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COMMENTARY

earnings. While this focus is increasingly less common today
within the broader market, there was a time not so long ago
that this wasn’t considered heresy!

SIMON MAWHINNEY, CFA
Managing Director & Chief
Investment Officer
There’s no easy way to begin a quarterly commentary after the
Equity Strategy’s poor returns in this calendar year to date.
Despite this underperformance, we remain focused on the
fundamentals that drive a company’s value (principally its
future earnings) and the price an investor pays for those

Graph 1 illustrates the price performance of the Allan Gray
Australia Equity portfolio if exactly the same portfolio was
initiated 10 years ago. Over the 10-year period, that portfolio’s
price return would have been -40%. Over the same period, the
sharemarket has risen almost 30%. This disparity in price
performance is as great as we’ve ever seen and, absent
structural issues in the portfolio holdings themselves, is a
backdrop for abnormally high future relative returns as
fundamentals and sentiment return to normal.
As we’ve mentioned in previous quarterly commentaries, this
kind of price underperformance can be cyclical, structural or a
combination of both. Structurally impaired companies with an
ever-declining earnings base display similar price performance
just before they file for bankruptcy! But our portfolio doesn’t
appear to be structurally impaired and one needs to look no
further than consensus earnings forecasts to support this view.

Graph 1: Price performance of the Allan Gray Australia Equity fund portfolio if initiated 10 years ago
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Table 1 shows consensus price to earnings (P/E) forecasts for
both our portfolio and the S&P/ASX 300 Index for 2020
through to 2023, as well as actual earnings multiples for 2019.
With price held constant, the movements in P/E ratios reflect
earnings changes over time. COVID-19 has clearly had a

significant earnings impact on both our portfolio and the
sharemarket (although a much greater impact on our portfolio,
largely because of our energy exposure and the significant
impairments taken during 2020).

Table 1: P/E forecasts and earnings for the Equity Strategy portfolio and the S&P/ASX 300 Index
2019 (A)

2020 (F)

2021 (F)

2022 (F)

2023 (F)

S&P/ASX 300 Index

16.6x

21.4x

17.9x

16.2x

15.1x

Equity Strategy portfolio

12.4x

27.3x

16.5x

12.8x

11.1x

S&P/ASX 300 Index

100

78

93

102

110

Equity Strategy portfolio

100

46

76

97

112

P/E multiple

Indexed earnings (indexed to 100 in 2019)

(A) = Actual; (F) = Forecast
Source: FactSet, Allan Gray, as at 30 September 2020
Based on these consensus forecasts, both the sharemarket’s
and our portfolio’s earnings are expected to increase from 2021
and by 2023, earnings of both are above actual levels achieved
for 2019 with our portfolio’s earnings growth exceeding that of
the broader sharemarket. The accuracy of these projections is
less important than what it says about the market’s view of the
direction and speed of the improvement in our portfolio’s
earnings. Like consensus, we also believe our portfolio’s
earnings are cyclically depressed rather than structurally
impaired and today’s prices afford us the opportunity to
purchase this earnings stream at a significant discount to the
broader sharemarket.
Alumina Limited (Alumina) is an example of a company whose
currently depressed earnings appear more cyclical than
structural and which, given recent price weakness, we believe
offers attractive upside potential from here.
Before discussing the investment appeal of Alumina, some
background knowledge of how aluminium is made will be useful.
It all begins with the mining of bauxite, a reddish clay material
comprised mainly of aluminium oxide, silica, iron oxides and
titanium dioxide. (Bauxite is to aluminium what iron ore is to
steel.) Once mined, the bauxite is refined using the Bayer
Process. This involves heating the bauxite, together with caustic
soda, in a pressure vessel in order to dissolve and separate the
aluminium oxide (alumina) from the other compounds present.
Alumina is later smelted using an energy intensive electrolysis
process to produce pure aluminium metal.
As a rough rule of thumb, it requires four to six tonnes of bauxite
(depending on grade) to manufacture two tonnes of alumina,
which in turn produces one tonne of aluminium.

About Alumina and its sole asset
Alumina’s sole asset is its 40% joint venture interest in Alcoa
World Alumina and Chemicals (AWAC). AWAC is one of the

world’s largest miners of bauxite and refiner of alumina. It
derives the vast majority of its earnings from selling alumina
(which it produces from its own bauxite) to aluminium smelters
around the world, including to Alcoa Corporation (Alcoa), who
own the other 60% of AWAC. In addition to this, it also sells
bauxite ore to alumina refineries that don’t have captive sources
of bauxite, predominantly in China, and it produces a small
amount of aluminium from the Portland smelter in Victoria. In
2020, it expects to produce 12.8 million tonnes of alumina, 6.5
million tonnes of bauxite for third party sales and close to 160
thousand tonnes of aluminium.
AWAC’s operations are geographically dispersed (refer to
Figure 1) although its West Australian bauxite mines (Huntly
and Willowdale) and refineries (Wagerup, Kwinana and Pinjarra)
are among the lowest cost and most profitable in the world.
Other assets include its share of the Juruti and MRN bauxite
mines and Alumar refinery in Brazil, a 25.1% interest in the
Ma’aden mining and refining operations in Saudi Arabia, refining
assets in Spain (San Ciprian) as well as bauxite mining interests
in Guinea.

AWAC’s competitive advantages
A number of attributes make AWAC’s refining operations
among the lowest cost operations in the world (as depicted in
the cost curve in Graph 2). Most notable are the location and
properties of its bauxite. With a low level of reactive silica at
AWAC’s Australian mines, it requires less caustic soda and less
heat in the refining process, two significant cost components.
Also, the co-location of its refining assets to these long-life
bauxite reserves results in logistical savings. This and its low
mining costs are also a source of competitive advantage.
AWAC’s cash costs of production are below US$200 per tonne
(/t) with total costs after all sustaining capital spending
requirements approximately US$215/t. These costs put it
within the first quartile of the industry cost curve.
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Figure 1: AWAC’s bauxite mining and refining operations for half-year ending June 2020
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Graph 2: Global alumina refining cash cost curve for half-year to June 2020
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Importantly, these same attributes that make AWAC a low-cost
producer (largely low temperature gas-fired refineries) also
contribute to AWAC’s favourable emissions intensity relative to
industry peers. As can be seen in Graph 3, AWAC emits on
average around half the CO2 per tonne of alumina produced

compared with the industry average. This complements its
excellent track record in sustainably disposing of the red mud
residue generated during the refining process.
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Graph 3: AWAC has the lowest refinery CO2 emission intensity among major producers
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Share price weakness and contributing factors

Alumina appears to offer compelling value

Alumina has underperformed the sharemarket by over 50%
since its recent peak in October 2018. A number of factors have
contributed to this weakness, none more so than today’s weak
alumina prices and resulting depressed profits.

With a market capitalisation of just under US$3 billion and next
to no debt, investors in Alumina pay US$600 per tonne of
annual alumina production capacity. Despite the prevailing low
alumina prices (US$270/t versus 10-year average price in the
mid-US$300s) and after known increases in AWAC’s costs from
new gas supply contracts coming on stream, we expect Alumina
to generate margins of close to US$50/t of production. Alumina
trades at 17 times the resulting post-tax earnings and with a
near 100% dividend payout ratio, trades on a fully-franked
dividend yield of almost 6%.

Early in 2019, the Brazilian Government removed production
constraints it had earlier imposed at the Alunorte alumina
refinery (the world’s largest refinery outside of China with
production of close to six million tonnes per annum). This
reversed a supply deficit that had caused prices to spike to over
US$700/t. Prices quickly retreated from those lofty levels once
Alunorte commenced operations in full again. In 2020,
COVID-19 has significantly reduced demand for aluminium
(and alumina) outside of China, adding further to excess alumina
supply. Prices have fallen to about US$270 per tonne, 20%
below the average over the past 10 years.
Adding to the price weakness, China, a large importer of alumina
five to ten years ago, has also reduced its imports. This has
exacerbated the excess supply outside China and depressed the
ex-China alumina price. China’s alumina production has typically
been significantly higher cost than that produced outside of
China, largely due to its energy intensity and the amount of
caustic soda required due to the high silica content of its
bauxites. This competitive disadvantage has been reduced by
the post-COVID-19 declines in energy and caustic soda prices
which has not only seen the industry cost curve fall, but also
flatten. Despite these falling costs, at least 20% of Chinese
alumina refining (10% of world production) is still loss-making
at current prices.

For a high-quality, long-life resource company, this would be
attractive to us at the best of times, let alone in today’s low
interest rate environment. But the real attraction is that
earnings have the potential to increase significantly from here.
As already mentioned, approximately 20% of Chinese alumina
refining (10% of world production) is already loss-making at
current prices, an important backdrop for higher commodity
prices. There are also significant cost pressures on the horizon.
Prices for oil and coal, upon which much of China’s alumina
production (and some of the production outside of China)
depends, are low today. Vast swathes of world production are
loss-making and any meaningful increase in these fuel prices will
result in significantly higher input costs for those producers
reliant on these fuel sources. Asian caustic soda prices are also
at multi-year lows and unlikely to stay at these levels. Also,
China is becoming increasingly reliant on costlier imported
bauxite to feed its refineries. Energy, caustic and bauxite
comprise 65% of AWAC’s refining cost base (as seen in Graph 4)
and this is higher for other alumina refineries costs. It is likely
that the cost base of alumina refining will increase significantly
and, along with it, the alumina price.
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Graph 4: AWAC’s June 2020 quarterly cost composition

At US$600/t of capacity, an investor in Alumina today can buy
refining capacity that ranks among the world’s lowest operating
cost capacity for 30% to 60% of the cost to replace the same
capacity outside of China. Alumina investors today buy lowcost, long-life capacity integrated with high quality bauxite for a
similar amount to high-cost, non-integrated capacity in China!
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AWAC is well positioned to benefit from this. AWAC’s energy
needs are mainly met via long-term gas contracts; they will be
less impacted from rising oil and coal prices upon which they are
not reliant. While a rise in caustic prices will impact AWAC’s
cost base, its low silica bauxite makes it less reliant on caustic
than other alumina producers. And AWAC does not rely on
third party bauxite, with its refineries mostly co-located with its
own bauxite mining operations. Any rise in alumina prices to
offset these cost imposts should therefore result in the cost
curve steepening and AWAC remaining at the lower end.
AWAC’s operating margins would therefore expand and with it,
Alumina’s profits.

Two obvious pushbacks to our thesis exist. The first is that
AWAC is the subject of a A$900 million transfer pricing tax
dispute with the Australian Tax Office. Alcoa, the operator of the
AWAC joint venture, appears to have a reasonable basis for its
belief that the ATO’s claims have no merit. But even if they’re
wrong, and taking into account Alumina’s 40% share of these
claims, the outcome of this dispute does not appear to materially
impact our thesis.
The second pushback relates to the potential for a significant
reduction in demand for aluminium (and alumina) given the
COVID-19 induced economic downturn. This would further
increase the excess alumina supply and cause alumina prices to
fall from here. Were this to happen, Alumina would be well
positioned relative to its industry peers, given its low-cost
operations and near-zero financial leverage. Significant amounts
of world production would be loss-making and long-term
investors in Alumina, with its share of long-life reserves and
strong industry position, could afford to wait out the storm.
It mustn’t be forgotten that the scenario above would also have
far-reaching ramifications for industries unrelated to the
aluminium supply chain and sharemarkets more broadly. When
taking a long-term perspective, Alumina looks undervalued on
almost all metrics and even with an extended weak economic
backdrop, we believe that Alumina Limited is better positioned
than the average company in our investment universe.

An alternative way to look at Alumina is with reference
to replacement costs
It is also useful to compare Alumina’s price today to the cost to
replace its 40% share of AWAC’s alumina production. The
cheapest refineries in China cost about US$600 – US$800 per
tonne of annual capacity to build. They are generally not
integrated (i.e. they rely on third-party purchased bauxite,
usually imported) and are therefore relatively high cost
operators. Outside of China, refineries cost between
US$1,000/t of annual capacity (e.g. Indonesia) and over
US$2,000/t (Western world).
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FUND COMMENTARY
QUARTER IN REVIEW
by JULIAN MORRISON, CFA
Head of Research Relationships and
National Key Accounts
Allan Gray Australia Equity Fund
The Australian sharemarket rose in July and August, but was
notably weaker in September, giving back the earlier gains. The
Fund’s benchmark, the S&P/ASX 300 Accumulation Index, was
down 0.1% for the quarter. The Allan Gray Australia Equity
Fund (Class A) underperformed its benchmark by 4.6% during
the period.
In a reversal from the prior quarter, our overweight position in
the Energy sector was the largest detractor from returns. This
includes stocks such as Woodside Petroleum and Oil Search.
Performance from the Materials sector was also negative
overall, with Alumina and Sims detracting from relative
performance. We continue to view companies such as these as
offering particularly attractive value relative to the market,
strong balance sheets and sustainable businesses.
Elsewhere, exposure to Financials was negative for relative
performance, with the sector generally weaker than the market
during the quarter, including holdings such as National Australia
Bank and AMP.
The strongest positive contributor to returns during the quarter
was residential land developer Peet. Also amongst the top
positive contributors were stocks within the otherwise unloved
Energy and Materials sectors – Worley and Incitec Pivot.
While the shorter-term underperformance is challenging, we
firmly believe that now it is as important as ever to remain
focused on valuation discipline. History shows that getting
drawn into popular trends for short-term comfort is more likely
to result in overpaying and long-term disappointment. As such,
we continue to avoid areas we see as particularly overvalued
(for example many of the staples, utilities, healthcare and
technology names). Instead, we continue to hold positions in
companies that are less favoured by the consensus, but that we
believe have sustainable business models and that offer great
value in a distorted market.

Allan Gray Australia Balanced Fund
The Allan Gray Australia Balanced Fund underperformed its
composite benchmark by 2.4% for the September quarter.

The Fund had 69% in shares at quarter end, though about 7% of
the global share exposure is reduced through the use of
exchange-traded derivatives, which allows for some protection
in those periods where market indices fall. The Fund has been
overweight global shares versus global fixed income. This
detracted from relative performance for the quarter, as global
shares underperformed fixed income. In addition, stock
selection in both the Australian and global shares detracted
from relative returns. This follows a continuation of the trends
mentioned above, which we believe results in extreme
dispersion in valuations. In turn, we believe the current portfolio
is particularly attractive versus the benchmark in terms of both
prospective return and risk.
The Fund held around 22% in fixed income securities and 6% in
gold (via an ETF) at quarter end. The fixed income allocation has
remained significantly shorter in duration than the benchmark
– at below one year versus almost eight for the benchmark. This
had limited impact on the Fund for the September quarter, with
government bond yields generally flat during the quarter.
The Fund remains more defensively positioned than the
benchmark in terms of both relative and absolute returns, in
the event interest rates rise. The exposure to gold contributed
positively to performance for the quarter and provides some
diversification to the overall portfolio.

Allan Gray Australia Stable Fund
The Allan Gray Australia Stable Fund underperformed its cash
rate benchmark by 1.7% for the September quarter.
The performance of the Stable Fund is driven by the performance
of our favoured Australian share holdings and the decision on
how much is invested in shares versus cash. Having added to
share exposure earlier in the year, the Fund took advantage of
weakness during the September quarter to add selectively to
shares assessed as offering great value.
As at the end of September, the Fund had around 31% invested
in shares, with the remainder in cash and money market
investments. This can be seen in Graph 5, which shows the
Fund’s allocation to shares over time.
The broad Australian sharemarket remains some way from its
previous high. However, the market average fails to highlight
that some popular stocks and sectors are priced at levels that in
our view are far too optimistic. We therefore remain focused on
avoiding those areas and the risks that come with excessive
valuation. Instead, the shares held in the Fund will be those that
we have assessed as most attractively priced and where risk of
permanent capital loss is low.
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EQUITY FUND
PERFORMANCE
Allan Gray Australia Equity Fund — Class A units
Allan Gray Australia
Equity Fund

S&P/ASX 300 Accumulation
Index

Relative Performance

Since Public Launch on 4 May 2006

5.9

5.2

0.7

10 Years

7.2

6.9

0.3

5 Years

8.0

7.4

0.6

3 Years

(1.9)

4.9

(6.8)

1 Year

(25.5)

(10.0)

(15.5)

(4.7)

(0.1)

(4.6)

Allan Gray Australia
Equity Fund

S&P/ASX 300 Accumulation
Index

Relative Performance

Since Class Launch on 26 October 2012

7.6

7.9

(0.3)

5 Years

8.1

7.4

0.7

3 Years

(1.3)

4.9

(6.2)

1 Year

(24.9)

(10.0)

(14.9)

(4.5)

(0.1)

(4.4)

ANNUALISED (%)

NOT ANNUALISED (%)

Latest Quarter

Allan Gray Australia Equity Fund — Class B units

ANNUALISED (%)

NOT ANNUALISED (%)

Latest Quarter

Highest and lowest annual return since launch
Allan Gray Australia Equity Fund - Class A units

Return %

Calendar year

Highest

55.1

2009

Lowest

(45.9)

2008

Return %

Calendar year

Highest

33.4

2016

Lowest

(7.0)

2018

Allan Gray Australia Equity Fund - Class B units

Returns shown are net of fees and assume reinvestment of distributions. Returns are annualised for periods of one year and over. Annualised returns show the average amount
earned on an investment in the relevant Class each year over the given time period. Actual investor performance may differ as a result of the investment date, the date of
reinvestment of income distributions, and withholding tax applied to income distributions.
The highest and lowest returns earned during any calendar year since the launch of each Class are shown to demonstrate the variability of returns. The complete return history
for each Class can be obtained by contacting our Client Services team.
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EQUITY FUND HOLDINGS
(CLASS A AND CLASS B)

Fund holdings as at 30 September 2020

Statement of net assets (unaudited)
Market Value AUD
000’s

% of Fund

Newcrest Mining

145,183

9

Woodside Petroleum

118,461

8

Alumina

109,573

7

QBE Insurance Group

99,333

6

National Australia Bank

88,700

6

Metcash

84,664

5

Sims

76,345

5

AMP

75,492

5

Aust. and NZ Banking Group

71,959

5

Oil Search

65,897

4

Incitec Pivot

55,610

4

Origin Energy

53,952

3

Worley

39,870

3

Fletcher Building

38,834

3

Nufarm

33,649

2

G8 Education

29,669

2

Peet

29,407

2

Asaleo Care

25,981

2

HT&E

23,465

2

Southern Cross Media Group

20,460

1

Virgin Money UK

19,688

1

CSR

19,265

1

SKYCITY Entertainment Group

18,467

1

Starpharma Holdings

17,982

1

South32

16,929

1

Positions less than 1%

127,869

8

1,506,702

97

ASX SPI 200 ™ Futures Contract (12/2020)†

24,804

2

Net Current Assets

14,255

1

1,545,761

100

Security

Total Security Exposure

Net Assets
Price per unit - Class A (cum distribution)

AUD 1.2134

Price per unit - Class B (cum distribution)

AUD 1.2137

Total Assets Under Management for the Australian equity strategy (AUD 000’s)‡

AUD 5,676,344

† Futures contracts are fully backed by cash holdings.
‡ Allan Gray Australia Pty Ltd also manages segregated accounts that have substantially the same investment goals and restrictions as the Fund.
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BALANCED FUND
PERFORMANCE
Allan Gray Australia Balanced Fund
Allan Gray Australia
Balanced Fund

Custom Benchmark*

Relative Performance

Since Public Launch on 1 March 2017

2.7

7.5

(4.8)

3 Years

0.9

7.7

(6.8)

1 Year

(9.6)

(1.1)

(8.5)

(1.5)

0.9

(2.4)

ANNUALISED (%)

NOT ANNUALISED (%)

Latest Quarter

Highest and lowest annual return since public launch
Allan Gray Australia Balanced Fund

Return %

Calendar year

Highest

13.9

2019

Lowest

(4.1)

2018

* The Custom Benchmark for the Fund comprises 36% S&P/ASX 300 Accumulation Index; 24% S&P/ASX Australian Government Bond Index; 24% MSCI World Index (net
dividends reinvested) expressed in AUD; and 16% JPMorgan Global Government Bond Index expressed in AUD.
Returns shown are net of fees and assume reinvestment of distributions. Returns are annualised for periods of one year and over. Annualised returns show the average amount
earned on an investment in the relevant Fund each year over the given time period. Actual investor performance may differ as a result of the investment date, the date of
reinvestment of income distributions, and withholding tax applied to income distributions.
The highest and lowest returns earned during any calendar year since the public launch of each Fund are shown to demonstrate the variability of returns. The complete return
history for each Fund can be obtained by contacting our Client Services team.
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BALANCED FUND
HOLDINGS
Fund holdings as at 30 September 2020

Statement of net assets (unaudited)
Market Value AUD 000’s

% of Fund

Newcrest Mining

2,954

3

Woodside Petroleum

2,410

3

Alumina

2,292

2

QBE Insurance Group

2,200

2

National Australia Bank

2,191

2

AMP

1,833

2

Metcash

1,774

2

Sims

1,588

2

Aust. and NZ Banking Group

1,496

2

Oil Search

1,314

1

Incitec Pivot

1,211

1

Origin Energy

1,133

1

Worley

1,050

1

Domestic Equity Positions less than 1%

8,062

9

Taiwan Semiconductor Mfg.

3,079

3

Samsung Electronics

1,958

2

AbbVie

1,901

2

British American Tobacco

1,535

2

NetEase

1,407

2

Bayerische Motoren Werke

973

1

Comcast

971

1

Global Equity Positions less than 1 %

20,359

22

Total Equity^

63,690

69

Security
Equity
Domestic Equity

Global Equity

^ The Fund holds derivative contracts which reduces the effective net equity exposure to 62%.
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BALANCED FUND
HOLDINGS
Market Value AUD 000’s

% of Fund

18,644

20

Global Fixed Income Positions less than 1 %

1,529

2

Total Fixed Income

20,173

22

5,394

6

Security
Fixed Income
Domestic Fixed Income
Australian Government Bonds
Global Fixed Income

Commodity Linked Investments
SPDR Gold Trust
Total Commodity Linked Investments

5,394

6

Total Security Exposure

89,256

97

Cash Equivalents and Term Deposits

2,520

3

448

<1

92,224

100

Net Current Assets
Net Assets
Price per unit (cum distribution)

AUD 1.0049
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STABLE FUND
PERFORMANCE
Allan Gray Australia Stable Fund
Allan Gray Australia
Stable Fund

RBA Cash

Relative
Performance

Distribution

Since Public Launch on 1 July 2011

5.6

2.1

3.5

4.2

5 Years

5.3

1.3

4.0

3.8

3 Years

1.9

1.1

0.8

4.0

1 Year

(3.4)

0.5

(3.9)

4.0

(1.6)

0.1

(1.7)

0.1

ANNUALISED (%)

NOT ANNUALISED (%)

Latest Quarter

Highest and lowest annual return since public launch
Allan Gray Australia Stable Fund

Return %

Calendar year

Highest

14.4

2016

Lowest

(0.5)

2018

Returns shown are net of fees and assume reinvestment of distributions. Returns are annualised for periods of one year and over. Annualised returns show the average amount
earned on an investment in the relevant Fund each year over the given time period. Actual investor performance may differ as a result of the investment date, the date of
reinvestment of income distributions, and withholding tax applied to income distributions.
The highest and lowest returns earned during any calendar year since the public launch of each Fund are shown to demonstrate the variability of returns. The complete return
history for each Fund can be obtained by contacting our Client Services team.
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STABLE FUND
HOLDINGS
Fund holdings as at 30 September 2020

Statement of net assets (unaudited)
Security

Market Value AUD 000’s

% of Fund

Alumina

9,040

3

Newcrest Mining

8,378

3

Woodside Petroleum

8,200

3

AMP

6,462

2

National Australia Bank

6,213

2

QBE Insurance Group

5,482

2

Sims

5,382

2

Oil Search

4,855

2

Incitec Pivot

4,763

2

Aust. and NZ Banking Group

4,654

1

Metcash

3,389

1

G8 Education

3,254

1

Positions less than 1%

27,138

9

Total Security Exposure

97,211

31

Cash and Money Market Instruments

214,936

69

1,489

<1

313,635

100

Net Current Assets
Net Assets
Price per unit (cum distribution)

AUD 1.1136
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INFORMATION
ABOUT THE FUNDS
Allan Gray Australia
Equity Fund

Allan Gray Australia
Balanced Fund

Allan Gray Australia
Stable Fund

Investment objective

The Fund seeks long-term returns
that are higher than the S&P/
ASX 300 Accumulation Index
(Benchmark).

To seek long-term returns that
are higher than the Custom
Benchmark. In doing so, the Fund
aims to balance capital growth,
income generation and risk of loss
using a diversified portfolio.

The Fund aims to provide a longterm return that exceeds the
Reserve Bank of Australia cash rate
(Benchmark), with less volatility
than the Australia sharemarket.

Who should invest?

Investors looking for contrarian
investment style exposure to
the Australian sharemarket and
who are able to take a long-term
view and endure performance
fluctuations.

Investors with an investment
horizon of at least three years
who want to easily diversify their
portfolio within a single fund and
are looking for less ups and downs
than investing solely in shares.
The Fund invests in shares, fixed
income, cash and commodity
investments sourced locally and
globally.

Investors with a two-year or
longer investment horizon who
are looking for an alternative to
traditional money market and
income generating investments.
The Fund’s portfolio can hold a
combination of cash and money
market instruments (100% to 50%)
and ASX securities (up to 50%) in
pursuit of stable long-term returns.

Dealing

Daily (cut-off at 2pm Sydney time. A different cut-off applies if investing via mFund, where applicable).

Buy/sell spread
Fees and expenses (excluding
GST)

+0.2%/-0.2%
Class A
Management fee comprises:
• Fixed (Base) fee – 0.75% per
annum of the Fund’s NAV.
• Performance fee – 20% of the
Class’ outperformance, net of
the base fee, in comparison to
the Benchmark. A performance
fee is only payable where the
Class’ outperformance exceeds
the high watermark, which
represents the highest level of
outperformance, net of base
fees, since the Class’ inception.

+0.2%/-0.2%

+0.1%/-0.1%

Management fee comprises:

Management fee comprises:

• Fixed (Base) fee – 0.75% per
annum of the Fund’s NAV.
• Performance fee – 20% of the
Fund’s outperformance, net
of the base fee, in comparison
to the custom Benchmark. A
performance fee is only payable
where the Fund’s outperformance
exceeds the high watermark, which
represents the highest level of
outperformance, net of base fees,
since the Fund’s inception.

• Fixed (Base) fee – 0.25% per
annum of the Fund’s NAV.
• Performance fee – 20% of the
Fund’s outperformance, net of
the base fee, in comparison to
the Benchmark. A performance
fee is only payable where the
Fund’s outperformance exceeds
the high watermark, which
represents the highest level of
outperformance, net
of base fees, since the Fund’s
inception.

Class B
Management fee comprises:
• Fixed (Base) fee – Nil.
• Performance fee – 35% of
the Class’ outperformance in
comparison to the Benchmark.
A performance fee is only
payable where the Class’
outperformance exceeds
the high watermark, which
represents the highest level of
outperformance, since the Class’
inception.
Minimum initial investment

AUD 10,000/AUD 500 per month on a regular savings plan.

Additional investment

AUD 1,000/AUD 500 per month on a regular savings plan.

Redemption

No minimum applies for ad hoc redemptions. A minimum of AUD 500 per month applies on a regular redemption plan.
Investors must maintain a minimum account balance of AUD 10,000.
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NOTICES

Sources

US and European Persons

The source for the S&P/ASX 300 Accumulation Index and the
S&P/ASX Australian Government Bond Index is Standard &
Poor’s. “S&P” is a trademark of S&P Global, Inc.; “ASX” and “ASX
300” are trademarks of ASX Operations Pty Limited (“ASXO”);
and “S&P/ASX300” exists pursuant to an arrangement between
ASXO and Standard & Poor’s.

The Funds do not accept US persons as investors and are not
marketed in the European Economic Area (EEA). Investors
resident in the EEA can only invest in the Fund under certain
circumstances as determined by, and in compliance with,
applicable law.

The source for the MSCI World Index is MSCI Inc. “MSCI” is a
trademark of MSCI Inc.
The source for the JP Morgan Global Government Bond Index
is J.P. Morgan Securities LLC. “JP Morgan” is a trademark of
JPMorgan Chase & Co.
The third party information providers do not guarantee the
accuracy, adequacy or completeness of this information, and no
further distribution or dissemination of the index data is
permitted without express written consent of the providers.
None of those parties shall have any liability for any damages
(whether direct or otherwise).

Returns
Fund returns are gross of all income, net of all expenses and
fees, assume reinvestment of distributions and exclude any
applicable spreads.

Risk Warnings
Managed investment schemes are generally medium to longterm investments. Past performance is not indicative of future
performance. Each Fund’s unit price will fluctuate and the
Fund’s performance is not guaranteed. Returns may decrease
or increase as a result of currency fluctuations. When making an
investment in a Fund, an investor’s capital is at risk. Subject to
the disclosure documents, managed investment schemes are
traded at prevailing prices and can engage in borrowing and
securities lending.

Fees
The base fee and the performance fee (if applicable) are
calculated and accrued daily, and paid monthly. A schedule of
fees and charges is available in the relevant Fund’s disclosure
documents.

Other
Equity Trustees Limited, AFSL No. 240975 is the issuer of units
in the Allan Gray Australia Equity Fund, the Allan Gray Australia
Balanced Fund and the Allan Gray Australia Stable Fund and
has full responsibility for each Fund. Equity Trustees Limited is
a subsidiary of EQT Holdings Limited, a publicly listed
company on the Australian Stock Exchange (ASX:EQT). Allan
Gray Australia Pty Limited, AFSL No. 298487 is the Funds’
investment manager. Each Fund’s Product Disclosure Statement
and Information Booklet (together, PDS) are available from
www.allangray.com.au or by contacting Client Services on
1300 604 604 (within Australia) or +61 2 8224 8604 (outside
Australia). You should consider the relevant Fund’s PDS in
deciding whether to acquire, or continue to hold, units in the
fund.
This report provides general information or advice and is not an
offer to sell, or a solicitation to buy, units in the relevant Fund.
Where the report provides commentary on a particular security,
it is done to demonstrate the reasons why we have or have not
dealt in the particular security for a Fund. It is not intended to
be, nor should be construed as, financial product advice. This
report is current as at its date of publication, is given in good
faith and has been derived from sources believed to be reliable
and accurate. It does not take into account your objectives,
financial situation or needs. Any implied figures or estimates are
subject to assumptions, risks and uncertainties. Actual figures
may differ materially and you are cautioned not to place undue
reliance on such information. Subject to applicable law, neither
Allan Gray, Equity Trustees Limited nor any of its related parties,
their employees or directors, provide any warranty of accuracy
or reliability in relation to such information or accept any liability
to any person who relies on it. Fees are exclusive of GST. Totals
presented in this document may not sum due to rounding.
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INVESTMENT MANAGER

RESPONSIBLE ENTITY AND ISSUER

Allan Gray Australia Pty Ltd
ABN 48 112 316 168, AFSL No. 298487

Equity Trustees Ltd
ABN 46 004 031 298, AFSL No. 240975

Level 2, Challis House, 4 Martin Place
Sydney NSW 2000, Australia
Tel +61 2 8224 8604
www.allangray.com.au

Level 1, 575 Bourke Street
Melbourne VIC 3000, Australia
GPO Box 2307, Melbourne VIC 3001, Australia
Tel +61 3 8623 5000
www.eqt.com.au
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