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Q4 2014 Review & Outlook 

The fund returned +4.3% compared to a -0.8% fall in the market. The biggest contributor to returns 
were the Chinese and Hong Kong portfolios with Korea and Malaysia the main detractors. 

Our top contributor was Daqin Railway (our only China A-share holding) which returned 36% (and 
still manages to trade on a single digit P/E). Huaneng Power and Zheijiang Expressway were the 
other Chinese companies that made it into the top 5 contributors. Both still trade on very reasonable 
valuations but we have trimmed both. Joining them in the top 5 were Premium Leisure (a royalty 
stream from a Philippine casino) and Man Wah Holdings (a Hong Kong based sofa manufacturer). 
The only negative contributor of any note was KEPCO which gave back some of its recent 
performance on the back of concerns that the government would push through a tariff cut. 

Part of the reason for the performance was the lack of cyclical exposure in the fund. We have taken 
great care to minimise the cyclicality of the portfolio this year and this helped avoid any significant 
losses in the quarter. Both the energy sector (-16.0%) and the basic materials sector (-10.2%) fell 
sharply and our lack of exposure in either of these sectors added substantially to performance.    
Although it is not a natural hunting ground for us, we do look at stocks in these sectors and would 
consider investments here if the risk/return seemed promising. However, at the current time 
valuations appear only “fair” and so we don’t expect to be adding exposure here soon.    
Nevertheless, the more the sector falls and the greater the panic becomes, the more likely it is that 
our exposure here will increase.    

Review of 2014 – what worked and didn’t work 

Stock picking was generally very good across the board. There wasn’t any one particular reason for 
the performance by each market but, in general, it was a combination of a lack of losing positions 
combined with good recycling of capital. Malaysia was appalling although thankfully accounted for 
only a small part of the portfolio. Both our positions there are under review. 

Source: Bloomberg 
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By individual security it can be seen the biggest contributors were from Hong Kong and China. PCCW 
rose strongly due to M&A in the Hong Kong telecom sector in which it operates. Its main subsidiary, 
Hong Kong Telecom, bought a competitor (CSL) which should lead to increased earnings because of 
both cost cutting potential and also a reduction in the number of players leading to better pricing 
power. Huaneng Power was another strong performer on the back of lower coal prices leading to 
higher earnings. Link REIT had been oversold in 2013 and was trading at a very attractive valuation 
at the beginning of the year but re-rated quite quickly, so we were able to exit and employ the 
capital elsewhere. Daqin Railway strengthened on the back of a tariff hike together with increased 
investor appetite for Chinese A-shares. We have been tempted to reduce the position given the 
performance but the valuation (at scarcely 10x earnings) does not yet appear to be in bubble 
territory (unlike the rest of the A-share market).   

With regards to the losing positions there were two free to air TV stations in the bottom 5 – TVB and 
Seven West Media. Seven West Media was just a very bad error of judgement. We underestimated 
both the structural and cyclical risks to this company and we have exited the position. TVB is a 
company we still think has strong prospects and thus we have more patience with it. It is less 
affected by the structural factors affecting TV and has a much stronger franchise. HSBC is a stock 
that we have swung from being mildly positive on to mildly bearish on. The valuation argument is 
clear; however the structural and cyclical risks to the business are high with credit quality 
deteriorating and zero interest rates pressuring margins. We managed to lose money in CNOOC 
even before the oil price collapse as the company continues to demonstrate a very poor track record 
in allocating capital and managing its cost base which led to a poor set of results earlier in the year. A 
reassessment of the valuation of the company led us to exit the position. 

The fact that Cheung Kong and Hutchison appear on both the positive and negative side of the 
ledger is interesting given that they are essentially the same business. The divergence was mainly 
due to the widening of the “stub” valuation (the valuation of Cheung Kong stripping its holding in 
Hutchison) which had reached an extremely low level at the beginning of the year. Although 
Hutchison’s business has certainly been affected by the weakness in the oil price (its position in 
Husky Energy is approximately 10% of NAV), we believe the valuation upside is substantial. 
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Source: Bloomberg 

Impact of Trading 

The performance of the fund was also better than if we had just left the portfolio as it was on Jan 1 
2014 and made no changes. Due to recycling of capital we improved returns by over 750bps1

We continue to monitor the impact of “trading” on performance as we share investors’ belief that 
lower turnover generally leads to better performance. However, it is important to note that our 
alpha tends to drive our turnover rather than the other way around. In other words, if we are 
enjoying strong performance which implies more of our stocks are reaching their price targets, this 
will generally cause us to exit those positions in order to recycle that capital into more attractive 
investments.    

 which 
highlights the importance of getting both the tactical and strategic sides of the portfolio right. We 
changed approximately 30% of the portfolio during the year which was lower than 2013.   

 

 

 

 

                                                           
1 In other words, had we not made any changes to the portfolio as it was on 1/1/14 and just held the positions 
until 31/12/14, performance would have been 750bps lower than it actually was. 

Jan 14 
% of 
NAV

Dec 14 
% of 
NAV

Contribution 
(bps)

Total
Return

PCCW 2.5% 2.3% 142 +60.1%

Cheung Kong 6.6% 2.3% 139 +15.4%

HuanengPower 2.5% 2.4% 130 +57.6%

Link REIT 0% 0% 123 +28.1%

Daqin Railway 1.9% 2.9% 103 +50.3%

TVB 2.7% 2.9% -28 -8.2%

HSBC 5.7% 0% -44 -11.2%

Seven West Media 0.5% 0% -44 -44.2%

CNOOC 3.1% 0% -46 -11.9%

Hutchison Whampoa 5.7% 6.1% -50 -7.3%
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Changes In Portfolio During 4Q14 

Exited positions 

• Glow Energy (Thai Power Producer) 
o Stock reached our price target 

 

• NWS Holdings (Hong Kong/China infrastructure) 
o Deterioration of business. Concerns over cash flows given minority stakes mean 

earnings do not equal cash flows 
 

• Hutchison Telecom and Smartone (Hong Kong telecom operators) 
o A review of the business prospects meant there was less upside to fair value than 

previously thought 
 

• eMemory (Taiwan Semiconductor IP company) 
o Reached our price target + reassessment of risk level 

 

• HSBC 
o Declining credit quality + risk of rates remaining lower for longer meant stock no 

longer attractive 
 

• Seven West Media (Australian TV company) 
o Business has deteriorated. Unwillingness to tolerate further losses.    

 

New Positions  

TSMC 

TSMC is a stock that investors will be very familiar with as it is almost compulsory for Asian funds to 
own it. Having been (incorrectly) bearish on the stock for several years we have bought into the 
company this quarter. Partly this is due to valuation - the stock had de-rated to 12x earnings from a 
range of 13-15x over the previous several years - and partly due to a reassessment of the barriers to 
entry in the business. Having spent several weeks in Taiwan visiting several different companies that 
interact with TSMC it became clear how dominant their business is (in the same way as anyone 
talking to Chinese companies quickly realises how important Alibaba is to them). Despite the best 
efforts of Samsung, Intel and Global Foundries to compete, TSMC remains the choice for almost all 
fabless companies. By concentrating 100% on one business they have managed to maintain their 
lead.     
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SPCG 

SPCG is a solar farm operator based in Thailand. The business is quite simple: it buys solar panels for 
Kyocera, secures land to put them on, connects those panels to the grid and then receives a 
payment for producing electricity. The risk level is low as EBITDA margins are 95% and the tariffs are 
fixed so this is a bond like business. There is utilisation risk (as it sometimes is less sunny) and 
degradation risk (as solar panels wear out) but these are relatively predictable.        

Although the existing projects account for the bulk of the valuation, there is significant upside 
potential from new projects. The company currently has 230MW of capacity but the government is 
expected to announce that they wish to build an additional 2000MW of solar capacity in the 
upcoming alternative energy bill. The market expects the company to be able to double its current 
capacity by capturing 200MW of this new capacity. Although the rates of return on new projects 
are lower than before (reflecting the lower solar panel prices) management still expected to achieve 
a 15% equity return on this investment.     

The stock is forecast to yield 4.0% in 2015 but the dividend is expected to increase by 50% in 2017, 
to 6%, as cash flows increase and debt is paid down. We believe that the market is mispricing the 
company for several reasons: 

1. It is a small cap company with a market capitalisation of only US$700m, below the threshold 
for most sell side and buy side investors to take any notice. 
 

2. The company has a high level of debt as projects were financed on a 30/70 equity versus 
debt ratio. While this is typical for a company of this type, it meant that the 2013 debt to 
equity ratio was 430%. 

 
3. The accounting obscures the actual free cash generation as they depreciate the solar panels 

over the 10 year life of the power purchase agreement (which is what we value) however, 
they do not require maintenance. 

 
4. There are very few solar companies in Thailand and so analysts are not sure how to value 

them. 
 

It is by no means risk free. Changes in the regulatory environment are unlikely but possible. The 
company is sensitive to increases in interest rates. However, we believe the risk/reward ratio is very 
appealing at this level. 
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2015 outlook 

At beginning of 2015 the outlook is very similar to that of a year ago. The challenge is to buy safe, 
real assets with attractive and sustainable dividend yields that are trading at low valuations with 
substantial upside potential. If rates continue to head towards zero percent or, as we saw in the case 
of Switzerland below even that, then the prices that people pay for safe assets will likely increase. If, 
on the other hand, interest rates normalise as falling unemployment levels and rising real wages 
mean a less accommodative monetary policy, the valuations paid will likely fall. Rather than attempt 
to forecast which of these two scenarios is more likely, our general aim is to find stocks where the 
upside in the former case is substantial and downside in the latter case is minimal. This often 
requires us to recycle capital as various sectors fall in and out of favour and interest rates 
expectations go up and down. In fact, the market’s indecision on whether we are headed towards 
deflation or inflation is very useful in providing entry and exit points into the stocks that we follow. 

We continue to believe that our portfolio offers a very substantial risk premium above index linked 
bonds and that the P/E could well rise towards more “normal levels” should the search for yield 
continue (i.e. increases from the current level of 12x towards the historical average of 15x). In a very 
optimistic scenario it is not impossible that the P/E reaches 20x and in a pessimistic scenario, it 
might fall to 10x. As can be seen, that leads to an attractive distribution of potential returns2

We continue to believe that our target of 5 to 10% outperformance is achievable although there is of 
course no guarantee that we will achieve it. All we can do is to select stocks with below average risk 
and above average return potential and seek to minimise the number of mistakes we make. 
Although this may or may not result in outperformance, it minimises the risk of permanent capital 
loss which continues to be our ultimate focus. 

. That 
said, each year it gets harder to find stocks that meet our demanding criteria and so it is unlikely that 
we will repeat the outperformance that was generated in 2014.  

 

                                                           
2 Assuming of course that earnings do not fall and the past is a guide to the future.     
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PORTFOLIO PERFORMANCE 
 
Performance Summary (%) 
Period ending 31.12.2014 
 
Class 1* 
 

B USD Benchmark ** 

1 Month -0.05 -2.22 

3 Months 4.31 -0.77 

2014 16.79 3.26 

2013 13.45 3.95 

2012 45.90 22.96 

2011 -3.96 -15.20 

Since Launch+ 85.65 12.54 

Annualised 
since Inception 

16.72 2.99 

 
* Class 1 shares were closed to further investment on 
30th November 2012 
**MSCI Asia Pacific ex Japan  
+ Launch date: B 31.12.2010,  
 
 

 

     

     

     

     

 
RISK ANALYSIS 
 

Risk Metrics Fund (%) 

Tracking Error (% pa) 6.8 

Beta 0.78 

Alpha (%) 14.4 

Volatility (%) 12.5 

 
Source: Bloomberg  
Since inception: B 31.12.2010 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Class 1 B, USD Monthly Performance Summary (%)  

  Jan   Feb   Mar   Apr May   June   July   Aug      Sept     Oct  Nov   Dec    Total 

2014 -4.34   4.03  1.50 1.58    4.63 2.14 3.50 1.24  -2.54 2.31  2.00 -0.05 16.79 

2013 3.93   1.78  0.35 4.57 -0.53 -4.95 1.87 -2.24   5.07 4.15 -0.56 -0.25 13.45 

2012 8.12   6.54  1.92 3.20 -7.67 3.84 6.72 1.92   6.36 1.97  2.76 3.63 45.90 

2011 -2.68 -1.46 2.55    3.90 2.59   0.60  3.56 -6.06   -12.80 10.62  -3.52    1.79   -3.96 
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THEMATIC & GEOGRAPHICAL BREAKDOWN 
 

Top 5 Holdings (%) 

Hutchison Whampoa Ltd                  6.1 

Beijing Capital Intl 3.4 

MTR Corporation 3.4 

KEPCO 3.2 

SK Telecom Co Ltd 3.2 

Total Number of Holdings 42 

 
Portfolio Financial Ratios 

  

Predicted Price/Earnings Ratio 11.7x 

Predicted Return on Equity (%)              14.2 

Predicted Dividend Yield (%)                   4.7 

 

 
 
 
FUND PARTICULARS  
 
 

Fund  Facts 
Fund Size USD 847.3m 

Launch Date 31st December 2010 

Fund Structure UCITS III 

Domicile Dublin 

Currencies USD (base), GDP, SGD 

 
Management Fees 

Annual Management Fee 
1% p.a Paid monthly in arrears  
 
Performance Fee 
Class 1: None 
Class 2 and Class U: 10% of the net out-performance 
of the MSCI Asia Pacific ex Japan Index (MXAPJ) with 
a high-water mark. 
Temporary Front End Charge: 3% introduced on 2nd 
December 2013 paid to the benefit of the fund. 

 
 

Dealing 

Dealing Line +353 1 603 6490 

Administrator Brown Brothers 
Harriman (Dublin) 

Dealing Frequency Daily 

Valuation Point 11am UK time 

Dealing Cut - off 5pm UK time 

Min. Initial Subscription USD  10,000 

Min. Subsequent Subscription USD   5,000 

 

 

 
Share Class Details 
Class 1*   SEDOL ISIN Month end 

NAV 
A USD Unhedged Non Distributing B4MK5Q6 IE00B4MK5Q67 190.80 

B USD Unhedged Distributing B4QVD94 IE00B4QVD949 159.04 

C GBP Hedged Distributing  B4Q6DB1 IE00B4Q6DB12 160.00 

D SGD Hedged Distributing  B4NFJT1 IE00B4NFJT16 152.67 

 
*Class 1 shares were closed to further investment on 30th November 2012 

Class 2*   SEDOL ISIN Month end 
NAV 

X USD Unhedged Distributing B4PYCL9 IE00B4PYCL99 144.66 

Y GBP Hedged Distributing B4TRL17 IE00B4TRL175 145.96 

Z SGD Hedged Distributing  B6WDYZ1 IE00B6WDYZ18 144.48 

 
* Class 2 shares were soft closed to new investors as of 30th November 2012. Performance fee 
based on individual investor’s holding 
 
Class U*   SEDOL ISIN Month end 

NAV 
U GBP Unhedged Distributing BBP6LK6 IE00BBP6LK66 116.82 

* Class U shares are open to current investors only. Performance fee based on fund 
performance as a whole. 
 

Dividend Dates 
Dividends paid twice annually (January and July)  
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investment advice, nor an offer or solicitation to buy or sell any securities and or derivatives or to make any investment decision and may not be reproduced, distributed or
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The value of investments and any income generated may go down as well as up and is not guaranteed. You may not get back the amount originally invested. Past

performance is not a guide to, or indicative of, future results. Changes in exchange rates may have an adverse effect on the value, price, or income of investments. The
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more detail. 

The information given is not exhaustive and does not constitute legal or tax advice. Prospective investors and investors alike should consult their own professional advisers

as to the implications of their subscribing for, purchasing, holding, switching or disposing of shares under the laws of the jurisdictions in which they may be subject to tax.

No representation, warranty, or undertaking, express or limited, is given as to the accuracy or completeness of the information or opinions contained in this document by

any of Prusik Investment Management LLP, its partners or employees and no liability is accepted by such persons for the accuracy or completeness of any such information

or opinions. As such, no reliance may be placed for any purpose on the information and opinions contained in this document.

Fund Manager

Tom Naughton

Tel: +44 (0)20 7493 1331 

Email: tom.naughton@prusikim.com

Sales & Marketing 

Mark Dwerryhouse

Tel: +44 (0)20 7297 6854

Mob: +44 (0)7831 856 066

Email: mark.dwerryhouse@prusikim.com

Nazinna Douglas

Tel: +44 (0)20 7493 1331

Fax: +44 (0)20 7493 1770

Email: nazinna.douglas@prusikim.com

Prusik Investment Management LLP

1st Floor 46 Hays Mews

London W1J 5QD

Web: www.prusikim.co.uk

Email: enquiries@prusikim.com
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