general) are far less of 
a risk to DG than is implied by its current 
valuation. Our thinking is premised on the 
following: 

(1) Approximately 70% of DG’s sales are 

from stores in small rural towns with 

populations of less than 20,000. 

Same day delivery of groceries does 

not make economic sense for an 

operator like Amazon in these 

regions due to the remoteness of the 

town and the small population.  

(2) The majority of DG’s customers live 

within three to five miles or a 10-

minute drive to a DG store and 

parking is typically not an issue at 

these stores. This means shopping at 

a DG is convenient and there is less 

impetus to shop online.  

(3) The average DG household spends 

approximately 10% of their wallet at 

DG, which is a relatively large figure 

that points to a high level of customer 

loyalty.  

While we certainly don’t dismiss the 
Amazon threat, our analysis points to DG 
being one of the US retailers most 
insulated from the threat of Amazon. This 
perspective is not currently apparent in 
DG’s valuation.  
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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 

NSW/ACT 
Alex Keen  
M: +61 478 971 000   
E: alex.keen@pengana.com 

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

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

CLIENT SERVICE 
T:  +61 2 8524 9900   
E:  clientservice@pengana.com 

 

FUND PERFORMANCE 

Net performance for periods ending 30 June 20171 

 3 Month 1 Year 2 Year 
Since 
Inception 
p.a.2 

Fund 8.33 15.83 8.49 8.49 

Benchmark 3.70 15.31 7.05 7.05 

 

PERFORMANCE SINCE INCEPTION2 

Growth of A$100,000 (Since 1 July 2015 
Inception) 

 
 

PORTFOLIO INFORMATION 

Top 10 Stocks 

Name Country Sector 

Alphabet Inc. United States Information Technology 

Banco Bilbao Vizcaya Argentaria Spain Financials 

Check Point Software Technologies Israel Information Technology 

Comcast Corporation United States Consumer Discretionary 

Deutsche Boerse Germany Financials 

Dollar General Corporation United States Consumer Discretionary 

IAC/InterActiveCorp. United States Information Technology 

Novo Nordisk A/S Denmark Health Care 

Royal Ahold Delhaize Netherlands Consumer Staples 

Wacker Chemie Germany Materials 

 

Largest 3 contributors Largest 3 detractors 

IAC/InterActiveCorp. National Oilwell Varco, Inc. 

Corticeira Amorim SGPS SA Newcrest Mining Limited 

Zillow Group, Inc. Class C Archer-Daniels-Midland Company 

SECTOR BREAKDOWN 

 

CAPITALISATION  

 

SEGMENT  

 

GEOGRAPHIC 

 

STATISTICAL DATA

Fund portfolio summary    

Volatility3 11.43 Number of stocks 43 

Beta (using daily returns) 0.98 Maximum draw down -9.43 

1. Net performance figures are shown after all fees and expenses, and assume reinvestment of distributions. Past performance is not a reliable indicator 
of future performance, the value of investments can go up and down. 2. Inception 1st July 2015. 3. Annualised standard deviation since inception. 

Pengana Capital Ltd (ABN 30 103 800 568, Australian financial services licence number 226566) is the issuer of units in the Pengana International 
Equities Fund (ARSN 604 292 677) (the “Fund”). A Product Disclosure Statement for the Fund is available and can be obtained from our distribution 
team or website. 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. An investment in the Fund is 
subject to investment risk including a possible delay in repayment and loss of income and principal invested. 
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FOR FURTHER 
INFORMATION 
PLEASE VISIT 
OUR WEBSITE: 

PENGANA.COM 
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