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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 September 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 
2.2% 6.7% 0.4% 8.8% 12.3% 12.7% 13.5% 

S&P/ASX Small Ordinaries Index 
2.6% 3.1% 3.9% 8.8% 9.6% 4.5% 5.1% 

Outperformance 
-0.4% 3.6% -3.5% 0.0% 2.7% 8.1% 8.4% 

S&P/ASX Small Industrials Index3 
3.3% 3.9% 6.9% 9.1% 10.3% 8.3% 6.2% 

Outperformance 
-1.0% 2.8% -6.4% -0.3% 1.9% 4.4% 7.3% 

 

FUND COMMENTARY 

The Fund rose 6.7%1 over the September quarter, outperforming the Small Industrials Index by 2.8% and the Small Ordinaries Index by 3.6%. For the 
12 months to September, the Fund was up 0.4%1, underperforming the Small Industrials Index by 6.4% and the Small Ordinaries Index by 3.5%.  

Globally markets were volatile during the September quarter with trade tensions dominating sentiment especially in early August. The US market rose 
1.7% over the quarter as August losses were reversed during September. Predicting the daily newsflow relating to global trade is not a worthwhile 
exercise given the forces at play, hence this will no doubt remain a source of volatility.  

Interest rates are the other key driver of markets, and despite some volatility, bond markets also remained well supported during the period on the 
expectation that rates would potentially fall further, and most likely stay low for a long period of time. Meanwhile most economic data point to 
softening conditions in the US, Europe and Australia proving that interest rates a much stronger driver of markets than the economic outlook.  

The Australian market followed global leads, rising 1.5%, with smallcap stocks rising 3.1%. Mining stocks underperformed during the quarter due 
mainly to an 18% fall in iron ore prices and 9% fall in the price of oil. The gold price was up 4%, having risen 23% over the past twelve months. The 
commodity has generated strong interest as a safe haven given the volatility in markets, currencies, and economic data over the past 12 months.  

The domestic economy is clearly weak in the short term due to the distractions of the election, lower house prices and lower residential construction 
activity. Consumer sentiment recovered slightly after the election however this may have been a “sugar hit” as recent readings have deteriorated. It 
seems the talk of lower interest rates has had the perverse effect of creating doubt in the consumer’s mind, rather than encouraging spending through 
more affordable finance. The RBA is expected to make further cuts this year, but this may have limited effect on real economic activity, and serve as 
nothing other than a cushion against the threat of a strong currency.  

House prices, on the other hand, are starting to show signs of recovery after the worst correction since the GFC. The domestic consumer is closely 
linked to house prices, hence the potential for some positive rub-off over the coming 12 months. Tax cuts are also flowing through which will aid 
activity. The domestic economy is tilting away from a reliance on residential building towards infrastructure and mining activity. Such a transition is 
rarely perfect, however gives some cause for comfort beyond the very short term.  

If we use the assumption that interest rates will be lower for longer (no longer a bold assumption) we see continued support for asset prices, 
especially domestic property which will benefit our holding in Charter Hall. The company is capable of borrowing at rates below 3%, and can invest in 
industrial/office/retail assets with rental yields of over 5% with long-term rental increases above CPI, hence we would expect the demand for its funds 
to remain strong.  

We further sold down our holdings in high growth tech stocks which have performed very well (eg EML Payments, Jumbo Interactive, 
Promedicus). Overall we are highly wary of the current valuations ascribed to stocks such as Wisetech, Afterpay, Xero etc. Easy money never lasts 
forever, and the lack of downside protection in such a fast moving sector is a concern. 

Our portfolio is highly skewed towards companies which have the capacity to grow in any economic environment. We have selective cyclical exposure 

where the implied valuations are too pessimistic, and remain active in our search for new investment ideas.  

 

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 September quarter, we established positions in AP Eagers, Napier Port (NZ), New Zealand Stock Exchange, and Propel Funerals.  

AP Eagers is Australia’s largest car retailer and recently announced its intention to merge with the second largest player, Automotive Holdings. We 

believe the merger will result in very strong synergies, and also expect new car sales to recover following a 15% drop in volumes over the past 18 

months.  

Napier Port was an IPO which we invested in, based in New Zealand. The company operates the port facility in Napier (on the east coast of the north 

island) which provides services to local primary producers (esp dairy, lumber) and tourism operators. The company plans to use the funds from the 

IPO to expand its capacity through a $125m capital program.   

New Zealand Stock Exchange is the monopoly operator with a range of additional revenue streams emanating from its client base. The company 

derives fees from listed entities, financial planners, brokers, and utility operators, and is looking at more sophisticated technology platforms in order to 

increase the depth of the market and grow trading volumes.  

Propel Funerals is the second largest funeral operator in Australia, and is growing via the acquisition of family owned businesses. The company is 

well funded, and focussed on purchasing operators which offer a modern service which is increasingly important as consumer preferences in the 

industry change.  

Following strong results in August, we added to our investments in City Chic Collective (plus-sized female fashion), Equity Trustees (diversified 

financial services), and Seven Group (equipment sales and services, primarily for the mining and infrastructure markets). 

Following very strong rallies, we took profits in Promedicus (up 123% over 12 months), EML Payments (+170%), Jumbo Interactive (+218%), and 

IPH Ltd (+81%). 

We sold out of our position in Alliance Aviation, as it traded towards our price target, and also sold our investment in Sealink as we reassessed our 

long term assumptions on the growth outlook.  

Key stock moves during the quarter 

• City Chic Collective (+42%) rose after posting profit growth of 67% driven by 13% sales growth. The company is 

establishing a strong presence in the US market through its on-line offering, which was recently enhanced by the acquisition 

of “The Avenue” which offers a value range into City Chic’s existing core customer base.   

• Clover Corp (+54%) rallied significantly, posting growth of 22% in revenue and 33% in profits driven by strong growth in 

volumes of its dried omega 3 (fish oil) additive primarily into the infant formula market. The Chinese government is actively 

encouraging imports of formula via its “bonded warehouse” system which has replaced the somewhat unpredictable suitcase 

traders (daigou), which is positive for Clovers customers.  

• EML Payments (+44%) continues to perform well, posting 37% revenue growth and 40% profit growth. The company has 

established a strong reputation through its technology which facilitates awards, incentives, payouts and supplier payments. 

EML operates in Australia, Europe and the US and has significant growth opportunities in all regions.   

• McMillan Shakespeare (+34%) and Smart Group (+46%) both offer salary packaging and novated lease services. The 

sector was under a cloud over the prior nine months due to slowing car sales volumes, and the perceived threat of 

regulatory disruption. Both companies posted respectable results which proved they are largely immune from car sales 

trends (as their customers tend to operate in non-cyclical industries). This refocussed investors on the high quality nature of 

the underlying revenue streams, hence a strong bounce in both stocks.  

• Cleanaway (-16%) fell notwithstanding a solid result in FY19 showing 43% profit growth, as the company guided to a slower 

rate of growth in FY20 due to increased sorting costs as China raised the bar on the quality of recycled goods it would 

purchase. The company remains high quality, and a core investment of ours despite this mild blemish. 

• Monadelphus (-16%) is a small position in our fund, which we believe will benefit from the recovery in capital expenditure in 

the mining sector. The stock came under short-term pressure due to an expected dip in earnings as existing projects roll off. 

Our industry feedback strongly suggests the opportunities in the sector will re-emerge over the coming 12-18 months, hence 

we retain our investment.  

• Navigator Global (-15%) is a hedge fund operator, which suffered mild outflows during the year. The company has a strong 

track record over 20 years plus, and a reasonably consistent track record, hence we retain our relatively small investment on 

the basis that the stock price is ignoring any long term growth potential and is hence oversold.  
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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 68 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. 

Adelaide Brighton Corporate Travel Lifestyle Communities Propel Funerals 

AFG Group Count Plus Mader Group PWR Holdings  

Alliance Avaiation Emeco Holdings McMillan Shakespeare Raiz Corp 

AMA Group EML Payments Monadelphous Redhill Education 

AP Eagers Equity Trustees My Net Fone Retail Food Group 

AUB Group Fineos Nanosonics Retail Zoo 

Audinate Flight Centre Napier Port Rhipe 

Bapcor Gage Road Breweries National Vet Rural Funds Group 

Breville Group GUD Holdings Navigator Global Sealink 

Capitol Health Helloworld Netwealth Seven Group 

Centuria Capital HUB24 NIB Holdings Smart Group 

Chart Hall Integrated Diagnostics NRW Holdings Star Combo 

Chorus Ltd IPH Group NZX Group Steadfast 

City Chic Collective I-Select Onsite Rental Temple and Webster 

Cleanaway Industries Jumbo Interactive Pinnacle Investments Uniti Wireless 

Clover Corp Kathmandu Praemium Viva Energy 

Consolidated Group Kogan.com Promedicus Whispir 
 

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$819.0m 

Inception Date 1 November 2004 
Application Price  

at Month End 
A$2.3963 

Identification Code(s) 
APIR PER0270AU  

ARSN 111 894 510 

Redemption Price  

at Month End 
A$2.3820 

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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