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The Fund delivered 0.1% for the quarter while its benchmark 
returned +2.5%. The Fund’s overall return from stock 
selection (before taking into account currency movements) 
was comparable with the benchmark, however the key 
sources of underperformance were: 

• Relatively high cash holdings in a rising market.

• Foreign exchange exposure of the underlying equities.

•  Geographical exposures – the Fund had no exposures  
to the strongest performing markets: Brazil, China,  
Hong Kong and Japan; and the Fund had a large exposure 
to the US market, which underperformed global peers.

•  Market insurance (put options) – put options provide 
insurance against declining markets, however, they  
also subtract from performance during periods of 
stronger markets.

In summary, the Fund’s underlying stock positions delivered 
an acceptable positive return during the quarter but the 
combination of not being fully invested, coupled with 
adverse foreign exchange movements, absence of exposure 
to better performing emerging markets and the decline in 
the value of the Fund’s put options, resulted in the Fund 
under-performing its benchmark.

We think another way of explaining the Fund’s 
underperformance is that it’s positioning is  conservative 
relative to the broader equity markets. We believe this 
caution is warranted given our interpretation of the balance 
between risks and opportunities in the equities market.

Within the invested portion of the Fund, the biggest positive 
contributors were Apple, Alphabet (Google) and SAP. 

Apple and Alphabet’s large contribution partly reflect 
their large weights in the Fund. Apple also benefited from 
negativity around Samsung’s Galaxy Note 7 recall, which 
is widely regarded as the main competitor to the iPhone. 
Alphabet and SAP’s strong returns largely followed their 
2Q16 quarterly results. 

The largest detractors were Mead Johnson Nutrition, Gilead 
Sciences and K+S. Mead Johnson’s share price weakness 
followed the company’s negative commentary about the 
current state of its core underlying markets at an industry 
conference. Gilead’s relatively large negative contribution 
partly reflects its size in the Fund and the negative share 
price reaction following the announcement of its 2Q16 
results, with the key concern being disappointing sales of its 
key Hep-C drug, Harvoni. K+S’ share price declined c11% 
following a Deutsche Bank downgrade of the stock.

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 $1.0142 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



Our aim is to achieve superior AUD-denominated returns 
at low volatility. Since inception the Fund has delivered on 
its volatility goals but it has not fully delivered on its return 
objectives, with a +1.4% return. However, we believe the 
Fund has been operating for an insufficient time period to 
properly assess performance. Most notably, the largest 
sources of the underperformance relate to the Fund’s 
defensive positioning including: (i) relatively high cash 
holdings; (ii) losses on derivatives (put options) that provide 
downside protection; (iii) absence of Japanese Yen exposure, 
and; (iv) low exposure to segments of the market that we 

currently consider relatively risky including the more cyclical 
sectors and emerging markets.  

We do not see the above factors as an enduring trend and 
we continue to point to the key attributes of our portfolio. 
Namely, a collection of high quality businesses with a 
weighted average FCF yield above 6%, revenue growth of 
5-10% p.a. and low financial leverage. These metrics are 
superior to the broader market and we believe position the 
Fund to meet its objectives. 

AIM

PORTFOLIO

The Portfolio can be divided into three segments:

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 critical 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 30 September 2016, 64% of the Fund is invested in 
‘Core’, 16% is invested in ‘Cyclical’ and 8% in ‘Opportunistic’. 

In terms of sectors, the Fund’s highest weightings are in 
Information Technology (20%), Consumer Staples (16%) 
and Materials (15%). We believe the MSCI-defined Materials 
description is misleading as our positions include Sealed Air 
Corporation (manufacturer of food packaging and cleaning 
materials), Archer Daniels Midland (grain handler), gold 
stocks (Newmont and Newcrest) and Syngenta (seeds 
producer). These companies are far removed from the 
commodity resource companies one normally associates 
with the Materials sector. 

The Fund doesn’t have any exposure to banks or the 
banking sector, however it does have investments in the 
broader financial sector such as Mastercard and financial 
exchanges (Intercontinental Exchange and CME). 

There were no material changes to the portfolio’s positioning 
over the quarter.

The Fund’s benchmark index, MSCI ACWI, was up 5.1% 
in local currency and 2.5% in AUD terms as the AUD 
appreciated against many major currencies, particularly 
the GBP, USD and CHF. In local currency terms, the best 
performing sectors were Information Technology, Materials 
and Financials. The worst performing sectors were Utilities, 
Telecommunications and Consumer Staples. The best 
performing significant markets were China, Brazil and Hong 
Kong. The worst performing markets were Denmark, Israel 
and the Phillipines, however, it should also be noted that the 
US and Switzerland were amongst the weakest performing 
markets. The oil price (Brent and WTI) and gold were 
essentially flat, while the broader commodity index, CRB 
Spot, was down 3%.

We think a material explanation of the Market’s strength 
during the quarter is ongoing central bank intervention, both 
current and expected, which continues to drive bond yields 
down. In this environment, many investors are looking to 
equity markets in their search for returns. 

In our opinion this environment is shifting the fulcrum of 
investing from analysis of company fundamentals and into 
the realm of central bank expectations. We believe that the 
more one forms investment decisions based on expectations 
of external intervention, rather than underlying company 
fundamentals and valuations, the more one ventures away 
from investing and approaches the realm of speculation. 

We tend to avoid predictions of fiscal and monetary 
intervention. We believe that during the past several months 
the Market’s strength has been premised on expectations 
of favourable outcomes from these factors rather than 
underlying fundamentals and valuations. In this environment 
our Fund will underperform, as it has. However, in the 
longer term, our stable of companies should generate 
superior returns at lower volatility due to the strength of 
their businesses and management, coupled with favourable 
valuations and higher visibility on sources of growth.
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6Pengana 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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RISKS TO ACHIEVING OUR AIMS

STOCK FOCUS

From a top-down perspective there are four broad 
risks that could negatively influence the Fund achieving 
itsperformance objective in the short term:

•  Low	exposure	to	financials	and	banks: the low (read: 
non-existent) exposure to banks means the Fund would 
not participate in any rally of that sector. We are currently 
avoiding banks due to the opacity of the global economy, 
particularly the multi-variate outcomes of the Brexit vote. 
However, we are researching several regions which we 
believe could present us with opportunities. These are 
countries predominantly in emerging markets that have 
favourable secular growth trends with minimal exposure 
to the problematic European banking system. 

•  Low	emerging	markets	exposure: while the Fund has 
several companies that rely on emerging market growth 
(e.g. Mead Johnson, Nestle, and Jeronimo Martins), 
we currently have no direct investments in emerging 

Ritchie Bros Auctioneers is a Canadian company that is the 
world’s largest auctioneer of industrial equipment (cranes, 
trucks, excavators, etc.). It is a company that we have followed 
for many years and long admired for the following reasons:

1.  Material competitive advantages – scale, sector knowledge, 
and ownership of key physical assets.

2. Reliable cash flow generation.

3.  Unlikely to blow up – pristine balance sheet, good 
shareholder communication, diversified geographically 
across industrial equipment subcategories.

4.  Material growth opportunities – expansion into the US and 
into new selling channels, acquisitions.

5. Valuation is acceptable – >5% FCF yield.

Our basic premise is that Ritchie Bros has a material 
opportunity to grow, which it should be able to seize given  
its competitive advantages. By way of example, while Ritchie 
Bros is the largest player in the US, it only has 4% of that 
market whereas it has 17% of the Canadian market. This 
points to a material growth opportunity in the US market,  
which Ritchie Bros has not been capturing. We believe this 
reflected a pedestrian management team and corporate 
culture. It was primarily due to this reason that we did not 
invest in the company for many years.

markets. These markets have outperformed since  
March 2016 and have been a detractor to the Fund’s 
relative performance.  

•  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 around 
exporters with dominant market shares in their end markets 
and 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 us to further 
weakness stemming from the Eurozone.

Our interest in the company was piqued following the 
appointment of a new CEO, Ravi Saligram, in July 2014. 
Subsequent to Ravi’s appointment there was a broad change 
in the rest of the company’s management team and the 
initiation of a more aggressive growth strategy. Clear evidence 
of this gave us the green light to invest in the company. 

While it is early days for the investment the early signs are 
positive. The most notable development occurred on 30 
August 2016, with the announcement of the acquisition 
of Ritchie Bros largest direct competitor, IronPlanet. This 
acquisition will enhance Ritchie Bros competitive position  
and accelerate its growth rate. It was little surprise to us  
that the company’s share price increased 24% following  
the announcement of the transaction.  

Our assessment is that following the IronPlanet acquisition 
Ritchie Bros has an unassailable competitive position and 
material growth opportunity. Ritchie Bros + IronPlanet’s gross 
auction proceeds is US$5.3Bn, which is small compared to 
the estimated size of the US market ($57Bn1) and minute 
compared to the size of the global market ($360Bn2). This 
points to many years of potential material growth, which we 
think will make Ritchie Bros look very cheap at today’s prices.

1 Ritchie Bros Auctions, Investor Day presentation, slide 33, 12 January 2015
2 ibid


