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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 30 June 2018 

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 -0.7% 5.6% 19.8% 16.1% 16.0% 12.7% 14.2% 

S&P/ASX Small Ordinaries Acc Index 1.1% 7.7% 24.3% 15.0% 11.6% 2.6% 5.2% 

Outperformance -1.8% -2.1% -4.5% 1.0% 4.4% 10.1% 9.0% 

S&P/ASX Small Industrials Acc Index3 1.4% 6.8% 18.4% 12.9% 11.8% 7.1% 6.0% 

Outperformance -2.1% -1.2% 1.4% 3.1% 4.2% 5.6% 8.2% 

 

Fund Commentary 
 
The Fund rose 5.6%1 over the June quarter, underperforming the Small Industrials Index by 1.2%1 and the Small Ordinaries by 2.1%1. For the 12 
months to June, the Fund was up 19.8%1, outperforming the Small Industrials Index by 1.4%1 but underperforming the Small Ordinaries 
Index by 4.5%1. Over the year the Small Resources Index rose near 50% after many years of being in the doldrums.  As a reminder we do not 
invest in this sector as we firmly believe that mining company’s prospects will largely be determined by commodity price movements and exploration 
successes that are largely unpredictable and beyond management’s control. Accordingly, they are investments that we consider too speculative for 
this fund.   
 
The broader Australian market rose 8.5% to hit a ten year high and in the process post its best quarterly return since the March quarter of 2015. 
This performance was particularly strong given the risk of trade wars between the United States and China has escalated as the countries failed to 
find a solution in their negotiations. Interestingly these threats did influence the Chinese stock market where the Shanghai Composite Index was 
down 8% for the month of June whilst having less of an effect on the US market which was relatively flat.  The Australian resources sector was 
again buoyant rising 10.4% over the quarter principally in response to an 11% rise in the oil price and a near 4% fall in the $A against the US$. 
  
The Governor of the Reserve Bank of Australia’s recent statements signalled they are seeing some softness in certain parts of the economy has led 
to expectations that interest rate hikes will be pushed out to late 2019. Early signs of weakness in the economy are consistent with our view that as 
the housing market cools many Australian households will feel less wealthy and will adjust their spending habits accordingly. Some recent data 
supporting our concern are headline new vehicle sales across Australia falling 2% over the quarter, and 3% in June, and profit warnings over the 
last two weeks from Sigma Healthcare and Pacific Smiles signalling that trading conditions in May and June were particularly weak. So whilst the 
macro backdrop in Australia remains broadly positive there is no doubt operating conditions have recently deteriorated as the economy prepares for 
what is hoped is a soft landing in the housing market. For this reason we, for now, have near zero exposure to companies operating in the retail, 
automobile and housing sectors.         
   
The financial sector was very volatile over the quarter on the back of damning evidence provided to the Banking Royal Commission. Among a long 
list of likely losers from the enquiry will be the banks, financial planners and mortgage brokers. The obvious winners will be the independent 
technology platform providers to the advisory market; these companies include Netwealth, Hub24 and Praemium. We see an acceleration in the 
shift away from aligned advice playing out over the next two to three years and a correspondently large amount of Funds under Advice being moved 
from the old legacy bank owned platforms to the independent platform providers. This trend was playing out well before the Royal Commission had 
even commenced with bank and AMP aligned adviser numbers falling 11% over the last year. With Netwealth and Hub24 enjoying a 22% and 12% 
share, respectively, of recent net flows in the platform space we see many years of strong growth ahead for these disrupters of the market.        
 
Our fund has been operating for near 14 years without any change to the investment management team or approach to stock selection. Our 
unwavering belief is that sound stock selection is built around an active company visitation program that allows a keen eye to identify both valuation 
upside and specific investing risks of each opportunity. Capital preservation is one of our most important tests that each stock must pass before 
being considered for inclusion into the portfolio.    
 
 

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 positions in Clover Corporation, Emeco Holdings and Integral Diagnostics. We added to our positions in Bingo Industries, 
Lifestyle Communities, Pinnacle Investment Management and Reliance Worldwide. We sold our holdings in RCR Tomlinson, Tourism 
Holdings, Pendal Group, GUD holdings and Noni B. 
 
Clover Corporation refines omega-3 oils from tuna and encapsulated bioactive ingredients for infant formula, children’s foods and supplements. The 
company is operating in an area of very high demand globally. The Chinese demand for Australasian infant formula is well known and the omega-3 
oil encapsulated by Clover is one of the main reasons for its popularity.  
 
Emeco Holdings’ business model is primarily focused on heavy equipment rental into the resources sector.  Following recent acquisitions Emeco 
has a market leading position and is highly leveraged to the resources industry upswing.  
 
Integral Diagnostics is a nationally diversified diagnostic imaging company with operations across VIC, QLD and WA. We are attracted to the strong 
underlying market growth in imaging of circa 5-7% pa as preventative care and an ageing population drive demand. In addition, Integral Diagnostics 
has shown a sensible approach to corporatising the fragmented sector via acquisitions.     
 
RCR Tomlinson was sold as we revised downward our valuation after factoring in poor cashflow delivery and a mining division that has recently 
moved into losses.  
 
We sold our stock in Tourism Holdings after seeing the share price rise from $1.25 to around $6.70 over the four years we have held the stock. 
Whilst prospects for the well-managed company remain sound the share price hit our valuation for the company thus triggering the sale.  
 
Our remaining small balance in Pendal Group (formally BT Investment Management) was divested due to concerns surrounding increasing costs 
and slower growth in funds under management. 
 
GUD Holdings and Noni B’s recent share price rises led to their removal from the portfolio as they breached our valuation targets.  
 

 
Key stock moves during the June quarter 

 

• Praemium (+50%) rose strongly after announcing a number of important customer wins whilst also being seen as a likely beneficiary of 
the Banking Royal Commission. 

 

• Clover Corp (+49%) rerated due to the continual turnaround of the business following improved management practices and strong 
underlying demand by baby formula companies for Clover’s ingredient. 

 

• Pinnacle Investment Management (+26%) has continued to perform strongly in response to strong fund inflows across their network of 
fund managers. In particular Antipodes international share offering has proven a big hit with advisors.  

 

• Reliance Worldwide (+25%) rallied after the announcing the acquisition of European based John Guest Holdings. The acquisition opens 
up a new range of products and markets to sell their “push to connect” plumbing supplies into.   

 

• Integral Diagnostics (+26%) rose in response to the acquiring a number of radiology businesses across Geelong, Perth and New 
Zealand. 

 

• RCR Tomlinson (-25%) continued its fall after recent disappointing profit results and a recent lack of contract wins.  
 

• Hansen Technologies (-24%) fell as the company downgraded their 2018 profit expectations and has forecast their 2019 revenue to fall 
short of the 2018 number. Whilst the longer-term prospects for the company have not changed the extent of the fall into 2019 did lead us 
to trim our position in the stock. 

 

• Technology One (-18%) dropped in response to a below expectations profit result announced in May.  
 

• NIB Holdings (-10%) was impacted by negativity surrounding the private health insurance industry. Concerns are increasing around 
consumer affordability and the impact that the Labor party’s policy of capping yearly premium increases to 2% pa might have on the 
profitability of the sector.  
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Company Visits 
 

Our central belief is that contact with management is the key to unlocking value within the small cap sector; hence during the quarter we made direct 

contact (one on one) with over 46 companies. 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). 

 

Genex Power P2P transport Eroad  Mainfreight 

Blue Sky NIB Holdings Abano Health Mastermyne Group 

Motorcycle Holdings Michael Hill International Bingo Industries Fisher & Paykel Healthcare 

People Infrastructure Eclipx Group  Serko Empired 

Clover Corporation Spirit Telecom Pivotal Specialty Fashion 

Admedus Aumake Int Marley Spoon SRG  

EML Payments Emeco Holdings Technology One Pro-Pac Packaging 

Australian Finance Group Noni B Greencross  

Invocare Prospa  Axsesstoday  

ZIP Co Afterpay Touch Shine Corporation  

Blackmores Lovisa National Dental  

Jumbo Interactive Ryman Healthcare Restaurant Brands  

HRL Holding Specialty Fashion GWA 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 
Approximately 0.5% of the 
Benchmark capitalisation 

Number of stocks in portfolio 50-60 FUM at Month End $936m ($815m ex-distribution) 

Inception Date 1 November 2004 
Application Price at 
Month End 5 A$2.7892 

Identification Code(s) 
APIR PER0270AU  
ARSN 111 894 510 

Redemption Price at 
Month End 5 

A$2.7726 

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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