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CHAIRMAN’S
REPORT
AUGUST 2016

Dear Fellow Shareholders,
Firstly I would like to welcome all new shareholders
to the Company, and to thank existing shareholders
for your continued support of Perpetual Equity
Investment Company Limited (‘the Company’).
HIGHLIGHTS

I am pleased to report the following highlights for
the financial year ending 30 June 2016:

• The portfolio, as measured by the growth of the
net assets per share, delivered a return of 3.1% in
the 12 months to 30 June 2016, outperforming the
benchmark by 2.2%.1

• Net profit after tax was $7.6 million. This
represents an increase of 106% compared to net
profit after tax for the period ending 30 June 2015.

• The Company has declared a fully franked final
dividend of 2.0 cents per share. This brings the
total dividends declared for the 2016 financial
year to 2.8 cents per share and represents a
significant increase from our dividend of 0.5 cent
per share declared in the 2015 financial year.

• The Net Tangible Assets (NTA) per ordinary
security was $1.014 as at 30 June 2016. 2

• In the second half of financial year 2016 the
portfolio was fully invested3 , this has improved
our capacity to deliver a growing dividend.
YEAR IN REVIEW

During the year, equity markets globally were
volatile. As macroeconomic risks still exist − the UK
and EU negotiations, US elections and potentially
slower Chinese growth − it is likely that further
volatility will continue. Furthermore, economic
growth in Australia is lacklustre and interest rates
are forecast to stay at record lows in the near future.
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In such an uncertain environment, the Company
remains committed to investing your capital
in accordance with our disciplined investment
philosophy. If recent volatility has a silver lining, it
has reinforced the value of companies we have in the
portfolio, those with sound management, recurring
earnings, conservative debt and sustainable longterm businesses.
While short-term volatility can be uncomfortable, it
can provide opportunities to purchase assets at prices
below their true value. I suggest you read the Portfolio
Manager’s Report for a detailed illustration of how the
Manager is implementing its investment philosophy.
MANAGER’S PERFORMANCE

One year ago the Manager had invested 36%
of the portfolio. By contrast as at 30 June 2016,
the Company held a high quality portfolio of 20
Australian and global listed securities and the
Company’s portfolio is invested in the following
asset classes:

• 55% in Australian listed securities
• 23% in global listed securities
• 22% in cash.
The investment portfolio delivered a return of 3.1%
in the 12 months to 30 June 2016. The portfolio
outperformed the benchmark by 2.2%.1 Since
inception, 18 December 2014, the Manager delivered
a return of 3.3% per annum, underperforming the
benchmark by 2.0%. The Manager is comfortable
with the construction of the portfolio and the quality
of the assets in the portfolio. The Manager continues
to exercise its disciplined investment process and
further information can be found in the Portfolio
Manager’s Report.

DIVIDEND DETAILS

The Board has an objective to pay a regular and
growing dividend and remains 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.
Important dates for this dividend payment are as
follows:

• Ex-dividend date 25 August 2016
• Record date 26 August 2016
• Payment date 12 September 2016.
The Company’s Dividend Reinvestment Plan (DRP)
remains available to shareholders. The DRP provides
you with the choice to receive some or all of your
future dividends as ordinary shares in the Company
instead of cash. The DRP will be operating at a 2.5%
discount for this year’s final dividend.

We recently launched a monthly email newsletter
which I encourage you to subscribe to, if you have
not already, as it is a great way to receive relevant
information direct to your email inbox. You can
find further information on how to subscribe on
the website.
The Board values the opportunity to meet
shareholders, and I invite you to attend our second
Annual General Meeting on 3 November 2016 at
Perpetual’s Sydney office (Level 18, 123 Pitt Street,
Sydney NSW 2000) at 2:00pm. Further information
will be posted to the website soon.
Thank you for your support.
Yours sincerely,

KEEPING YOU INFORMED

The Company takes an active approach to
shareholder communication and I would suggest
that you visit the Company’s website at
www.perpetualequity.com.au to view the daily Net
Tangible Asset statements, monthly investment
updates, share price information and more.
I am pleased to report that the website has been
recently optimised for viewing on all devices,
including tablet and mobile.

Peter Scott
Chairman

1 Returns shown for the Company have been calculated on the growth of Net Tangible Assets (NTA) after taking into account
all operating expenses (including management fees and any income tax on realised gains) and assuming reinvestment of
dividends. 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. The benchmark is the S&P/ASX 300 Accumulation Index.
2 All figures are unaudited and approximate.
3 Under the Company’s investment guidelines the Manager may hold up to 25% of the portfolio in cash.
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Reflecting on the past year I note that the Australian
share market, as measured by the ASX300
Accumulation Index, ended the financial year only
slightly higher than where it began. This does not
however, tell the story of the year that we have
experienced. Investors faced an exceptional number
of global events resulting in uncertainty and
heightened market volatility.

put miners, and those exposed to those industries at

In December 2015, the US Federal Reserve
raised interest rates for the first time since 2006.
The Federal Reserve Chair Janet Yellen has
remained cautious, but open about the pace and
direction of future interest rate movements. Iron ore
also came under pressure bottoming in December
2015 at $US38.39 per tonne. Weak commodity prices

caused further market gyrations due to concerns

risk, which has been reflected in their weaker share
prices. In June 2015, Chinese stocks (as measured
by the Shanghai Composite Index) ended a
12-month 280% rally with a panic sell off, causing a
global rout in share markets. The price of crude oil
touched $US27 a barrel in January 2016, a thirteen
year low. In June 2016, the surprise “Brexit” vote
about its impact on global growth and uncertainty
around the European Union exit process. Finally, in
August the ASX 300 had one of its worst months
since the Global Financial Crisis. What does seem
certain is that this period of heightened uncertainty
and volatility is likely to continue.

S&P/ASX 300 ACCUMULATION INDEX
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The performance of the Perpetual Equity
Investment Company Limited portfolio, as
measured by the growth of the net assets per
share, was 3.1% for the year ending 30 June 2016.
This exceeded the benchmark return by 2.2%.
Perpetual Investment’s investment approach
focuses on buying high quality companies at prices
below what we perceive as their fair value, given
company fundamentals and the prevailing market
conditions. We expect a company’s share price
will rise once the mispricing is recognised by the
market. Intensive research is conducted by our
investment team to determine both the quality and
value of a company. Key to our investment process
is the use of a quality filter to refine the universe of
securities. Our quality filter has four components:

• Sound management. An assessment of the track
record of a company’s management is made
looking to see that they are disciplined, deliver
on promises and are overseen by an effective
board.

• Conservative debt. We invest in companies that
have a conservative debt to equity ratio.

• Quality of business. We undertake a qualitative
assessment that focuses on the markets in which
a company operates, its products and their
positioning, and any issues such as social and
environmental impacts which may affect the
future share price of the company.

• Recurring earnings. We look for companies
that have at least a three-year track record of
generating earnings.

This investment process means that we do not
focus on trying to predict where markets and
prices are heading, rather we focus on gaining an
in-depth understanding of the underlying risks
and opportunities for every company that we own
in the portfolio. In this way we aim to minimise
downside risk and protect the portfolio when
markets are volatile. We have a long track record
of outperforming the share market when it is down,
which has been beneficial for our investors.
An ongoing theme in the market for some time
has been the hunt for yield and “growth at any
price”. Over the long term, a high dividend yield
is worthless if you are putting your capital at risk.
Low interest rates have led investors to substitute
the traditional sources of yield (cash, term deposits
and bonds) with high dividend paying stocks –
which we are referring to as the “HIPP” trade.
Healthcare, Infrastructure, Property and Pizza
stocks have rallied substantially with investors
seemingly ignoring the stocks’ valuations in their
quest for higher income returns. We believe that
buying a company based on what dividend the
company is going to pay next year and ignoring
the equity risk premium can be dangerous; when
you pay high multiples to earnings or premiums
to Net Tangible Assets (NTA) a lot has to go
right to generate a return over the long term.
A company can either reinvest its earnings
back into the business for growth, or return the
earnings to shareholders. The proportion of
earnings paid out in dividends is subject to many
factors such as current capital structure, future
capital requirements and growth opportunities.
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For these reasons, basing long term investment
decisions on a one-year dividend expectation can
be dangerous. By example, in February 2016 BHP
announced they would be cutting their dividend
payment by 74%. Despite this move being largely
expected, the BHP share price fell 11 per cent in the
three days following the announcement. Australian
banks, long time investor favourites for their
high dividend yields, have seen their share prices
fall on the back of higher capital requirements
and concerns over the security of dividends.
The financial sector as a whole fell by 19.1% during
the 2016 financial year.

Monash IVF (ASX code:MVF). All three stocks
are still held in the portfolio. BlueScope has just
announced its third profit upgrade in six months
and the share price has rallied 153 per cent over
the past 12 months. BlueScope Steel has been a
corporate turnaround story. It was spun out of BHP
Billiton in 2002 and produces steel and flat steel
products (for example, Colorbond). The stock was
unloved by the market due to industry headwinds,
including competition from China, but this gave
management the impetus to restructure and reduce
costs, delivering strong cash flow at bottom-ofcycle margins.

Not owning the in favour “HIPP” stocks has
detracted from our performance but we remain true
to our value and quality investment approach. This
means we will continue to invest your funds in well
run, high quality but attractively-priced companies,
rather than chase companies where expectations
have risen so high that any little misstep will put
your capital at risk. When the market is looking
expensive we are patient and may hold higher levels
of cash, knowing we will have the opportunity to
buy excellent businesses at more rational valuations
when the market corrects. This disciplined
approach, together with our conservative attitude
towards managing money, has enabled us to
navigate many different market cycles with a proven
record of success over the long-term.

Bapcor distributes auto parts to mechanics
and service shops in Australia. The auto parts
industry is consolidating and Bapcor has made
some successful acquisitions, is growing its store
numbers prudently and continues to experience
solid growth in sales and profits. Bapcor has
an excellent management team − which has
demonstrated solid execution skills and this has
been recognised by the market.

The companies that made the largest contribution
to performance for Perpetual Equity Investment
Company Limited (PIC) in the 2016 financial year
were BlueScope Steel Ltd (ASX code:BSL), Bapcor
(ASX code:BAP, previously Burson Group) and
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Monash IVF Group is a leader in the field of
assisted reproductive services in Australia and
Malaysia. Monash is conservatively geared,
has strong recurring cash flows and competent
management. It is a quality provider of assisted
reproductive services and it has shown dedication
to staying at the forefront of reproductive
technologies. By positioning itself as a premium
provider utilising leading industry technology,
Monash is able to offer superior outcomes and
service experiences to its customers and is
benefitting from a growing market share.

One of the stocks that detracted value from the
portfolio during the year is Woolworths (ASX
code:WOW). Our investment is based on our
belief that Woolworths is a corporate turnaround
story. Woolworths has put in place a new Board,
a new Chief Executive Officer and a new Chief
Executive for Big W. The new management team is
committed to delivering structural change across
the business by divesting non-core businesses like
Masters, which impeded cashflow and distracted
management. We believe that Woolworths had lost
focus on its core food and liquor business and the
market punished them accordingly. Pleasingly, the
new management team have implemented positive
changes such as improving logistics for fresh food
and empowering store managers. Store managers
can once again send back poor quality stock –
essential to be recognised as the local “fresh
food” providers. We believe that a return to basics
will deliver upside relative to where the stock is
currently trading.
The Company’s investment strategy allows up
to 25% of the portfolio to be invested in global
securities. This allocation has allowed us to buy
securities in sectors that are more attractively
priced than in Australia. For example we have held
Bank of America rather than any of the four major
domestic banks. Throughout the year we have also
held companies that operate in industries that don’t
exist in Australia. An example of this is ICON Plc
– a medical research testing company for large
pharmaceutical companies. They have a growing
market share and are benefiting from the increasing
trend to outsource medical testing. We believe
ICON has sound management, low levels of

debt and strong cashflow. They are a healthcare
company but are trading at more attractive
valuations than Australian healthcare companies.
We like their business model. Developing a new
drug is a risky process, however using a mining
analogy; ICON is “selling shovels to the miners”,
rather than digging for gold themselves.
As at the end of June 2016 the portfolio held 55%
in Australian securities, 23% in global securities
and 22% in cash. We remain cautious but we are
confident that our in-depth, fundamental analysis
will continue to identify quality companies for
the portfolio and we are committed to delivering
a growing income stream and long-term capital
growth for shareholders.
Thank you for your continued support.

Vince Pezzullo
Portfolio Manager
Perpetual Investments
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ABCD
ABCD

LEAD AUDITOR’S
INDEPENDENCE
Independent auditor’s report to the members of Perpetual Equity
Investment
DECLARATION
Company Limited
Report on the financial report

We have audited the accompanying financial report of Perpetual Equity Investment Company
Lead Auditor’s
Independence
under
Section
307C of the
Corporations
Act 2001
Limited
(the Company),
which Declaration
comprises the
statement
of financial
position
as at 30 June
2016,
and
statementofofPerpetual
profit or loss
andInvestment
other comprehensive
income, statement of changes in
To: the directors
Equity
Company Limited
equity and statement of cash flow for the year ended on that date, notes 1 to 19 comprising a
I declare that, to the best of my knowledge and belief, in relation to the audit for the financial
summary of significant accounting policies and other explanatory information and the directors’
year ended 30 June 2016 there have been:
declaration.
(i)
no contraventions of the auditor independence requirements as set out in the
Directors’ responsibility for the financial report
Corporations Act 2001 in relation to the audit; and
The
directors
of the Company
areapplicable
responsiblecode
for of
theprofessional
preparation conduct
of the financial
report
thataudit.
(ii)
no contraventions
of any
in relation
to the
gives a true and fair view in accordance with Australian Accounting Standards and the
Corporations Act 2001 and for such internal control as the directors determine is necessary to
enable the preparation of the financial report that is free from material misstatement, whether
due to fraud or error. In note 2, the directors also state, in accordance with Australian
Accounting Standard AASB 101 Presentation of Financial Statements, that the financial
statements comply with International Financial Reporting Standards.
Auditor’s responsibility
KPMG
Our
responsibility is to express an opinion on the financial report based on our audit. We
conducted our audit in accordance with Australian Auditing Standards. These Auditing
Standards require that we comply with relevant ethical requirements relating to audit
engagements and plan and perform the audit to obtain reasonable assurance whether the
financial report is free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial report. The procedures selected depend on the auditor’s judgement,
including
the assessment of the risks of material misstatement of the financial report, whether
Martin McGrath
due
to
fraud
or error. In making those risk assessments, the auditor considers internal control
Partner
relevant to the entity’s preparation of the financial report that gives a true and fair view in order
Sydney
to
design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing
an opinion on the effectiveness of the entity’s internal control. An audit also includes
19 August 2016
evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by the directors, as well as evaluating the overall presentation of the financial
report.
We performed the procedures to assess whether in all material respects the financial report
presents fairly, in accordance with the Corporations Act 2001 and Australian Accounting
Standards, a true and fair view which is consistent with our understanding of the Company’s
financial position and of its performance.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

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.
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ABCD
INDEPENDENT
AUDITOR’S
REPORT

ABCD

TO THE MEMBERS OF
PERPETUAL EQUITY
Independent auditor’s report to the members of Perpetual Equity
Investment
INVESTMENT
COMPANY
LIMITED
Company Limited

Report on the financial report
We
have audited
the accompanying
report ofofPerpetual
Equity
Investment
Company
Independent
auditor’s
report tofinancial
the members
Perpetual
Equity
Investment
Limited
(the
Company),
which
comprises
the
statement
of
financial
position
as
at
30
June 2016,
Company Limited
and the statement of profit or loss and other comprehensive income, statement of changes in
Report
onstatement
the financial
equity and
of cashreport
flow for the year ended on that date, notes 1 to 19 comprising a
summary of significant accounting policies and other explanatory information and the directors’
We have audited the accompanying financial report of Perpetual Equity Investment Company
declaration.
Limited (the Company), which comprises the statement of financial position as at 30 June 2016,
and the statement
of profitfororthe
lossfinancial
and other
comprehensive income, statement of changes in
Directors’
responsibility
report
equity and statement of cash flow for the year ended on that date, notes 1 to 19 comprising a
The directors of the Company are responsible for the preparation of the financial report that
summary of significant accounting policies and other explanatory information and the directors’
gives a true and fair view in accordance with Australian Accounting Standards and the
declaration.
Corporations Act 2001 and for such internal control as the directors determine is necessary to
Directors’
responsibility
financial
report
enable
the preparation
of for
the the
financial
report
that is free from material misstatement, whether
due to fraud or error. In note 2, the directors also state, in accordance with Australian
The directors of the Company are responsible for the preparation of the financial report that
Accounting Standard AASB 101 Presentation of Financial Statements, that the financial
gives a true and fair view in accordance with Australian Accounting Standards and the
statements comply with International Financial Reporting Standards.
Corporations Act 2001 and for such internal control as the directors determine is necessary to
enable
theresponsibility
preparation of the financial report that is free from material misstatement, whether
Auditor’s
due to fraud or error. In note 2, the directors also state, in accordance with Australian
Our
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express
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based that
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We
Accounting
Standard
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financial
conducted
our
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in
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with
Australian
Auditing
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These
Auditing
statements comply with International Financial Reporting Standards.
Standards require that we comply with relevant ethical requirements relating to audit
engagements
and plan and perform the audit to obtain reasonable assurance whether the
Auditor’s responsibility
financial report is free from material misstatement.
Our responsibility is to express an opinion on the financial report based on our audit. We
conducted
our audit
in accordance
with Australian
Standards.
Auditing
An
audit involves
performing
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to obtain Auditing
audit evidence
aboutThese
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and
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that
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financial
report
is
free
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due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation of the financial report that gives a true and fair view in order
An audit involves performing procedures to obtain audit evidence about the amounts and
to design audit procedures that are appropriate in the circumstances, but not for the purpose of
disclosures in the financial report. The procedures selected depend on the auditor’s judgement,
expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes
including the assessment of the risks of material misstatement of the financial report, whether
evaluating the appropriateness of accounting policies used and the reasonableness of accounting
due to fraud or error. In making those risk assessments, the auditor considers internal control
estimates made by the directors, as well as evaluating the overall presentation of the financial
relevant to the entity’s preparation of the financial report that gives a true and fair view in order
report.
to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing
an opinion
on the effectiveness
of theinentity’s
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thatthe
theprocedures
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and appropriate
to provide
performed
to assess
whether
in allismaterial
respects
the financial
report a
presents
in accordance
basis
for fairly,
our audit
opinion. with the Corporations Act 2001 and Australian Accounting
Standards, a true and fair view which is consistent with our understanding of the Company’s
financial position and of its performance.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.
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.
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KPMG, an Australian partnership and a member firm

ABCD

Independence
In conducting our audit, we have complied with the independence requirements of the
Corporations Act 2001.
Auditor’s opinion
In our opinion:
(a)

(b)

the financial report of Perpetual Equity Investment Company Limited is in accordance
with the Corporations Act 2001, including:
(i)

giving a true and fair view of the Company’s financial position as at 30 June 2016
and of its performance for the year ended on that date; and

(ii)

complying with Australian Accounting Standards and the Corporations Regulations
2001.

the financial report also complies with International Financial Reporting Standards as
disclosed in note 2.

Report on the remuneration report
We have audited the Remuneration Report included in pages 13 to 16 of the directors’ report for
the year ended 30 June 2016. 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 responsibility is to express an opinion on the remuneration report,
based on our audit conducted in accordance with auditing standards.
Auditor’s opinion
In our opinion, the remuneration report of Perpetual Equity Investment Company Limited for
the year ended 30 June 2016, complies with Section 300A of the Corporations Act 2001.

KPMG

Martin McGrath
Partner
Sydney
19 August 2016

44 | PERPETUAL EQUITY INVESTMENT COMPANY LIMITED

SHAREHOLDER
INFORMATION
 
                  
          
              
           
  
                 
 


  
   
  
        
   
     
   
    
     
   
     
  
   
  
       
  
   
       
  
      












































     

ANNUAL REPORT 2016 | 45

  
 
            
             
     
    

 


   
   
   
   
   









 









         
 
             
    
   
                   
                   
           
 
                   
                    
                    
             
  
      
 
                   
          



46 | PERPETUAL EQUITY INVESTMENT COMPANY LIMITED

This page intentionally left blank.

ANNUAL REPORT 2016 | 47

This page intentionally left blank.

48 |

DIRECTORY
COMPANY

Perpetual Equity Investment Company Limited
ACN 601 406 419
DIRECTORS

Peter Scott - Chairman
Virginia Malley
John Edstein
Christine Feldmanis
David Kiddie
COMPANY SECRETARIES
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