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FUND DESCRIPTION AND FEATURES 

The Pengana International Equities Fund 
invests in 30-50 companies across 
developed and developing markets, large 
and small companies.  

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

Visit our website for more information on the 
Fund 

 

 

Portfolio Managers 
Jordan Cvetanovski 

Steven Glass 

APIR code PCL0026AU 

Redemption price at 

month end  
$1.2372 

Fees  
Management fee: 1.334% 

Performance fee: Nil 

Minimum initial 

investment 
$25,000 

FUM at month end $56.1m 

Fund inception date 01/07/2015 

Benchmark 
MSCI All Country World 

Total Return Index in AUD 

 

PERFORMANCE COMMENTARY

Aim 

We aim 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 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 10%, net 
of fees, while the benchmark delivered 9.3%.  

Quarterly Performance 

The Fund delivered 4.0% for the quarter while 
its benchmark, MSCI ACWI, returned 6.1%. 
This performance was pleasing as the Fund 
has low exposure to the ‘hot' sectors (e.g. IT) 
and regions (USA and Asia) that continue to 
ramp up despite their valuations. In this 
environment cash is a performance headwind, 
as are the index put options, which (at a cost) 
provide some insurance against downside 
moves. Some granularity into the performance 
follows: 

Sector allocation – sector allocation has been a 
headwind to relative performance as the Fund 
had relatively low exposure to the IT sector, 
which was the best performing sector globally. 
The Fund’s relatively low weight reflects our 
view that many IT companies are expensive. 
However, just because valuations are full 
doesn't mean they can't become further 
stretched, as was the case in 4Q17. 

Country allocation – we believe this has been 
the single most significant headwind to the 
Fund's performance. The Fund had minimal 
allocation to the best performing markets over 
4Q17 (in fact for the whole of 2017, actually 
make that for the past two years!), which are 
mainly in Asia and include China, Korea, 
Indonesia and Hong Kong. Meanwhile, the 
Fund has significant exposure to Europe, which 
has been the weakest region. While we have 
somewhat increased our exposure to Asia, we 
continue to observe superior valuations in 
Europe, and we remain committed to the 
Fund's investments in that region. 

THE FUND’S 
PERFORMANCE 
WAS PLEASING 
GIVEN THE LOW 
EXPOSURE TO 
THE ‘HOT’ 
SECTORS AND 
REGIONS 

https://www.pengana.com
https://www.pengana.com/our-funds/international-equities/international-equities-fund/
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Successful stock selection compensated for the 
Fund’s defensive sector and country allocation. 

Stock selection – the majority of the Fund's 
stocks delivered healthy returns during the 
quarter with the standout being Wacker 
Chemie (+36% in AUD). Other notable 
performers were Dollar General (+16% in AUD) 
and Royal Ahold Delhaize (+18% in AUD). The 
only stock that delivered a meaningfully 
negative return was Celgene following a series 
of negative announcements by that company.  

MARKET COMMENTARY 

Only two words are necessary to summarize 
markets in 4Q17 – "Risk-On". In our view, 
valuations seemed to count for little during the 
quarter as the hottest sectors continued to fire, 
while the (seemingly) better value market 
segments lagged. Sector and country 
performance dispersion and the performance of 
Cryptocurrencies are symptoms of a Risk-On 
environment. 

The MSCI ACWI was up 5.3% in local 
currency, and 6.1% in AUD terms as the AUD 
depreciated against most major currencies. 

The best performing sectors were IT, Materials, 
and Consumer Discretionary. The worst 
performing sectors were Utilities, Health Care 
and Telecommunication Services.  

The better performing markets were the 
emerging/Asian markets, and included South 
Africa, India, Indonesia and Japan. The weaker 
performing markets were in Europe and 
included Italy, Sweden, Portugal, and Spain. 

Commodities were generally strong as the oil 
price rallied 18%, gold was up 1% and the 
broader commodity index, CRB Spot, was up 
1%. Special mention should also be made for 
Cryptocurrencies with Bitcoin up a staggering 
243% in 4Q17 and 1400% for the whole year! 

PORTFOLIO 

The Portfolio is 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, reasonably priced, have low 

business cyclicality, strong cash 

generation, dominant presence in their 

industries, 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 the 

potential for materially more substantial 

short-term 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 are examples of industries that 

may be represented in this segment. 

3. Opportunistic (0-20% of the Fund) – 

Opportunistic includes companies we 

believe are materially undervalued or 

whose growth has been under-

appreciated. As with Cyclical, 

Opportunistic companies offer potentially 

more attractive shorter-term gains than 

Core, however, they also tend to be 

riskier. There will be times when the Fund 

will not hold any opportunistic stocks. 

Examples of Opportunistic investments 

include earlier stage internet/health/retail 

companies and companies whose share 

prices have markedly declined. 

The Fund’s positioning is summarized as: 
 

• 88% of the Fund is invested in equities 

and 12% is held in cash – 3% of the 

equities exposure is in gold-linked shares, 

implying 85% is in (non-gold) equities.  

• Segment exposure continues to be 60-

65% in “Core”, 20-25% in “Cyclical” and 5-

10% in “Opportunistic”.  

• The Fund holds a small amount of put 

options (portfolio protection) over the 

S&P500, Nasdaq, and Euro Stoxx indices.  

• The Fund has relatively low US exposure 

(37%), limited direct Asian exposure 

(3.5%), relatively high European exposure 

(40%) and some Latam exposure (5%). 

• We have hedged a significant portion of 

the USD exposure, leaving the Fund with 

approx. 25% USD exposure. 

• Approx. 25% of the Fund is invested in 

small or mid-cap companies, 46% is in 

large-caps, and 16% is in mega-caps. 

• The Fund doesn’t currently hold any US 

banks or insurers but 7% of the Fund is 

invested in European financials.  
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• The largest industry exposures (using 

GICs) are Materials (19%), Consumer 

Staples (15%) and Information 

Technology (14%).   

 
Some implications of our positioning are: 

The Fund is relatively defensively positioned 
with: (i) approx. 15% in cash and gold-related 
stocks; (ii) USD hedging back into AUD, (iii) put 
option holdings; (iv) large allocation to relatively 
defensive industries; (v) the specific types of 
companies we purchase.  

This positioning is a headwind to the Fund 
participating in an exuberant market. As a 
result, superior stock selection is required to 
generate strong relative performance if markets 
continue their upward march.  

The Fund's absence of US banks/insurers and 
the US$ hedging will potentially be a headwind 
(from a relative sense) if the Fed aggressively 
tightens its monetary policy. Equally, the Fund 
should benefit if the Fed's tightening cycle 
proves to be less aggressive than many expect 
or if the Fed is too enthusiastic in its unwind 
leaving US markets in a precarious position. 
Our view is that the Fed tightening cycle might 
continue through this year but will come to a 
grinding halt and probably reverse course over 
the next three years. The US yield curve is 
pointing to the possibility of such a scenario. 

The Fund will benefit from a shift in global 
capital flows out of the US and into Europe. As 
we have often discussed in these pages, 
European stocks have been neglected relative 
to US stocks and are currently notably cheaper 
than their US peers. This situation is often 
attributed to the US supposedly having a 
superior economic and political environment. 
We believe the facts point to a different reality 
and Europe is presently a more attractive 
investment destination than the US. 

The Fund currently has minimal Asian 
exposure as we have found that many Asian 
companies are highly opaque. We are investing 
considerable resources to uncover Asian firms 
that meet our corporate governance standards 
as well as our financial objectives. During the 
quarter we initiated new positions in two 
Chinese companies and our team is spending 
more time in Asia. However, it will take time to 
find more Asian opportunities that fulfil all our 
requirements. 

The most material changes to the Fund during 
the quarter were: (i) increasing the cash weight 
by 4% as we sold down/exited positions that 
have approached our price targets;  

(ii) reducing exposure to the IT and Industrial 
sectors and increasing the exposure to 
Consumer Staples; (iii) reducing exposure to 
large and mega-cap stocks and increasing 
exposure to mid-caps; (iv) reducing exposure 
to developed markets (USA and Europe) and 
increasing exposure to emerging markets. 

OPINION PIECE: TECHNOLOGY 

Our biggest strategic shift has been to lower 
the Fund’s exposure to the Technology (‘Tech’) 
sector. At the start of 2017 more than 25% of 
the Fund was invested into Tech. For most of 
the year Apple, Alphabet (Google) and IAC 
were among the Fund’s largest positions. 
However, following the strong upward march of 
these stocks we have exited Apple and roughly 
halved the exposure to Alphabet and IAC. 

Today, the Fund’s exposure to Tech (using 
GICS) is 14%. We believe this figure overstates 
the true Tech exposure because it includes 
companies like TomTom, Checkpoint and 
Sabre, which are not part of the fast moving 
Tech complex. We believe our true Tech 
exposure is now less than 10%. This is a 
dramatic change from the 25% at the start of 
the year and is probably very different to most 
of our peers. 

Expectations and valuations for the FAANG 
(Facebook, Apple, Amazon, Netflix, and 
Alphabet’s Google) stocks are presently highly 
elevated. This suggest to us that they could 
significantly disappoint investors in the next 
year or so. Regulation is another consideration 
as it could be a looming existential threat to the 
future of these enormous companies.   

STOCK FOCUS 

Howard Hughes Corporation (‘HHC’) is a US-
listed real estate developer and operator of 
master planned communities (‘MPC’). A MPC 
is a large-scale privately owned development 
which typically includes a range of different 
housing options, recreational amenities (parks, 
lakes, golf courses) and other social 
infrastructure (schools, shops and medical 
facilities). They are essentially self-contained 
communities where residents can work, live 
and play. 

HHC’s core assets are: 

(1) MPC - >11,000 acres (4,400 rugby fields) 

of land in Houston, Las Vegas, and 

between Washington D.C and Baltimore. 
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(2) Commercial Property Portfolio - diversified 

portfolio of commercial property assets 

(retail, office, multi-family, hospitality) that 

is projected to produce US$264m in net 

operating income.  

 

(3) Developments – HHC’s developments are 

divided into: (i) developments within its 

MPCs (>36m square feet); (ii) Strategic 

Developments, which include major 

projects in downtown Chicago, Honolulu 

and Manhattan. 

Our analysis indicates that at current prices we 
are only paying for HHC’s MPCs and 
Commercial Property Portfolio, and we are 
getting the Strategic Developments for free.  

Between 2010 and 2016 HHC developed 
>3.9m square feet for a total investment of 
US$1.6bn. At today's prices we estimate these 
same assets would be worth more than 
US$2.4bn. The remaining development 
entitlements within its MPC alone are 
approximately 10-times larger than the earlier 
developments. If HHC can generate similar 
returns on these projects to the ones before 
them, it would generate US$8bn of incremental 
value. This is meaningful in the context of 
HHC’s current US$5.5bn valuation.  

HHC’s MPC developments are relatively low 
risk as the company controls the supply of land, 
zoning, and commercial development, thereby 
reducing the risk of overbuilding. Furthermore, 
development entitlements are already in place, 
eliminating development application risk. HHC 
owns the land debt-free, which means it can 
fund the developments from internal funds and 
relatively conservative (non-recourse) leverage. 

The Strategic Developments offer another 
source of material upside.  

(1) Hawaii (Ward Village) - HHC owns 60-

acres of beachfront property in downtown 

Honolulu. Recent nearby land sales imply 

a valuation of at least US$1.4bn for this 

land parcel. However, we think HHC will 

create substantially more value as it 

develops high-end condominiums for sale 

and retains up to 1m square feet of 

commercial developments (restaurants, 

supermarkets, shops, etc.) at the base of 

the buildings.  

(2) Manhattan (South Street Seaport) – this 

development includes 1.1m of future 

development rights in a prime location on 

the East River in Lower Manhattan with 

unobstructed views of the Brooklyn 

Bridge. Travel+Leisure named the 

Seaport the 22nd most visited tourist 

attraction in the world, drawing 

approximately 15m visitors before the 

redevelopment. HHC recently 

commenced construction of the first 

phase of the development (400,000 

square feet) which is estimated to cost 

more than US$730m and we estimate will 

add at least US$1bn in value to HHC. 

(3) Chicago (110 North Wacker Drive) – 

development of a 51-story office building 

(1.35m square feet) in a prime location in 

downtown Chicago. Construction is yet to 

commence, however, Bank of America 

has signed on as the anchor tenant, 

committing to a half-million square foot 

lease at the property. 

One of the key risks we are monitoring is the 
US property cycle where we think the shorter-
term outlook remains favourable. The economy 
is improving and interest rates remain low, 
supporting housing affordability despite rising 
house prices. Housing supply is tight in most 
markets while household formation is picking 
up (from depressed levels) as Millennials start 
moving out of their family home. These factors 
should be supportive of increasing housing 
starts. 

When we tie it all together, we think HHC is 
worth at least 40% more than the current share 
price largely based on the upside from its 
development projects. We do not consider the 
MPC developments as overly risky owing to 
HHC owning the land, the strength of its 
balance sheet and its ability to control the land 
supply. The Strategic Developments are riskier 
but are well contained within HHC’s broader 
portfolio. The management team are well-
regarded and own >20% of the company, 
making them aligned with our interests. This 
upside coupled with the well contained risks, 
management quality and potential cyclical 
benefits have led us to make HHC a relatively 
meaningful position in the Fund.
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FUND PERFORMANCE 

Net performance for periods ending 31 December 20171 

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

Fund 4.0% 19.8% 9.6% 10.0% 

Benchmark 6.1% 14.8% 11.5% 9.3% 

 

PERFORMANCE SINCE INCEPTION2 

Growth of A$100,000 

 
 

PORTFOLIO INFORMATION 

Top 10 Stocks 

Name Country Sector 

American Express Company United States Financials 

Dollar General Corporation United States Consumer Discretionary 

IAC/InterActiveCorp. United States Information Technology 

Medtronic plc United States Health Care 

Novo Nordisk A/S Class B Denmark Health Care 

Oracle Corporation United States Information Technology 

Potash Corporation of Saskatchewan Inc. Canada Materials 

Reckitt Benckiser Group plc United Kingdom Consumer Staples 

Royal Ahold Delhaize N.V. Netherlands Consumer Staples 

Wacker Chemie AG Germany Materials 

 

Largest 3 contributors (for quarter) Largest 3 detractors (for quarter) 

Wacker Chemie AG Celgene Corporation 

Dollar General Corporation TomTom International B.V. 

Novo Nordisk A/S Class B Flow Traders NV 

SECTOR BREAKDOWN 

 

CAPITALISATION  

 

SEGMENT  

  

GEOGRAPHIC 

STATISTICAL DATA

Fund portfolio summary    

Volatility3 10.37% Number of stocks 43 

Beta (using daily returns) 0.92 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 Capi tal 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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