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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 31 March 20191 

 1 mth 3 mths 1 yr 3 yrs p.a. 5 yrs p.a. 10 yrs p.a. 

Since 

Inception 

p.a.2 

Pengana Emerging Companies Fund 
2.6% 10.1% 0.8% 9.7% 10.6% 16.5% 13.1% 

S&P/ASX Small Ordinaries Index 
-0.1% 12.6% 5.8% 11.4% 8.0% 8.4% 4.8% 

Outperformance 
2.8% -2.5% -5.0% -1.7% 2.6% 8.2% 8.3% 

S&P/ASX Small Industrials Index3 
0.4% 12.7% 7.8% 9.4% 8.6% 12.0% 5.8% 

Outperformance 
2.2% -2.7% -7.0% 0.3% 2.0% 4.5% 7.3% 

 

FUND COMMENTARY 

The Fund rose 10.1%1 over the March quarter, underperforming the Small Industrials Index by 2.7% and the Small Ordinaries Index by 2.5%. For the 
12 months to March, the Fund was up 0.8%1, underperforming the Small Industrials Index by 7.0% and the Small Ordinaries Index by 5.0%.  

Following a dreadful end to 2018, global markets bounced sharply in the March quarter. The remarkable reversal was driven by a strong signal from 
the US Federal Reserve that further interest rate increases would be placed on hold. Also, data from the Chinese economy showed a recovery in 
industrial activity, adding to the strength. US markets rose a remarkable 13% in the March quarter, while the Nasdaq rose 16.5%. Bond markets also 
reversed strongly in the quarter, on the expectation of benign inflation and possible rate cuts should the recent softness in the global economy prevail.  

This rally is a reminder of the power of low interest rates, notwithstanding darkening economic clouds, and also poses questions as to the process of 
the eventual unwinding of balance sheets down the track.  

The Australian market rose 10.9%, to finish 13% above the low set in late December. Australian 10-year bond yields fell to 1.77%, below the record 
levels set in mid-2016, reflecting weakening economic conditions relating to a fall in house prices and spill-over effect into the general consumer 
environment. The upcoming election has added to the short term drag on activity.  

While the consumer and housing construction sectors remain under pressure, we remain confident in the outlook for mining and infrastructure 
spending. The iron ore sector (RIO, BHP, FMG) has re-started mine development programs following the post-boom hangover, while strong coal and 
gold (esp in A$) prices also underpin spending. Infrastructure spending is now a local, state and federal government priority given Australia’s rapid 
population expansion – witness the recent 33% boost in infrastructure spend announced in the Federal Budget. This activity should benefit our 
investment in Seven Group and Emeco, which are well diversified plays on the theme.  

Weakening bonds yields drove a 15% rally in the Australia property sector during the quarter, which we benefitted from via a 38% increase in our 
sizeable investment in fund manager Charter Hall. While we have taken some profits, we are encouraged by the remaining wide gap between funding 
(interest rates) and rental yields in non-residential property, and hence Charter Hall’s growth opportunity.  

Tech stocks globally have been very strong – the Nasdaq is now 26% above its lows set in December. The Australian tech sector is dominated by 
smallcap stocks such as Afterpay, Altium, Appen, Promedicus, and Wisetech, etc, which rallied between 35-50% in the quarter. We have active 
investments in Promedicus and Altium, however believe the valuations of most of the other tech stocks are stretched given the formative nature of the 
business models, and execution risks involved in such immature industries. Our conservatism will likely see us underperform in times where 
valuations are ignored, however we remain disciplined in our strict valuation criteria.  

Our performance was negatively impacted by two similar stocks (MacMillan Shakespeare and Smart Group), which provide salary packaging and 
novated leases in the government and corporate sector. The 10-15% decline in share prices has been caused by a slower auto retailing sector (which 
does not strongly impact these companies given their exposure to defensive industries), and the perceived risk of regulatory pressure following the 
Royal Commission into the banking sector. While we do not believe the regulatory risk is high in these stocks, investors have been rattled by the 
effect of decisions such as the banning of mortgage broker trail commissions (since reversed), which has seen a dramatic de-rating of the sector.  

Reporting season for us was mixed, with very strong results from stocks such as Altium, Charter Hall, Cleanaway, Clover Corp, Lifestyle Communities 
and Promedicus, and disappointing results from Bingo Industries (which we sold) and Capitol Health.  

Recent volatility can be distracting, however we remain resolutely focussed on the medium to long term growth drivers of our key investments. Recent 

weakness has opened up attractive opportunities in stocks which we like at more appealing valuations. 

 

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 

During the March quarter, we established positions in ALS Corp, Breville, and IPH Group.  

ALS Corp provides laboratory testing and verification services globally in the mining, environmental, food science, and pharmaceutical sectors. The 

stock fell 24% in the December quarter, which opened up an attractive entry point for us to establish a position. The non-mining segments are 

showing solid medium term growth (esp environmental), whilst the mining area has the potential to recover further assuming commodity prices 

remain buoyant.  

Breville sells premium home appliances in the US and Australian markets and is emerging as a strong player in the European marketplace. The 

company posted 15% revenue growth in the December half, and 20% profit growth, and has a very large addressable market.  

IPH Group is the leading provider of intellectual property services (patent and trademark registration and maintenance), with a stable client base and 

growing presence in the Asian region. The company announced a takeover offer for listed rival Xenith IP, which, if successful, will potentially boost 

EPS substantially over the medium term given the potential for cost savings in the combined group.  

We added to our investments in Cleanaway, EML Payments, and Equity Trustees following positive results and improving outlooks. We also added 

to our position in Navigator Global after assessing that the share price had over-reacted to slippage in their earnings in the short term.  

Following very strong rallies, we took some profits in Alliance Airways, Altium, Charter Hall, Jumbo Interactive, Promedicus, and Steadfast 

Group. Reflecting rising apprehension over regulatory risk we reduced our investments in Smart Group and MacMillan Shakespeare.  

We sold out of Bingo Industries following the profit warning in February, as we discerned the company had lost control over its rapid growth profile/ 

Key stock moves during the quarter 

 Charter Hall (+38%) was very firm following a 15% rally in the Australian property sector, and another strong result showing 

22% growth in funds under management, and 13% growth in earnings per share.  

 Jumbo Interactive (+80%) rallied significantly, posting growth of 58% in revenue and 138% in profits in the December half, 

as on-line purchases of lotto tickets replace physical purchases, and reflecting a buoyant period for “super jackpots” in 

Powerball and Ozlotto.  

 Seven Group (+24%) bounced after its interim result showed 60% growth in earnings per share, and management 

confirmed the operating environment remained buoyant. 

 Clover Corp (+51%) released an interim profit result showing a 10% rise in revenue and 40% rise in profits, as the adoption 

of its fish oil based omega 3 product continues, especially via infant milk formula into the Chinese and European markets.  

 Technology One (+30%) has been further re-rated after clarifying the benign impact of the change in its revenue profile last 

year.  

 Promedicus (+36%) continues to grow revenues and profits at phenomenal rates (up 50% and 184% respectively in the 

December half), as the company’s innovative “Visage” software wins further contracts in the US and European markets.  

 Bingo Industries (-18%) posted a significant downgrade to earnings in February due to lower construction based volumes, 

price competition, and delays in the benefits of its capital expenditure program. The company has grown rapidly, and we are 

wary of further potential teething problems, hence we sold our position immediately after the warning.  

 McMillan Shakespeare (-14%) and Smart Group (-11%) have both fallen due to the perceived risk of a regulatory pinch on 

commissions in the novated lease industry. This fear currently has very little basis, but the heightened focus on financial 

services following the Royal Commission has seen a “shoot first, ask questions later” approach.  

 

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 60 companies. The table below shows the listed companies with which we had direct contact during the period. In 

addition, there are many unlisted competitors, suppliers and prospective listings that we have also met. 

5G Networks Emeco Holdings McMillan Shakespeare Readytech 

Alliance Airways EML Payments Medical Developments Redhill Education 

ALS Ltd Empired Moelis  Reliance Worldwide 
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Altium Equity Trustees Nanosonics Rhype 

AUB Group G8 Education National Veterinary Servecorp 

Aumake GUD Holdings Navigator Global Seven Group 

Ausdrill Helloworld Netwealth SG Fleet 

Bapcor HUB 24 NIB Holdings Smart Group 

Breville Imdex NZX Steadfast 

Capitol Health IPH Ltd People Infrastructure Think Childcare 

Charter Hall Iress Technologies Phoslock Viva Energy 

Cleanaway I-Select Pinnacle Investments Vocus 

Clover Johns Lyng Group Powerwrap Xenith IP 

CML Group Jumbo Interactive Praemium   

Corporate Travel  Kogan Promedicus   

Coventry Lifestyle communities QMS Ltd   

 

FUND DESCRIPTION 

The Pengana Emerging Companies Fund seeks to combine the skills of highly experienced small company investors (over 45 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 

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. 

For more information on the fund click here 

 

 

Style Bottom up stock picker Management Fees4  1.3340%  

Benchmark 
S&P/ASX Small Ordinaries 

Accumulation Index 
Performance Fees4 

20.5% of the performance above the 

benchmark 

Investors Closed to new investors Fund Size 0.5% of the benchmark capitalisation 

Number of Stocks in 

the Portfolio 
50-60 FUM at Month End A$783.0m 

Inception Date 1 November 2004 
Application Price  

at Month End 
A$2.1963 

Identification Code(s) 
APIR PER0270AU  

ARSN 111 894 510 

Redemption Price  

at Month End 
A$2.1832 

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 

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