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Dear Fellow Shareholders,

Looking back on my first year as 
Chairman of Perpetual Equity 
Investment Company Limited 
(the Company), I am honoured to 
have been part of a listed investment 
company managed by one of 
Australia’s most experienced fund 
managers. We have shared a firm 
commitment to deliver long term 
growth and consistent, reliable income 
to shareholders.

The Company first listed on the ASX 
in December 2014, raising more than 
$250 million. At the time, it was the 
largest raising for a listed investment 
company (LIC) following the global 
financial crisis. Since then, the LIC 
sector has grown substantially, 
giving investors access to a range of 
transparent, liquid financial products. 

I would like to thank our existing 
shareholders for your continued 
support of the Company and welcome 
any new investors.

HIGHLIGHTS
I am pleased to share with you the 
following highlights for the financial 
year ending 30 June 2018:

•	 The Company has declared a 
fully franked final dividend of 3.3 
cents per share, which brings total 
dividends declared for FY18 to 6.3 
cents per share fully franked. This 
provides you with a cash dividend 
yield of 5.38% and a gross dividend 
yield of 7.55% (taking franking 
credits into account)1 and represents 
an impressive increase of 1.6 cents 
per share fully franked on the total 
dividend declared in FY17.

•	 Net profit after tax (NPAT) of $24.8 
million and an operating profit 
before tax of $32.3 million.

•	 Net Tangible Assets (NTA) after tax 
per share grew by 3.8% to $1.14 as of 
30 June 2018.2

•	 Investment returns over the year to 
30 June 2018 were 12.0% net of fees, 
expenses and before tax paid.3

•	 Total shareholder return (dividends 
and share price appreciation) was 
18.8%.4

INVESTMENT PERFORMANCE
The 2018 financial year saw share 
prices continue to grow in local and 
global share markets. We are pleased 
to report that over the financial year 
we achieved our investment objective 
to provide investors with a growing 
income stream. 

The Manager has also delivered 
strong investment performance for 
shareholders of 9.8% per annum since 
the Company’s inception in December 
2014.3 Portfolio Manager Vince 
Pezzullo, along with his team, has 
continued to work hard to identify high 
quality companies with sustainable 
earnings, strong balance sheets 
and sound management, trading at 
attractive valuations to deliver these 
returns to you. 

The net investment return after 
management fees and operating 
expenses and before tax paid of 12.0%3 
has been achieved with the benefit of 
diversification to global securities and 
the flexibility to hold relatively high 
levels of cash.

1 Based on a grossed up dividend of 8.8 cents per share (grossed up to take franking credits 
into account), and the closing share price of $1.17 on 30 June 2018.

2  ‘After tax’ refers to after tax paid and provisions for deferred tax on set-up costs and on 
unrealised gains and losses in the Company’s investment portfolio.

3  Returns have been calculated on the growth of Net Tangible Assets (NTA) after taking into 
account all operating expenses (including management fees) and assuming reinvestment 
of dividends and excluding tax paid. Any provisions for deferred tax on set up costs and on 
unrealised gains and losses are excluded. 

4  Total shareholder return assumes reinvestment of dividends.
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CAPITAL RAISING
To meet investor demand and 
further position the Company for 
future growth we are undertaking a 
capital raising. This will include an 
Entitlement Offer for eligible existing 
shareholders of 1 new share for every 
4 owned raising up to approximately 
$71.24 million, at an issue price of $1.12 
and a $30 million General Offer. If the 
Entitlement Offer is not fully taken up, 
an offer of the shortfall will be made to 
the general public, including eligible 
shareholders who wish to apply for 
additional new shares in excess of their 
pro rata entitlement.

All new shares issued under the capital 
raising will receive the 2018 final 
dividend. We are pleased to be able to 
offer this opportunity to both existing 
shareholders and new investors.

PORTFOLIO OF HOLDINGS
As at 30 June 2018, the Company held 
a high quality portfolio of 28 Australian 
and global listed securities. The 
Company’s portfolio was invested in 
the following asset classes: 

•	 67% in Australian listed securities 

•	 9% in global listed securities 

•	 24% in cash. 

The Company can hold up to a 
maximum of 25% in cash. Holding 
higher levels of cash provides downside 
protection and flexibility to take 
advantage of opportunities when they 
arise. The Manager is comfortable with 
the construction of the portfolio and 
the quality assets in the portfolio. The 
Manager remains committed to buying 
shares in high quality companies using 
a fundamental, bottom-up investment 
approach. This allows the Manager to 
find true value in a stock while ignoring 
the ‘noise’ created by external factors. 
Further information can be found in the 
Portfolio Manager’s report.

DIVIDENDS
The Board’s objective is to pay a regular 
dividend and we remain focused on 
achieving this objective for shareholders. 
It is the intention of the Board that, 
where possible, the Company will pay 
fully franked dividends twice a year. 
Factors considered by the Board when 
paying a dividend include the level of 
profit reserves, the franking account 
balance, future earnings, financial 
conditions, capital requirements and 
future prospects. 

The Board is pleased to announce a 
fully franked final dividend of 3.3 cents 
per share, bringing total dividends 
declared for FY18 to 6.3 cents per share 
fully franked. This will provide our 
shareholders with a cash dividend yield 
of 5.38% and a gross dividend yield 
(taking franking credits into account) 
of 7.55%1.

The Company is focused on paying 
dividends that provide a yield which 
compares favourably to the Australian 
market yield. Historically global 
stocks have provided a lower dividend 
yield than the Australian market. 
We recognise that our shareholders 
value a strong and sustainable, fully 
franked dividend stream. Throughout 
FY18 the Manager has steadily built a 
healthy franking account. In addition to 
the franking credits generated through 
the receipt of franked dividends paid 
by Australian securities in the portfolio, 
the Manager has successfully generated 
franking credits from the global 
component of the portfolio by actively 
realising gains on global stocks. 

We believe this will assist us in 
delivering a sustainable fully franked 
dividend in future years. Total dividends 
declared in FY18 represent a significant 
increase on our 4.7 cents per share total 
dividends declared in FY17 and reflects 
the growing maturity of the Company. 

Important dates for this dividend 
payment are as follows: 
•	 Ex Dividend Date 18 October 2018 
•	 Dividend Record Date 19 October 

2018
•	 Dividend Payment Date 2 November 

2018. 

The dividend reinvestment plan will 
be temporarily suspended due to the 
capital raising.

COMMUNICATING WITH YOU
We understand the importance of 
keeping shareholders informed and 
that in a digital era our shareholders 
would like access to information about 
their investments when and where 
they want. With this in mind,  
www.perpetualequity.com.au provides 
you with accessible, up-to-date 
information about the Company’s 
investment performance, news and 
insights from the Manager and the 
Manager’s investment philosophy. 

The website displays Net Tangible 
Asset statements daily and share 
price information, providing greater 
transparency for shareholders. 

We produce a monthly newsletter 
which provides a regular summary of 
the Company’s performance and the 
Manager’s view on the market. The 
newsletter is available on our website 
and you can subscribe to have it 
emailed to you on a regular basis.

The Company will also be holding a 
series of shareholder updates in capital 
cities during September 2018, giving 
you an opportunity to hear first-hand 
how your capital is being invested. 
Please refer to our website for the event 
dates and how to register. 

In addition, the Board values the 
opportunity to meet shareholders, and 
our fourth Annual General Meeting 
will be held on Thursday 1 November 
2018 at Perpetual’s Sydney office (Level 
18, 123 Pitt Street, Sydney NSW 2000). 

Yours sincerely,

Nancy Fox
Chairman
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1  Based on a grossed up dividend of 8.8 cents 
per share (grossed up to take franking 
credits into account), and the closing share 
price of $1.17 on 30 June 2018.



MARKET OVERVIEW 
The Australian equity market, as 
measured by the S&P/ASX 300 
Accumulation Index, rose +13.2% in 
the financial year to 30 June 2018. The 
market was well supported by positive 
economic data over the year, including 
the Reserve Bank of Australia holding 
interest rates at a record low of 1.5% 
and the unemployment rate ending the 
year lower at 5.4%. The Federal Budget 
highlighted the Government’s intentions 
of increased infrastructure spending 
over 2018/19 and an anticipated return to 
fiscal surplus earlier than expected. The 
Turnbull Government’s proposed three-
staged $144 billion income tax cuts were 
passed through the Senate, with the first 
stage coming into effect on 1 July 2018. 

Rising commodity prices, symptomatic 
of a maturing economic cycle, 
benefited the resource sector which 
was among the best performing sectors 
of the market. Industrials continued 
to trade at historically elevated levels 
whilst the financial sector remained 
in the spotlight for much of the year 
owing to the government’s decision 
to undertake a Royal Commission 
into banking.  Industrial stocks 
(+6.2%) underperformed resource 
stocks (+38.8%) and large cap stocks 
(+9.9%) underperformed small cap 
stocks (+22.7%). Value stocks (-0.1%) 
also underperformed growth stocks 
(+22.0%) as measured by the MSCI 
Australia Value and MSCI Australia 
Growth indices, respectively. 

Global equity markets also delivered 
strong gains over the year with all 
major U.S. indices – the S&P 500 Index 
(+14.4%), Dow Jones Industrial Average 
(+13.7%) and Nasdaq Composite 
(+22.3%) - reaching new highs. These 
gains were made despite a year which 
was dominated by ongoing changes 
to U.S. policy settings as the Trump 
administration settled into office. 
Confidence was renewed off the back of 
large tax cuts at the end of 2017, which 
helped drive economic activity meaning 
the US Federal Reserve was able to lead 
other central banks into a tightening 

policy. The only headwind that existed 
in the U.S. was rising concerns about 
trade protectionism. Technology 
stocks were the standout, driven by the 
continued dominance of a handful of 
large technology platforms (Facebook, 
Amazon, Netflix, Google). Energy and 
Materials stocks benefited from the 
continued reflation theme in the global 
economy. The threat of rising interest 
rates caused yield proxy and leveraged 
sectors like Telecommunications, 
Consumer Staples and Utilities to 
underperform. European markets were 
mixed with the FTSE 100 up +9.4%, the 
German DAX +4.9% and the French CAC 
40 finished up +12.5%.  Investors must 
remember that the U.S. fiscal stimulus 
is a pull forward of future demand and 
this will dissipate at some point. The 
market seems to be willing to capitalise 
current economic strength into higher 
multiples for securities while ignoring 
the potential unwind of fiscal stimulus.

A theme I have written about numerous 
times, investors pursuing yield at any 
price began to underperform during 
the year. But investors pursuing growth 
(or quality) at any price continued 
throughout the year. Many of the 
“high quality” stocks were trading at 
multiples twice what they have traded 
at in the past. This resulted in the 
outperformance of growth stocks versus 
value stocks, with price momentum 
now close to the highest levels of the 
past 20 years. As a value orientated 
investment manager this has again been 
a challenging environment. High P/E 
(price/earnings) stocks or momentum 
darlings like WiseTech Global Limited, 
Treasury Wine Estates Limited and CSL 
Limited have pushed the overall market 
higher. The underappreciation of market 
risks has resulted in companies with 
strong balance sheets being overlooked 
and little consideration being given 
to the price paid for securities. This in 
turn has led stocks exhibiting strong 
traditional growth indicators such as 
momentum and earnings per share 
(EPS) to continue to outperform those 
with attractive valuation factors such 
as stable earnings and dividend yields 

PORTFOLIO 
MANAGER’S 
REPORT 
AUGUST 2018

4  |  PERPETUAL EQUITY INVESTMENT COMPANY LIMITED



- yet another sign that we may be at 
a relatively late stage in this market 
cycle. Ultimately through the long term, 
fundamentals will determine share 
prices. The discipline of investing in 
quality businesses at reasonable prices 
and avoiding the irrational exuberance 
seen in some pockets of the market will 
serve investors well. We recognise the 
importance of valuation in determining 
future returns and understand that it 
is fundamentals, not headlines, which 
drive share prices in the long term. 
Importantly at elevated prices it doesn’t 
take much to go wrong for investors to 
be caught out. Perpetual Investment 
Management Limited (the Manager) 
continues to maintain our investment 
process, philosophy and discipline to 
identify investment opportunities in 
high quality companies that are out of 
favour or mispriced.

PORTFOLIO PERFORMANCE 
Over the year to 30 June 2018 the 
performance of the Perpetual Equity 
Investment Company Limited (the 
Company), as measured by the growth 
of the net assets per share net of fees, 
expenses and before tax paid was 
+12.0%1. This underperformed the 
benchmark return by 1.2%2.

With markets looking fully valued, 
the Company’s average cash position 
of 17.7% over the year detracted from 
performance. Nevertheless, rather 
than chase a rising market and “skate 
to where the puck has been”, as 
Manager of the Company’s portfolio 
we remain true to label, disciplined and 
conservative in our approach. 

When the Company was launched 
in December 2014, it had the goal of 
offering investors access to a portfolio 
of high quality Australian and global 
listed securities. Given the Australian 
equity market provides a concentrated 
exposure to the Financials and 

Materials sectors, the Company saw 
it as important to provide investors 
with genuine diversification and the 
opportunity to participate in other parts 
of the industrial cycle. As the Manager, 
we held the belief that opportunities 
to purchase global listed securities at 
cheaper valuations relative to Australian 
listed securities would add significant 
value to investors. 

As always, the Company is managed 
from an Australian investor’s 
perspective and the Australian listed 
securities within the portfolio remain 
the core focus. We remained true to the 
Company’s concentrated and actively 
managed investment strategy, holding 
25 Australian listed securities as at 
30 June 2018 and with turnover of 29% 
over the year. 

Along with long-term capital growth, 
one of the Company’s key investment 
objectives is to provide investors with 
an income stream. The Board’s intention 
continues to be to pay a dividend fully 
franked or franked to the extent possible, 
thereby providing shareholders with tax 
effective income. There are two main 
ways franking credits can be created. 
The first is when the Company receives 
franked dividends paid by securities 
in its portfolio. The second is when 
the Company pays income tax at the 
corporate rate on income earned and 
gains realised on the sale of securities 
by actively managing the portfolio to its 
investment strategy. It is important to 
highlight the amount of franking credits 
generated, as this will eventually be 
to the benefit of you, the shareholders, 
through the payment of franked 
dividends. The Board has announced a 
final fully franked dividend of 3.3 cents 
per share, bringing the total dividend 
declared for FY18 to 6.3 cents per share 
fully franked. To illustrate the benefit 
of the franking credits, on a grossed up 
basis this corresponds to a yield of 7.55%3.  

Despite approximately 17.9% 
(average over the year) of the 
Company’s portfolio being invested 
in global listed securities, which do 
not pay franked dividends, we have 
achieved an above market fully franked 
yield. We believe this is competitive 
with the Company’s peers, who have 
a large percentage of their portfolios 
invested in Australian stocks. 

The Manager’s investment philosophy 
and process focuses on buying high 
quality companies at prices below what 
we perceive as fair value, based on 
company fundamentals and prevailing 
market conditions. Our team of 25 
equities investment professionals 
undertake intensive research, on an 
ongoing basis, to determine both the 
quality and value of a company. Key to 
our process is the use of four quality 
filters:

1.  Quality of business – This test 
looks at the industry in which the 
company operates, its market share 
and barriers to entry, its products 
and their positioning and any issues 
such as social and environmental 
impacts.

2.  Conservative debt – Involves strict 
balance sheet scrutiny to avoid 
overleveraged companies. We seek 
to invest in companies that have 
less than 50% net debt to equity and 
strong interest coverage.

3.  Sound management – Based on 
our assessment of the track record 
of a company’s management. We 
are looking for management with 
a history of using shareholder’s 
capital sensibly, a clear focus on 
maximising shareholder value and 
strong governance practices.

4.  Recurring earnings – We look for 
companies that have at least a three 
year track record of generating 
earnings and cash flows.

1 Returns have been calculated on the growth of Net Tangible Assets (NTA) after taking into account all operating expenses (including 
management fees) and assuming reinvestment of dividends and excluding tax paid. Any provisions for deferred tax on set up costs and on 
unrealised gains and losses are excluded. Past performance is not indicative of future performance.

2 The benchmark is the S&P/ASX 300 Accumulation Index.
3 Based on a grossed up dividend of 8.8 cents per share (grossed up to take franking credits into account), and the closing share price of $1.17 

on 30 June 2018. 
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This investment process means that we 
do not focus on trying to predict where 
markets and prices are heading, rather 
making investment decisions based on 
in-depth research which allows us to 
understand the fundamental risks and 
opportunities of each company that 
we own in the portfolio. Through this 
approach we aim to minimise downside 
risk and protect the portfolio during 
periods of market stress. The Manager 
has a track record of outperforming the 
share market when it is down, which has 
been beneficial for investors over the 
long-term. 

GLOBAL OPPORTUNITIES
As I’ve touched on, an advantage of 
the Company’s investment strategy 
is that up to 25% of its portfolio can 
be held in global listed securities – 
allowing it to buy securities listed on 
overseas exchanges that represent 
more compelling value than similar 
businesses listed on the ASX. Over 
the year the portfolio had an average 
global equity exposure of 17.9%, which 
is reflective of the opportunities we’ve 
identified abroad. The global positions 
that were the largest contributors to 
performance over the year were Shire 
PLC, Deutsche Boerse AG and Bank of 
America Corporation. 

The portfolio’s position in Shire PLC 
contributed positively to performance 
as the share price rallied strongly 
on the announcement by Takeda 
Pharmaceutical Company Limited 
during the year of a part cash/part scrip 
offer for the company at £48.00 per 
share. The takeover offer validated the 
proprietary research conducted by the 
Manager’s equities team in recognising 
Shire as a company with highly 
cash generative quality assets, but 
significantly mispriced by the market 
which had become too caught up in 
short term momentum while ignoring 
the long-term value on offer. The market 
was offering an opportunity to buy Shire 
at a significant discount compared to 
other comparable companies, but at the 
time market participants were looking 

for any reason not to buy Shire. These 
opportunities are rare and difficult to 
find and require significant in-house 
research capability plus the Manager’s 
discipline to stick to our quality and 
value-based process.

AUSTRALIAN EQUITIES
The Australian listed companies 
that made the largest contribution to 
performance of the portfolio for FY18 
were Alumina Limited (ASX: AWC), 
Oil Search Limited (ASX: OSH) and 
CYBG Plc (ASX: CYB). The decision 
to not hold Commonwealth Bank of 
Australia (ASX: CBA) was a significant 
contributor to performance over the year.

The overweight position in bauxite 
mining and aluminium producer 
Alumina Limited (ASX: AWC) 
contributed to relative performance 
over the year to 30 June 2018. The stock 
outperformed following strengthening 
alumina prices, which reached multi-
year highs on the back of bauxite supply 
concerns and refinery cutbacks in 
China. Better-than-expected earnings 
releases by the company over the 
financial year (attributed to reduced 
operating costs and the strengthening 
of alumina and aluminium prices) 
were taken positively by the market. 
Proposed U.S. tariffs on aluminium 
imports by the Trump Government 
further assisted the stock price over the 
latter part of the financial year.  

Woolworths Group Limited (ASX: 
WOW) has been a core holding in the 
portfolio and a stock I talk and write 
about frequently. Our initial investment 
thesis was based on our belief that 
Woolworths was a turnaround story 
with a sound strategy in place under a 
newly appointed Chairman, Board and 
Chief Executive Officer. Throughout the 
year we saw the turnaround continue to 
play out, with Woolworths reinvesting 
into lower prices to win back customers, 
resulting in like-for-like sales in their 
core Australian food and liquor business 
growing at the fastest rate since FY14. 
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The speed of this turnaround has been 
impressive, and Woolworths’ share price 
has risen higher accordingly. As at 30 
June 2018 Woolworths was still held in 
the portfolio. 

The largest detractor from the value 
of the portfolio over the year was The 
Star Entertainment Group Limited 
(ASX: SGR). Star underperformed the 
market by more than 12% during the 
year due to a weaker than expected 
1st half result and an increase in the 
total capex budget for the Queens 
Wharf Brisbane development. Star is 
mid-way through a capital investment 
program that will, on completion, 
provide them with three high quality 
assets in very attractive locations. 
Whilst short term operational hiccups 
are always disappointing, we maintain 
our positive view on the earnings 
potential for the business over the 
long term. At current share price 
levels, we see compelling value and 
maintain a position in the portfolio. 

At this stage of the economic cycle 
we have invested in oil, gas, chemical 
and coal exposures. We believe that 
the 2014/15 oil price of US$35 a barrel 
led to a decline in spending by large 
integrated oil companies. We believe 
this lack of investment in exploration 
has notably reduced conventional oil 
reserves to cyclical lows. Oil capital 
expenditure cycles are long and 
difficult to predict, so for exploration 
spending to increase a persistently 
higher oil price will be required. 
Due to the rundown in reserves we 
expect energy prices to remain high. 
This also applies to the coal sector 
where potential new coal mines are 
finding it difficult to attain approvals 
or source funding for new projects. 

This has led to an increase in the 
inherent value of existing coal mines 
as capital is being withdrawn from 
the sector. 

As at 30 June 2018 the Company’s 
portfolio held 67% in Australian 
securities, 9% in global securities 
and 24% in cash. Given current 
equity valuations both in Australia 
and globally, we remain cautious 
but are confident that our in-depth, 
fundamental analysis will continue to 
identify high quality companies for 
the portfolio. We remain committed 
to delivering a regular income stream 
and long-term capital growth for the 
Company’s shareholders.

Thank you for your continued support 
and trust.

Vince Pezzullo
Portfolio Manager

This Portfolio Manager’s Report has been prepared by Perpetual Investment Management Limited ABN 18 000 866 535, AFSL 234426 and 
Perpetual Trustee Company Limited ABN 42 000 001 007 AFSL 236643. It is general information only and is not intended to provide you with 
financial advice or take into account your objectives, financial situation or needs. You should consider, with a financial adviser, whether the 
information is suitable for your circumstances. Past performance is not indicative of future performance.
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KPMG, an Australian partnership and a member firm of the KPMG 
network of independent member firms affiliated with KPMG 
International Cooperative (“KPMG International”), a Swiss entity.

Liability limited by a scheme approved under 
Professional Standards Legislation.

Lead Auditor’s Independence Declaration under 

Section 307C of the Corporations Act 2001 

To the Directors of Perpetual Equity Investment Company Limited 

I declare that, to the best of my knowledge and belief, in relation to the audit of Perpetual Equity 
Investment Company Limited for the financial year ended 30 June 2018 there have been: 

i. no contraventions of the auditor independence requirements as set out in the 
Corporations Act 2001 in relation to the audit; and 

ii. no contraventions of any applicable code of professional conduct in relation to the audit.

  

 
 
KPMG 
 
 
 

 

Martin McGrath 

Partner 

Sydney 

20 August 2018 

LEAD AUDITOR’S 
INDEPENDENCE 
DECLARATION
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KPMG, an Australian partnership and a member firm of the KPMG 
network of independent member firms affiliated with KPMG 
International Cooperative (“KPMG International”), a Swiss entity.

Liability limited by a scheme approved under 
Professional Standards Legislation. 

Independent Auditor’s Report 
 

To the shareholders of Perpetual Equity Investment Company Limited 

Report on the audit of the Financial Report 

 

Opinion 

We have audited the Financial Report of 
Perpetual Equity Investment Company 
Limited (the Company). 

In our opinion, the accompanying Financial 
Report of the Company is in accordance 
with the Corporations Act 2001, including:  

• giving a true and fair view of the 
Company’s financial position as at 30 
June 2018 and of its financial 
performance for the year ended on 
that date; and 

• complying with Australian Accounting 
Standards and the Corporations 
Regulations 2001. 

The Financial Report comprises:  

• Statement of financial position as at 30 June 2018 

• Statement of Profit or Loss and Other 
Comprehensive Income, Statement of Changes in 
Equity, and Statement of Cash Flows for the year 
then ended 

• Notes including a summary of significant accounting 
policies 

• Directors’ Declaration. 

Basis for opinion 

We conducted our audit in accordance with Australian Auditing Standards. We believe that the audit 
evidence we have obtained is sufficient and appropriate to provide a basis for our opinion. 

Our responsibilities under those standards are further described in the Auditor’s responsibilities for 
the audit of the Financial Report section of our report.  

We are independent of the Company in accordance with the Corporations Act 2001 and the ethical 
requirements of the Accounting Professional and Ethical Standards Board’s APES 110 Code of Ethics 
for Professional Accountants (the Code) that are relevant to our audit of the Financial Report in 
Australia. We have fulfilled our other ethical responsibilities in accordance with the Code.  
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Key Audit Matters 

The Key Audit Matters we identified are: 

• Valuation of the financial assets 
held at fair value through profit or 
loss 

Key Audit Matters are those matters that, in our 
professional judgement, were of most significance in 
our audit of the Financial Report of the current period.  

These matters were addressed in the context of our 
audit of the Financial Report as a whole, and in forming 
our opinion thereon, and we do not provide a separate 
opinion on these matters. 

Valuation of the financial assets held at fair value through profit or loss ($224.4m) 

Refer to Note 9 to the Financial Report 

The key audit matter How the matter was addressed in our audit 

Financial assets held at fair value through profit 
or loss are comprised of listed equities. 

Valuation of investments in listed equities is a 
key audit matter due to: 

• these assets represent 76% of the 
Company’s total assets; and  

• the importance of the performance of these 
assets in driving the Company’s investment 
income and capital performance, as 
reported in the financial report. 

As a result, valuation of these investments was 
a focus of our audit team. 

Our procedures included: 

• Read the Company’s custodian’s GS007 
(Guidance Statement 007 Audit Implications of 
the Use of Service Organisations for 
Investment Management Services) assurance 
report to assess the custodian’s processes to 
record and value the Company’s investments; 

• Checked the valuation of the investments, as 
recorded in the general ledger, to externally 
quoted prices. 

• Checked the ownership of the investments to 
custody reports to test existence of 
investments being valued. 

 

Other Information 

Other Information is financial and non-financial information in Perpetual Equity Investment Company 
Limited’s annual reporting which is provided in addition to the Financial Report and the Auditor’s 
Report. The Directors are responsible for the Other Information.  

Our opinion on the Financial Report does not cover the Other Information and, accordingly, we do not 
express an audit opinion or any form of assurance conclusion thereon, with the exception of the 
Remuneration Report and our related assurance opinion. 

In connection with our audit of the Financial Report, our responsibility is to read the Other 
Information. In doing so, we consider whether the Other Information is materially inconsistent with 
the Financial Report or our knowledge obtained in the audit, or otherwise appears to be materially 
misstated. 

We are required to report if we conclude that there is a material misstatement of this Other 
Information, and based on the work we have performed on the Other Information that we obtained 
prior to the date of this Auditor’s Report we have nothing to report. 
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Responsibilities of the Directors for the Financial Report 

The Directors are responsible for: 

• preparing the Financial Report that gives a true and fair view in accordance with Australian 
Accounting Standards and the Corporations Act 2001 

• implementing necessary internal control to enable the preparation of a Financial Report that 
gives a true and fair view and is free from material misstatement, whether due to fraud or 
error 

• assessing the Company’s ability to continue as a going concern and whether the use of the 
going concern basis of accounting is appropriate. This includes disclosing, as applicable, 
matters related to going concern and using the going concern basis of accounting unless they 
either intend to liquidate the Company or to cease operations, or have no realistic alternative 
but to do so.  

Auditor’s responsibilities for the audit of the Financial Report 

Our objective is: 

• to obtain reasonable assurance about whether the Financial Report as a whole is free from 
material misstatement, whether due to fraud or error; and  

• to issue an Auditor’s Report that includes our opinion.  

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in 
accordance with Australian Auditing Standards will always detect a material misstatement when it 
exists. 

Misstatements can arise from fraud or error. They are considered material if, individually or in the 
aggregate, they could reasonably be expected to influence the economic decisions of users taken on 
the basis of the Financial Report. 

A further description of our responsibilities for the audit of the Financial Report is located at the 
Auditing and Assurance Standards Board website at: 
http://www.auasb.gov.au/auditors_responsibilities/ar1.pdf. This description forms part of our Auditor’s 
Report. 
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Report on the Remuneration Report 

Opinion 

In our opinion, the Remuneration Report 
of Perpetual Equity Investment Company 
Limited for the year ended 30 June 2018, 
complies with Section 300A of the 
Corporations Act 2001. 

Directors’ responsibilities 

The Directors of the Company are responsible for the 
preparation and presentation of the Remuneration 
Report in accordance with Section 300A of the 
Corporations Act 2001. 

Our responsibilities 

We have audited the Remuneration Report included in 
pages 13 to 16 of the Directors’ report for the year 
ended 30 June 2018.  

Our responsibility is to express an opinion on the 
Remuneration Report, based on our audit conducted in 
accordance with Australian Auditing Standards. 
 

 
 

KPMG Martin McGrath 

 Partner 

 Sydney 

 20 August 2018 
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