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Overview
A year has now passed and we 
present the Yearly Fund Report for 
the Atlantic Pacific Australian Equity 
Fund (Fund). There have been many 
opportunities over the past year, not 
unlike every year in equities markets. 
Over the year, markets were generally 
bullish despite entering post the 
announcement of tapering by the US 
Federal Reserve. The Fund’s returns 
can be characterised by two halves 
with the first half achieving most of 
the gains or approximately 16%. From 
an alpha perspective (relative returns 
of the Fund to the S&P/ASX200 
Accumulation (Benchmark)), the 
Fund achieved most of its alpha in the 
first six months achieving 5.5%. In the 
second half, the market environment 
had heightened macroeconomic and 
geopolitical risk as well as valuations 
reaching mid-range on average 
with a number of sectors trading at 
significant premiums relative to the 
market and/or to their historical 
valuation ranges. This led to lower 

overall equity exposure during the 
last 6 months for the Fund. The 
second half was tough to invest in 
with sectors seemingly moving in 
the wrong direction given underlying 
fundamentals. As it turns out, very 
few Fund Managers outperformed 
the benchmark after fees over the 
last 6 months. Each year we set 
ourselves a target of outperforming 
the market after fees by 5% with a 
stretch target of 10%. We are happy 
that we were able to achieve in the 
middle of this range with total alpha 
of 7.24% for the 12 months ended 
May 2014. The Fund’s volatility 
(2.89%; standard deviation of 
monthly returns) was slightly higher 
than the benchmark index (2.67%) 
despite the concentrated nature of 
the portfolio. Generally, volatility of 
the Fund is expected to be higher 
than the benchmark index. Investors 
can monitor our performance over 
coming periods by accessing the 
APSEC Funds Management website.

Investments
In the table below, the main 
contributors and detractors to 
performance are highlighted 
categorised by market capitalisation 
bands.

Significant	  Contributors	  (>1%)
ANZ ANZ	  Banking	  Group Large	  (>$5.5B)
CGF Challenger Large	  (>$5.5B)
FMG Fortescue	  Metals Large	  (>$5.5B)
JBH JB	  Hifi Mid	  (>$400m)
LLC Lend	  Lease Large	  (>$5.5B)
PMV Premier	  Investments Mid	  (>$400m)
SEK Seek Large	  (>$5.5B)
SGH slater	  &	  Gordon Mid	  (>$400m)
TGR Tassal	  Group Mid	  (>$400m)
TLS Telstra Large	  (>$5.5B)

Significant	  Detractors	  (<-‐0.25%)
CCV Cash	  Converters Mid	  ($400m-‐$5.5B)
CRZ Car	  Sales Mid	  ($400m-‐$5.5B)
DTL Data#3 Small	  ($100-‐$400m)
FGE Forge	  Group Mid	  ($400m-‐$5.5B)
FLT Flight	  Centre Mid	  ($400m-‐$5.5B)
ILU Iluka	  Minerals Mid	  ($400m-‐$5.5B)
MTS Metcash Mid	  ($400m-‐$5.5B)
QBE QBE	  Insurance Large	  (>$5.5B)
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1 mth 3 mth 6 mth 1 yr Inception Unit Price (Mid) 1.2369 $10,000 Min. Investment
Fund Return1 -0.42% 2.88% 6.65% 23.69% 23.69% MER 2.2% $5,000 Add. Investment
Index 0.68% 2.76% 5.43% 16.45% 16.45% Performance Fee2 15% 1 Jun 13 Fund Commenced
Relative -1.10% 0.12% 1.22% 7.24% 7.24% Buy/Sell Spread 0.20% 30 Jun Income Distribution

Fund Return by Month after All Fees before Tax
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Ytd

2013 n/a n/a n/a n/a n/a 1.09% 5.08% 6.72% 3.51% 1.92% -3.03% 2.58% 18.97%
2014 -2.67% 3.83% 1.25% 2.04% -0.42% 3.97%

Fund Activity

Outlook

Fund Positioning relative to the S&P/ASX 200 Index Company Contributors to Performance
Sector Exposure Factor Exposure

Positive
iCar Asia

iiNet
Oil Search

Slater & Gordon

Negative
Flexigroup

High Peak Royalty
JB Hi-fi

Premier Investments

Disclaimer

The event of the month, the handing down of the Federal Budget, has led to significant uncertainty for Australian investors. While the immediate reaction by investors to sell consumer
discretionary companies as well as companies associated with healthcare reforms has occurred, it remains to be seen how permanent this underperformance will be. We will be guided by activity
data that emerges over the coming weeks as well as attempt to ascertain the likelihood of some of the measures to be passed. We had noted in previous updates that the consumer had begun to
return to spending as reflected in retail sales and builidng activity. We don't believe this will be derailed over the medium term by one Federal Budget given current interest rate settings. If this
were to occur, then the banking system is likely to be re-priced, which appears unlikely. At the time of writing, the European Central Bank has moved interest rate settings down further, added
further targetted lending through their Long Term Refinancing Operations (LTRO) and hinted at a willingness to introduce quantitative easing. This will bring further liquidity to markets and is likely
to support equity markets globally moving forward. 

Fund Return vs the S&P/ASX 200 Accumulation Index after All 
Fees before Tax

Key Fund Data

1. Fund Returns are prepared on a mid unit price basis after management and performance fees inclusive of GST. Distributions are assumed to be re-invested at the mid unit price. Individual tax is not taken into
account in deriving Fund Returns. In calculating the NTA, the Atlantic Pacific Australian Equity Fund ("APAEF") asset values have been calculated using unaudited price and income estimates for the month being
reported. 
2. Performance Fees are charged where the Fund's gross performance (before fees and expenses) exceeds the performance of the S&P/ASX 200 Accumulation Index by 3%pa and the Fund's High water mark. 

The Australian equity market returned 0.68% for the month of May 2014 with dividends from three of Australia's largest banks attibutable for most of this gain. Capital growth was aenamic with a
large number of companies across the market giving up the prior month's gains, despite strong performances from major overseas markets with the US market up 2.1%. From a sector perspective,
Materials continued their downward trend negatively impacted by a 12% drop in Iron ore prices. Consumer discretionary companies also had a mixed month with various companies falling at
uncoordinated times during the month due to sentiment regarding the Federal Budget. While economic and industry activity data related to discretionary spend had turned negative during May
2014 post the Federal Budget (consumer sentiment, high frequency Point-of-Sale retail data), this data has now stabilised. From our perspective, while the proposed Federal Budget is
contractionary, it is not significantly contractionary relative to previous Federal Budget programs. We also take the view that some companies in this space will continue to have issues as we saw
last reporting season due to their respective business issues. We have avoided these companies since inception. However, given APAEF's overweight to consumer discretionary companies, this
caused some underperformance relative to the market. In terms of activity, APAEF's position in Telstra (TLS) was trimmed at $5.36 and re-invested into iiNet (IIN) sub $7. After selling most of
APAEF's position in Premier Investments (PMV) over prior months, we started to re-accumulate at prices 10% lower. Tassal Group (TGR) underwent a very volatile period during the month, where
over two days the price moved 17%. This was very odd price behaviour and not in keeping with its natural earnings volatility. We topped up on this as well. Subsequent news released to the
exchange showed a substantial shareholder selling down their entire stake (over $100m of shares) which was quickly taken up by institutional investors. Post relatively good reporting by the
Australian banks driven by a continued improvement in their provision cycle, we also topped up on Westpac (WBC) which remains one of the cheapest Australian banks on offer. This latest update
represents the first anniversary for APAEF. Over the past year, APAEF has outperformed the S&P/ASX200 Accumulation index by over 7%. This places the performance of APAEF in the top quartile
for unleveraged Australian equity strategies. We thank you for your support and we will endeavour to continue providing outperformance over the coming years. 

In preparing this document, APSEC Funds Management Pty Ltd, as the Investment Manager of the APAEF, did not take into account the investment objectives, financial situation and particular needs of any
individual person. Investors should consider, with or without the assistance of an advisor, whether the information is appropriate in the light of their personal financial circumstances. APSEC Funds Management
Pty Ltd ACN 152 440 723 (APSECFM) is a corporate authorised representative (CAR: 411859) of APSEC Compliance and Administration AFSL 345 443 ACN 142 148 409. Information in this document is current as at
31 May 2014. 

APSECFM believes that the information contained in this document is accurate when issued. APSECFM does not warrant that such information or advice is accurate, reliable, complete or up-to-date, and to the
fullest extent permitted by law, disclaims all liability of APSECFM and its associates. This document should be regarded as general information only rather than advice. It has been prepared without taking account
of any person’s objectives, financial situation or needs. Because of that, each person should, before acting on any such information, consider its appropriateness, having regard to their objectives, financial situation
and needs. The Responsible Entity recommends that prospective investors obtain and read a copy of the relevant Product Disclosure Statement (PDS) before deciding to invest in the APAEF. A copy of the PDS &
Additional PDS (Dated 1 February 2014) and continuous disclosures may be obtained from www.oneinvestment.com.au/atlantic or www.apsecfm.com.au.

The information contained in this document must not be copied or disclosed in whole or in part without the prior written consent of APSECFM, and APSECFM accept no liability whatsoever for the actions of third
parties in this respect. It is presented for informational purposes only and is not to be construed as a solicitation or an offer or recommendation to buy or sell any securities. While due care and attention has been
exercised in the preparation of the information, APSECFM gives no representation or warranty, either express or implied, as to the accuracy, completeness or reliability of that information. Any opinions expressed
in this document may be subject to change. APSECFM is not obliged to update the information. The information must not be used by recipients as a substitute for the exercise of their own judgment and
investigation. Neither APSECFM nor any of their directors, employees or agents accept any liability for any loss or damage arising out of the use of all or part of, or any omission, inadequacy or inaccuracy in, this
document. 
Neither One Managed Investment Funds Limited (OMIFL) ABN 47 117 400 987 AFSL 297042 the Responsible Entity of the APAEF, nor APSECFM guarantees the performance of the APAEF or the repayment of any
investor’s capital. To the extent permitted by law, neither OMIFL nor APSECFM, including their employees, consultants, advisers, officers or authorised representatives, are liable for any loss or damage arising as a
result of reliance placed on the contents of this document. Past performance is not indicative of future performance.

Prepared by: APSEC Funds Management Pty Ltd
Lvl 4, 151 Castlereagh Street, Sydney, NSW, 2000, (+61 2) 8356 9356
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In the large company space, which 
contributed over 60% of the Fund’s 
returns, we successfully selected 
outperforming companies including 
Challenger Financial (CGF), Fortescue 
Metals (FMG) and Lend Lease (LLC). 
In each case, the investment case 
was somewhat contrarian to the 
rest of the market at the time we 
invested and our homework resulted 
in very good returns. We generally 
prefer to accumulate when others 
are selling and together with our 
price entry disciplines, should yield 
superior results over time. Our other 
performing large company exposures 
included ANZ Banking Group (ANZ) 
and Telstra (TLS), offering a yield-
ballast to the portfolio. In the 
mid-sized company space, which 
contributed around a third of the 
Funds returns, exposures to JB Hi-Fi 
(JBH), Premier Investments (PMV), 
Slater & Gordon (SGH) and Tassal 
Group (TGR) yielded strong results. 
Once again, these investments were 
somewhat contrarian to market 
expectations. At the time of entering 
each of these positions, we had a 
smorgasbord of mid-sized company 
opportunities. We chose companies 
that were much cheaper than the 
market with suitable liquidity which 
had the potential to re-rate over the 
coming years. In each case, resulting 
price performance was very strong 
driven by both strong positive 
earnings revisions and valuation 
expansion.

We chose companies that 
were much cheaper than 
the market with suitable 
liquidity which had the 

potential to re-rate over the 
coming years. 

We now turn to the negative 
contributors. Quite clearly our 
biggest mistake or most unfortunate 
incident over the year was the Fund’s 
investment in Forge Group (FGE). 
The company is now in liquidation 
and has been completely written-
off within the Fund’s accounts. The 

Responsible Entity (One Managed 
Investment Funds Limited) on 
behalf of the Fund’s unit-holders is 
participating in a class action against 
the directors of Forge Group. We are 
still baffled as to how this occurred. 
We were certainly of the view at the 
time that their forward dynamics 
were improving based on company 
releases. However, the extent to 
which they had under-reported 
earnings in their Power business 
was nothing short of spectacular. 
This event was truly humbling and 
we apologise for this. QBE Insurance 
(QBE) was also an instance of where 
our investment thesis turned out to 
be wrong. 

Sensitivity to downside 
risk management due to 
heightened global risk is 
a central feature of our 

process 

We had expected the company to 
report stronger earnings in light of 
a steepening yield curve translating 
into higher discount rates for their 
liabilities and higher yields on their 
investment balances. Unfortunately, 
the transitional movement to higher 
interest rates, particularly in the US, 
did not lead to the leverage we were 
expecting. In addition, the company 
reported further extraordinary 
provisions which brought into 

question management’s credibility. 
The Fund’s position was sold the 
same day this information was 
released to the market. 

Having made good returns from 
stock selection in the first half of 
the year, the second half of the 
year presented as more risky than 
the first. This risk stemmed from 
multiple macro-economic events 
(both anticipated and not) which 
resulted in lower market exposure. 
At times when the Fund had 
lower equity exposure, the market 
unexpectedly rallied. We estimate 
the foregone returns or opportunity 
cost for the Fund was approximately 
2% from lower market exposure 
over this period. This sensitivity 
to downside risk management 
due to heightened global risk is a 
central feature of our process. In 
the chart below, it highlights the 
Fund’s relative performance on 
down days to its benchmark. Over 
the year there were approximately 
100 down days. Of these, only 10% 
of the Fund’s negative daily returns 
underperformed by over 0.25%. In 
other words, there is an observable 
skew to the right confirming the 
Fund tends to lose less money on 
down days. We believe this to be 
an important attribute of the Fund’s 
investment profile considering on a 
daily basis there is a relatively high 
proportion of down days.
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Future Dynamics 
Corporate Earnings - Australian 
listed companies have reported 
strongly over the past 12 months 
despite the obvious issues with 
the slowing mining industry. We 
expect if the Australian economy 
washes off to some extent the 
west-coast slowdown by an east-
coast resurgence, then Australian 
corporate earnings will continue to 
perform well. The only caveat is the 
impact on the consumer from the 
recent Federal Budget. We don’t 
believe this will be too contractionary 
over the medium term and recent 
weakness in consumer confidence 
is likely to be short-lived. However, 
we recognise that other investors, 
particularly international, may 
view each of these events in the 
completely opposite way and 
may lead to underperformance of 
Australian equities relative to other 
major developed markets. We 
remain wary of these developments. 
Corporate America has also reported 
strongly over the past 12 months. 
This has been in an environment of 
an improving domestic economy and 
a weakening dollar against the Euro. 
This has supported upward revisions 
for a large segment of their market, 
given the proportion of multi-
nationals in the US. Over the past 
quarter though, the US dollar has 
strengthened against the Euro (due in 
part to the relative expected change 
in monetary policy between these 
very large trading blocs) and may 
lead to downside earnings surprise 
for US multi-national companies. 
Otherwise, US domestic companies 
appear to be operating well driven by 
the natural leverage of an improving 
economy. 

Valuations at a market level 
are fair and are in no way 

stretched relative to history 
over the past 20 years. 

Valuations at a market level are fair 
and are in no way stretched relative 

to history over the past 20 years. In 
order for prices to be supported at 
current levels, continued positive 
earnings momentum through the 
next Australian reporting period in 
August 2014 will be required. There 
was much conjecture prior to the 
February reporting season whether 
earnings would improve relative to 
expectations. This indeed occurred 
and we hope this continues over the 
medium term. 

Compared to other major 
economic zones across the 

world, the Chinese economy 
presents as the most likely 

to surprise on the downside 
over the coming year. 

Over the past quarter financial 
services related names (accounting 
for over 40% of the Australian 
market’s capitalisation) have 
reported well. More recently, there 
have been a number of companies 
that have downgraded guidance in 
the consumer discretionary space. 
In most cases, these downgrades 
are a continuation of structural 
issues these companies have faced 
over the past year or so which 
we have avoided. Further, these 
companies are only a small part of 
the Australian equity market and do 
not generally infer across-the-board 
downgrades. On the resources front, 
those companies exposed to Iron Ore 
(accounting for just over 10% of the 
Australian market’s capitalisation) 
will remain in downgrade mode for 
the foreseeable future. However, 
they are currently either cheap on a 
cycle forward valuation perspective 
or from the perspective of market 
analyst long run discounted cash 
flow models. 

Compared to other major economic 
zones across the world, the Chinese 
economy presents as the most likely 
to surprise on the downside over 
the coming year. This is obviously 
important for Australian Investors. 

For many years, the mooted Chinese 
slowdown has been spoken of for 
many years driven by an expected 
reversal in unrelenting fixed asset 
investment over many decades in 
conjunction with an opaque internal 
funding model. More recently, 
Chinese property and investment 
in heavy industry has been slowing 
materially over the past 6 months. 
This has been due to restrictive credit 
policies over the past 12 months 
finally having an impact. The Chinese 
Politburo have recognised structural 
issues and have tailored policies 
aimed at sectors which exhibit 
over capacity together with their 
earnest efforts to repair the negative 
environmental costs of heavy 
industry. This new policy slant will 
generally not bode well for Australian 
companies exposed to the growth 
in global steel markets particularly 
those companies that mine Iron Ore. 
These companies are also exposed 
to a significant increase in the global 
supply of Iron ore, much of their own 
doing, which has resulted in very 
weak iron ore prices over the past 
quarter. As any student of history may 
know, reviewing investment cycles 
of other great industrial nations (eg 
US, Japan) saw significant volatility 
due to booms and busts. China is 
no different despite their greater 
ability to manage cycles due to their 
“command economy”. In part, the 
central driver of overcapacity in other 
nations was easy credit. Similarly, 
China has undergone an enormous 
credit boom and the fallout in key 
industries cannot be protected 
despite calls for further stimulus. We 
suspect a series of credit events, as 
has occurred in other economies, will 
herald further downside volatility for 
the Chinese economy, though timing 
will be hard to predict. 
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In Summary
Our focus on generating upside 
volatility while minimising downside 
volatility within the large and mid-
cap space has played out over the 
past year. As is always, we need to be 
consistent with the way we approach 
equity markets and believe over the 
long term (5-7 years) our strategy 
will generate significant excess 
returns for investors. We thank all 
current investors for their trust in us 
in managing part of their investment 
portfolio and look forward to 
continuing to serve you over the 
coming years. We would also like 
to take this opportunity to thank all 
service providers of the Fund who 
have assisted us in delivering a robust 
operational and compliant platform 
for unit holders.

 

Disclaimer
APSEC Funds Management Pty Ltd 
ACN 152 440 723 (APSECFM) is a 
corporate authorised representative 
(CAR: 411859) of APSEC Compliance 
and Administration (AFSL 345 443 
ACN 142 148 409). APSECFM is the 
investment manager of the Atlantic 
Pacific Australian Equity Fund (ARSN 
158 861 155) (Fund).

One Managed Investment Funds 
Limited (ABN 47 117 400 987) (AFSL 
297042) is the responsibility entity 
of Fund (OMIFL).  OMIFL has not 
been involved in the preparation 
of this yearly fund report and takes 
no responsibility for its content. 
Investors should consider the 
product disclosure statement (PDS) 
issued by OMIFL before making any 
decision regarding the Fund. The 
PDS contains important information 
about investing in the Fund and it is 
important investors obtain and read 
a copy of the PDS before making a 
decision about whether to acquire, 
continue to hold or dispose of units 
in the Fund. You should also consult 
a licensed financial adviser before 
making an investment decision in 
relation to the Fund.  A copy of 
the PDS & Additional PDS (Dated 
1 February 2014) and continuous 
disclosures may be obtained from 
www.oneinvestment.com.au/atlantic 
or www.apsecfm.com.au.

APSECFM believes that the 
information contained in this 
document is accurate when issued. 
APSECFM does not warrant that such 
information or advice is accurate, 
reliable, complete or up-to-date, and 
to the fullest extent permitted by law, 
disclaims all liability of APSECFM and 
its associates. This document should 
be regarded as general information 
only rather than advice. In preparing 
this document, APSECFM did not 

take into account the investment 
objectives, financial situation and 
particular needs of any individual 
person. 

The information contained in this 
document must not be copied or 
disclosed in whole or in part without 
the prior written consent of APSECFM, 
and APSECFM accept no liability 
whatsoever for the actions of third 
parties in this respect. It is presented 
for informational purposes only and 
is not to be construed as a solicitation 
or an offer or recommendation to buy 
or sell any securities. Any opinions 
expressed in this document may be 
subject to change. APSECFM is not 
obliged to update the information. 
The information must not be used 
by recipients as a substitute for the 
exercise of their own judgment and 
investigation. Neither APSECFM nor 
any of their directors, employees or 
agents accept any liability for any 
loss or damage arising out of the 
use of all or part of, or any omission, 
inadequacy or inaccuracy in, this 
document.

OMIFL and APSECFM do not 
guarantee the performance of 
the Fund or the repayment of any 
investor’s capital. To the extent 
permitted by law, neither OMIFL nor 
APSECFM, including their directors, 
senior executives, employees, 
consultants, advisers, officers or 
authorised representatives, are 
liable for any loss or damage arising 
as a result of reliance placed on the 
contents of this document. Past 
performance is not indicative of 
future performance. Information 
in this document is current as at 31 
May 2014.

Prepared by: Lvl 4, 151 Castlereagh Street 
Sydney NSW 2000 
Phone: (+61 2) 8356 9356


