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The Fund delivered 4.0% for the quarter while its 
benchmark, MSCI ACWI, returned 6.9%. The Fund’s key 
sources of relative underperformance were: 

•  Sector allocation – the strongest sectors were cyclicals, 
including: Financials (+16%), Energy (+9%) and Materials 
(+7%). Of these three the standout was Financials, which 
is also the largest sector (c20%) in the Benchmark, 
meaning that it was the key driver of the Benchmark 
performance during the period. US Banks were 
particularly strong, which the Fund had no exposure 
to during the quarter. Further, during the quarter the 
weakest performing sectors were the more defensive 
ones, where the Fund has its greatest exposure: Health 
Care (-3%), Consumer Staples (-3%) and Information 
Technology (0.7%). 

•  Cash – Australian dollar (AUD) cash holdings in a rising 
market with the AUD depreciating relative to the US 
Dollar (USD).

•  Market insurance (put options) – put options provide 
insurance against declining markets, however, they also 
detract from performance during rising markets.

•  Three stocks declined by 10% or more following their  
3Q results – Sabre Corp., Medtronic and Illumina.

A summation of the relative underperformance is that the 
Fund’s positioning is conservative relative to the broader 
equity markets. While this is an outcome of the Fund’s 
design and strategy, it is also something that we think is 
appropriate presently given our interpretation of the current 
balance between risks and opportunities.

The stocks making the biggest positive contributions were 
Wacker Chemie, CME Group and K+S. Wacker and K+S 
benefited from sentiment improvement towards industrial 
companies. Wacker also benefited from rising polysilicon 
prices and a rumoured takeover of Siltronic, which Wacker 
owns approx. 60% of. Our two financial exchanges, CME 
and Intercontinental Exchange, performed strongly due to 
the rising sentiment towards financials and market volatility. 
Following their strong performance and relatively demanding 
valuations, the Fund exited both the positions towards the 
end of the quarter.

The largest detractors were Sabre, Medtronic and  
Illumina. All three of these companies’ share price declines 
can be explained by 3Q16 earnings that were below  
Market expectations.

ATTRIBUTION

Pengana International Equities Fund – A long-only fund that holds 30-50 companies globally.  
The Fund predominantly invests in companies that have businesses that deliver stable yet growing 
free cash flow throughout cycles whilst the Fund also opportunistically takes positions in more cyclical 
companies and those whose valuations have been materially misconstrued by the Market.

CIO and Portfolio Manager Jordan Cvetanovski Management fee 1.334% p.a.

Portfolio Manager Steven Glass Performance fee Nil

Redemption price at month end $1.0552 Minimum initial investment $25,000

Benchmark MSCI All Country World  
Index in AUD

Target Asset Allocation Cash 0 – 20% 
Equities 80 – 100%

APIR code PCL0026AU Investment strategy Long Only Global Equities

FUND DESCRIPTION AND FEATURES



PORTFOLIO

The Portfolio can be divided into three segments:

1.	 Core	(60-80%	of	the	fund)

  1. 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.

2.	 Cyclical	(0-30%	of	the	fund)

  Cyclical contains companies we expect to benefit 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.

3.	 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 31-Dec-16, 65% of the Fund was invested in ‘Core’, 
19% in ‘Cyclical’ and 7% in ‘Opportunistic’. 

The Fund’s highest sector weightings are Information 
Technology (26%), Consumer Staples (18%) and  
Materials (16%). 

The Fund’s most notable sector underweight is in Financials, 
with the Fund’s only bank stock being Itau (a Brazilian bank). 
The Fund also has no direct exposure to Utilities or Asian 
markets (including Japan).

The most material changes to the Fund during the quarter 
were increasing exposure to Information Technology as we 
initiated positions in IAC and Zillow; reducing exposure to 
Financials as we exited CME and Intercontinental Exchange 
and re-initiating a position in Novo-Nordisk.

The MSCI ACWI was up 4.1% in local currency and 6.9%  
in AUD terms as the AUD depreciated against the USD. 

The best performing sectors were Financials, Energy 
and Materials. The worst performing sectors were Health 
Care, Consumer Staples and Utilities. The best performing 
markets were Italy, Russia and Japan. The worst performing 
markets were Israel, China/Hong Kong and India. The oil 
price appreciated 14%, gold declined 13%, and the broader 
commodity index, CRB Spot, was up 5%.

While there is little (if any) ambiguity that the key driver of 
markets during the quarter was geopolitics – US elections 
and Italian Referendum – we were surprised by the market 
reaction to these events. 

Heading into the US elections it was widely predicted that 
a Trump victory/Italian Referendum no vote would result in 
the share market declining. In fact, S&P500 futures declined 
by 5% at one stage following Trump’s victory. Nonetheless, 
on the first day following the election the S&P500 increased 
1.1% (a full 6% turnaround from the futures move just a few 
hours earlier). In another surprise for us (and most others) 
the Italian FTSE MIB index appreciated 4.2% following 
the ‘no’ vote. In both instances, the positive equity market 
movements continued to the end of the year, wrong footing 

many (we speculate: the vast majority of) investors.

Cyclical sectors were the main equity market beneficiaries of 
Trump’s victory. Two of Trump’s key election platforms were 
fiscal stimulus and trade protectionism. The former benefits 
heavy industry while the combination of both policies 
typically results in inflation, which normally leads to rising 
interest rates. Accordingly, the asset classes that benefited 
the most from Trump’s victory were Industrials/Materials 
(fiscal stimulus), Financials (rising interest rates) and the 
USD (rising interest rates). By way of example, in the period 
following Trump’s victory to the end of the quarter, US 
Steel’s share price increased 57%, Bank of America’s share 
price increased 30% and Paccar’s (US truck manufacturer) 
share price returned 17%.

The quid pro quo of the belief that more cyclical industries 
will benefit from Trump’s victory, US interest rates will rise 
and there will be an increase in US trade protectionism, 
includes: (i) hot money flows out of more defensive 
industries (Health Care, Consumer Staples, Utilities and 
Information Technology); (ii) the gold price declines; (iii) there 
is also a shift out of emerging markets, which explains the 
underperformance of emerging markets during the quarter, 
including: China, India, Indonesia, Mexico.

MARKET COMMENTARY



AIM

RISKS TO ACHIEVING OUR AIMS

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. The 
challenge is to strike a balance between these two goals 
because focusing excessively on capital preservation and 
volatility minimization often comes at the cost of capital 
appreciation, and vice-versa.

The Fund has consistently delivered on its capital preservation 
and (lower) volatility goals but has not fully delivered on its 
capital appreciation goal as, since inception, the Fund has 
delivered 3.9%pa while the benchmark has delivered 5.8%pa. 

The relative return underperformance is largely explained by the 
Fund being highly focused on capital preservation and volatility 
minimization. This focus manifested itself in two responses: (i) 
prudence; (ii) mistakes.

Firstly, on the prudence, at the start of the year, faced with 
Brexit, the US elections, (seemingly) elevated valuations and 
market manipulation via central bank intervention (a topic 
we discussed in the Sep-16 quarterly) we took a conscious 
decision to de-risk the Fund. We reduced exposure to 
Opportunistic stocks, increased the Fund’s cash balance, 

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

•	 	Low	exposure	to	financials	(banks	and	insurers): 
this means the Fund will not fully participate in any rally of 
that sector. We are currently avoiding banks due to the 
opacity of the global economy. 

•	 	High	exposure	to	AUD	cash: the Fund currently has 
16% of its asset value held in AUD. This comprises the 
8% cash balance plus the partial hedging of the Fund’s 
USD and EUR exposures into AUD. The AUD balance 
has no impact on the Fund’s absolute returns but it will 
be a headwind to relative returns if the AUD depreciates 
relative to the USD and EUR.

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 alone. 

Now to a discussion on mistakes. The biggest mistake we 
made was reducing exposure to Opportunistic stocks early in 
the year including Zillow, GrubHub, WhiteWave Foods and not 
fully executing on our thesis for Joy Global and the Brazilian 
market. This proved to be highly costly as these stocks/
markets were either taken over following our exit/inaction 
(WhiteWave and Joy) or appreciated considerably over the year 
(Zillow, GrubHub and Brazil). Had we held onto these positions 
our returns would have been considerably better. We attribute 
these mistakes to us being too short-term in our thinking as 
we overemphasised the potential for loss in these stocks given 
the aforementioned risks facing the world in 2016. The good 
news is we have learned our lesson and will strive to minimize 
the propensity for this mistake to occur again. The bad news 
is that learning our lesson will not bring back the returns from 
those specific stocks.

•	 	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.

•	 	European	exposure: The Fund has relatively high 
European exposure. This exposure is centred on 
exporters with dominant market shares and greater 
exposures 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.
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7Pengana 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.

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
For further information please visit our website at www.pengana.com
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STOCK FOCUS

OUR ATTRACTION TO IAC INCLUDES:

IAC is a conglomerate of internet-related businesses. We 
broadly divide its assets into: 

(i)	 	Match	Group	(84%	interest	in	Match)	– Match is the 
world’s dominant online dating business with brands 
including: Match, OkCupid, Meetic, PlentyOfFish and 
Tinder. Match Group is listed and its current market 
capitalization is $5Bn.

(ii)	 	HomeAdvisor – an online marketplace for tradesmen in 
the US and Europe. While it is the dominant player in its 
markets, HomeAdvisor is still small with $467m revenue in 
the year ending Sep-16.

(iii)	 	Vimeo – the (distant) second largest online video market 
place in the world (YouTube being the biggest). Vimeo 

(i)	 	HomeAdvisor	growth	potential	– most offline 
marketplaces eventually shift online and online 
marketplaces are typically winner-takes-all markets. 
Classifieds related to tradesmen is yet to fully move 
towards online marketplaces but we think that move 
is inevitable and HomeAdvisor is already the dominant 
marketplace for these services. The market potential in 
the US alone is estimated to be $40Bn and if we assume 
70% of the market moves online, the online market 
size would be c$28Bn. In a winner-takes-all business 
it is conceivable that HomeAdvisor’s revenue would be 
>$14Bn, which we believe will make the business worth 
>$50Bn. This sounds lofty and we are far away but 
HomeAdvisor is clearly on the right trajectory and the 
prize is big.

(ii)	 	Valuation – IAC’s current enterprise value is $6Bn  
and the value of its stake in Match Group is worth 
$4.5Bn, implying we are paying $1.5Bn for the rest  

charges producers of video content subscription fees to 
use Vimeo’s production tools and post their videos on the 
Vimeo website. In return Vimeo helps the video producers 
monetize their content. Vimeo is also developing an online 
TV product (a smaller and specialized version of Netflix).

(iv)	 	A	bunch	of	smaller,	non-growth	internet-related	
businesses,	including: About.com, Ask.com, Dictionary.
com, Investopedia, The Daily Beast, and Apalon (develops 
smartphone applications). In general, these are not the 
highest quality business models, nor are they growing, but 
they do generate healthy free cash flow.

of IAC (HomeAdvisor, Vimeo, other internet businesses). 
We believe the $1.5Bn can probably be accounted for 
by the smaller, non-growth internet businesses, which 
generated revenue of $870m in the twelve months 
to Sep-16. This means we are getting Vimeo and 
HomeAdvisor for free. We think Vimeo is easily worth 
>$1Bn, but more importantly, (as explained above) 
HomeAdvisor could be worth $50Bn one day. 

(iii)	 	Management	quality – IAC management have an 
enviable track-record of developing internet-related 
businesses. Its success stories include Expedia (spun 
out of IAC), Ticketmaster (spun out of IAC), LendingTree 
(spun out of IAC) and Match Group. All told, $1 invested 
in IAC in 1995 would be worth $13 today, compared 
to $3.70 for every $1 invested in the S&P500 over the 
same period.


