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Note: This report is based on 
information provided by Pengana 
Investment Management Limited and 
is based on information provided by 
the Responsible Entity as at February 
2020

Rating

Key Investment Information

RE and Issuer Pengana Investment 
Management Limited

Investment Manager Grosvenor Capital 
Management, L.P. 

ASX Code PE1

Listing Date 30 April 2019

Price per Unit (14 Feb 2020) $1.43

NAV per Unit (31 Jan 2020) $1.38

Units on Issue 164m

Market Value $234.5m

Net Asset Value $226.3m

Unit Pricing Frequency Monthly

Target Distribution 4% p.a.

Distribution Frequency Semi-Annual

Investment Horizon At least 10 years

Fees:

MER & RE Fee (p.a), 1.25%

Performance Fee 20.0%

Performance Hurdle 8.0%p.a

Target Long-term Portfolio Allocation

PE Co-Investments 15-30%

PE Primaries 15-30%

PE Secondaries 15-30%

Opportunistic 10-25%

Private Credit 5-15%

Cash 2-10%

Total 100%

Pengana Private Equity Trust - Secondary 
Offer Review (ASX code: PE1)

SECONDARY OFFER OVERVIEW
On 23 October 2019, Pengana Capital Group Limited (ASX: PCG) announced its intention to 
offer additional units in the Pengana Private Equity Trust (ASX: PE1) in the first quarter 2020 
period (‘Secondary Offer’). The rationale of the Secondary Offer was to satisfy strong latent 
and realised secondary demand as well as improve the degree of secondary market liquidity 
in the Trust. The Secondary Offer comprises an offer of up to 345.4m units at a subscription 
price equal to $1.37 (representing the NAV per unit of the Trust as at 31 January 2020 less a 
special distribution of $0.0125 per unit). The Secondary Offer comprises three components 
based on a waterfall structure: 1) the 2:1 entitlement offer; 2) the shortfall offer; and, 3) the 
discretionary offer. Under the entitlement offer, each existing investor as at the entitlement 
record date of 20 February 2020 (“existing unitholders”) can subscribe for up to 2 new units 
for every 1 unit held. The shortfall offer will include any new units not applied for under the 
entitlement offer and is open to existing unitholders who have subscribed for their full 2:1 
entitlement. The discretionary offer is open to existing unitholders and new investors, the 
latter at the discretion of the Responsible Entity. Any new units that are not applied for under 
the shortfall offer, plus 16.8m units under the Trust’s 15% placement capacity (of which ~10% 
is being used for the discretionary offer with the remaining ~5% reserved for the future 
issue of the loyalty units) will form part of the discretionary offer. All existing unitholders, 
irrespective of whether participate in the 2:1 offer or not, will also receive loyalty units in PE1 
issued at the subscription price and which will  be fully paid for by PCG. The amount issued 
to each existing unitholder will be based on 1) the units held and retained for four months 
(expected to be 23 July 2020 and 2) a “loyalty percentage”, which will be equal to 1% per 
$100 million raised under the offer. For example, if $100 million is raised under the offer, then 
the loyalty percentage will be 1%. If $250 million is raised under the offer, then the loyalty 
percentage will be 2.5%, etc. The variable percentage does not necessarily mean existing 
unitholders are better off the higher the raise amount, all things being equal. Rather it is 
designed to at least partly offset the increasing cash dilution impact the higher the secondary 
offer raise amount.                                        

SECONDARY OFFER CONCLUSION
The issue with any follow on capital raises in private investment markets is the risk of cash 
dilution for existing unitholders. That is, it takes time to fully invest the new capital raised, 
with the prolongation of this deployment timeline diluting the prior expected returns profile. 
PCG have been steadfast in saying that it would only consider a secondary raise if it was 
not detrimental to existing unitholders in addition to not providing a substandard returns 
outcome to new investors (i.e. both should be on roughly the same footing in terms of longer 
term expected returns). PCG have achieved this outcome for existing unitholders through a 
unique structuring innovation in the Australian listed managed investments sector. Namely, 
loyalty units are issued to all existing unitholders irrespective of whether they participate in 
the 2:1 offer or not. This is in contrast to the recent Magellan and VGI Partners loyalty unit 
offers, which required existing investors to participate in the respective offers. IIR has in 
the past expressed reservations about this latter structure, with the risk that it creates an 
incentive to participate in a raise based on considerations that are not entirely directly related  
to the relevant investment vehicle. Hypothetically, if this sort of structure is determined to 
partly create an incentive exogenous to the investment merits of the vehicle in question, IIR 
suspects ASIC would ultimately review the appropriateness of the structure. Reassuringly, 
the Responsible Entity and Investment Investment Manager has undertaken extensive 
modelling on the basis of a maximum 2:1 raise to determine over a nine year forecast period 
whether the additional capital raising will prejudice existing and new investors via its impact 
on both the deployment of capital and investment returns when compared to the Investment 
Investment Manager’s initial IPO expectations. This analysis reveals that both existing and 
new investors are better offer under the 2:1. Existing investors, irrespective of whether they 
participate in the 2:1 or not, are better off on account of the faster than initially expected 
deployment of capital, the additional value of the loyalty units as well as the better than 
modelled short duration credit returns. Expected annualised returns for new investors are 
effectively comparable to existing IPO investors, as new investors are benefitting from a Day 

This report is not for distribution to the retail 
market as the Trust is yet to issue a final 
prospectus. The investment opinion in this report 
is based on the PDS lodged with ASIC and the 
ASX on 11 February 2020. Should circumstances 
of the issuer and/or product change, this may 
affect our investment opinion.
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1 portfolio that is already partially deployed into private equity. In our view, the structuring 
of the loyalty units tied with the modelling initiative and output lead us to believe that the 
secondary raise could not be better structured.                                            

RECOMMENDATION
There has been no change to IIR’s Recommended Plus rating. The Investment Manager, 
Grosvenor Capital Management, L.P., has to date deployed capital into private equity 
investments faster than initially expected (without comprising investment rigour). Returns 
over year one highlight the effectiveness in which the Investment Manager is mitigating the 
J-curve risk in private equity, notwithstanding the abnormal positive impact of currency gains. 
Over the course of year one to date, IIR has had a number of follow-up discussions with both 
the Investment Manager and PCG. These, tied with performance and strategy execution 
to date, have only added to our conviction of the Investment Manager’s ability to at least 
meet the stated investment objectives of the Trust and in a manner true to the often stated 
portfolio benefits of the private equity asset class. 

SECONDARY OFFER DETAILS

Rationale for the Secondary Offer
The IPO, completed in April 2019, raised $205m by the issue of 164m units at the issue price 
of $1.25 per unit. This came at the lower end of the raise range of $100m to $650m. Many 
broker groups and IFAs took a wait and see approach, possibly partly due to concerns of 
the J-curve effect in private equity in general (an issue that has been very well managed by 
Grosvenor). 

Over time it became very clear to the Investment Manager that actual and latent secondary 
demand was strong to very strong, and particularly in the context of its existing relatively 
low FUM and a largely buy-and-hold unitholder base that had participated in the IPO. This 
demand-supply imbalance was evident in the premium to NAV PE1 was trading at, reaching 
what is probably an unprecedented level in the Australian market place of approximately 
22% in December 2019, and notwithstanding the then proposed Secondary Offer raise had 
already been announced back in October 2019. This precluded price efficient secondary 
market transactions, neither a positive situation for existing investors seeking to top up their 
investment or those wanting to be new investors in PE1. 

The decision to undertake the secondary raise was therefore based on two motivations. 
Firstly, to satisfy both existing unitholder and new investor market demand by enabling both 
to either efficiently increase their investment in PE1 or efficiently become a new investor. 
Secondly, through the increased breadth of the investor base to facilitate secondary market 
liquidity. IIR concurs with the Responsible Entity that a secondary raise is in the best interest 
of all investors (new and existing, given many existing have been topping up).

Structure

As noted, the Secondary Offer is effective based on a three component waterfall structure, 
as summarised in the table below. 

Proposed Offer Structure

Entitlement Offer Shortfall Offer Discretionary Offer

Open to investors who hold units as at 
the Entitlement Record Date (“Existing 
Unitholder”)

Open to Existing Unitholders who have 
subscribed for their full entitlement under 
the Entitlement Offer

Open to Existing Unitholders plus 
other select investors

Each Existing Unitholder can subscribe 
for up to 2 new Units for every 1 Unit 
held as at the Entitlement Record Date

Any new units not applied for under the 
Entitlement Offer will form part of the 
Shortfall Offer

All new units not applied for under 
the Shortfall Offer plus a placement 
capacity (~10%) will form part of the 
Discretionary Offer

The Secondary Offer comprises a maximum offer of up to 345.4m units at a subscription 
price equal to $1.37 (being the NAV per Unit of the Trust as at 31 January 2020 less the 
Special Distribution of $0.0125 per Unit). This equates to a maximum subscription amount 
of $473.2m. Pengana considers this appropriate having regard to factors including, but not 
limited to, the investment objective, achieving portfolio diversification across and within asset 
classes, the proposed deployment of capital in an efficient manner, and the demand and 
liquidity of units on the ASX. There is no minimum amount under the Secondary Offer. 
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Loyalty Benefit Program

The loyalty units are available to investors who hold existing units as at the Discretionary 
Offer Closing Date of 23 March 2020 (‘Loyalty Unitholder’) regardless of whether they 
participate in the Secondary Offer.

Each Loyalty Unitholder will receive additional PE1 units (“Loyalty Units”) based on the 
number of units they hold at the Discretionary Offer closing date and continue to hold for the 
following 4 months (expected to be 23 July 2020).

Loyalty Units to be issued will be 1% of Units Held and Retained per $100m raised under 
the Secondary Offer. The loyalty units will be issued at the subscription price ($1.37), and the 
subscription price will be paid for in full by PCG.

For example, if $350 million is raised under the Secondary Offer, the number of Loyalty Units 
paid for by PCG and issued to Loyalty Unitholders will equal 3.5% of units held and retained.

Key Tertiary Offer Details

Units held on the Discretionary Offer Closing Date and retained for 4 months 15,000

Amount raised under the Secondary Offer $350,000,000

Loyalty Percentage (equals amount raised x 1% / $100m) 3.5%

Loyalty Units issued (equals Loyalty Percentage x Units Held and Retained) 525

Offer Timetable

Key Secondary Offer timetable dates are presented below. 

Secondary Offer Timetable (subject to ASX confirmation)

Announcement of Offer and lodgement of PDS with ASIC 11 February 2020

Units trade on an Ex-entitlement basis 19 February 2020

Record Date for Entitlement Offer 20 February  2020

Offer opens 24 February 2020

Entitlement Offer & Shortfall Offer closes 19 March 2020

New Units under Entitlement Offer quoted on a deferred settlement basis 20 March 2020

Discretionary Offer Closing Date 23 March 2020

Final date for an investor to potentially be a Loyalty Unitholder 23 March 2020 1)

New Units under Shortfall Offer quoted on a deferred settlement basis 24 March 2020

Results of Offer announced 25 March 2020

Issue of New Units under Offer 31 March 2020

Normal trading of New Units and Additional New Units issued under Entitlement Offer expected to 
commence trading on ASX 31 March 2020

Expected date for dispatch of holding statements 1 April 2020

Expected Loyalty Unit Determination Date 23 July 2020

1) The record date for the initial determination is 25 March 2020.

SECONDARY OFFER INVESTOR CONSIDERATIONS
There are two key issues to consider with the secondary raise, and particularly because 
it involves a tripling of FUM if fully subscribed: 1) will it adversely impact latent secondary 
demand to the extent that the demand-supply imbalance is reversed, with the risk of PE1 
trading at a discount to NAV; and, 2) will there be a material cash dilution risk to future total 
returns as a consequence of a lengthy private equity deployment time line in relation to the 
funds raised. That is, will the deployment profile be materially different from that indicated at 
the IPO, which was part of investors’ consideration in deciding to invest. 

On the first point, the IPO was largely distributed through Pengana’s network of IFAs, with 
limited distribution through broking channels. The Responsible Entity describes the unitholder 
base as diverse and loyal, i.e. generally buy-and-hold investors. Given the secondary market 
demand and the nature of the offer (largely to existing unitholders), we would expect this 
‘loyal’ characteristic to remain largely unchanged, thereby at least mitigating the degree of 
the first identified risk. Furthermore, the Responsible Entity has stated that if there is not 
sufficient demand from the type of investors that it wants on the register (advisors, family 
offices and direct high net worth) it simply will not pursue the maximum raise amount.  



4

Pengana Private Equity Trust - Secondary Offer Review (ASX code: PE1)

Independent Investment Research 

The second consideration needs to be addressed in the more complex consideration of the 
current portfolio, and the Investment Manager’s execution in establishing it, and target model 
portfolio expectations moving forward. These are addressed below.

  
Current Model Progression

The portfolio composition as at 31 January 2020 is diagrammatically presented and tabled 
below. Of the total, 28% has been fully funded into private equity investments. The bulk of 
the residual, specifically of the 68% of the portfolio invested in short duration credit, 70% has 
been committed to private equity primaries, opportunistic investments, and co-investments. 
As previously noted by the Investment Manager and IIR, the purpose of the short duration 
credit strategy is essentially twofold: to provide an at call investment and, secondly and 
importantly, to generate a return that mitigates the J-curve impact.

Portfolio by Investment Category as at 31 January 2020

Source: Pengana Investment Management Limited

Portfolio Allocation as at 31 January 2020

Investment Name Vintage Year
Earliest 

Commitment 
Date

Committed 
Amount

Funded 
Amount

Portfolio 
Value

PRIVATE EQUITY

Private Equity Primary Funds

Vista Equity Endeavor Fund II 2019 June 2019 6 0.5 0.5

Carlyle Credit Opportunities Fund 2017 June 2019 7.5 2 2.2

H.I.G. Middle Market LBO Fund III 2019 July 2019 4.3 - -

The Veritas Capital Fund VII 2019 Aug 2019 10.5 - -

Private Equity Co-Investments

GCM Grosvenor Co-Investment 
Opportunities Fund II 2018 May 2019 55.3 22.5 25.7

Opportunistic Investments

GCM Grosvenor Multi-Asset Class 
Fund II 2018 June 2019 85.2 36 35.9

TOTAL FUND INVESTMENTS 168.7 61.1 64.3

SHORT DURATION CREDIT

PIMCO GIS Global Investment Grade 
Credit Fund n/a n/a n/a 63.2

TCW’s MetWest Unconstrained Bond 
Fund n/a n/a n/a 90

TOTAL SHORT DURATION CREDIT n/a n/a 153.2

Source: Pengana Investment Management Limited
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Target Portfolio Model Progression

In relation to second issue raised above, what existing investors should be asking themselves 
is what is the effect of raising potentially a considerably enlarged amount of capital on the 
expected drawdown profile (into private equity) over time, and specifically what is the cash 
dilution risk. 

In this regard, the Investment Manager has undertaken extensive modelling on projected 
returns to compare how existing investors are expected to fare under a maximum 2:1 raise 
versus its expectations at the period of the IPO.

The chart below is the Investment Manager’s updated modelling with regards to portfolio 
deployment progression. Investors need to bear in mind these are forecasts based on the 
Investment Manager’s expectations as at January 2020, and as with all forecasts there is 
inherent risk. It illustrates three things. Firstly, in the row below the chart, the expectations 
of PE exposure as at the date of the IPO (‘data point 1’). Secondly, in the chart, the updated 
expectation of the deployment of existing capital base, assuming no 2:1 capital raise (‘data 
point 2’). Finally, the modelled deployment time line assuming the maximum raise under the 
2:1 offer (‘data point 3’). 

Comparing data point 1 with data point 3 shows, as expected, there is an altered deployment 
path, with the total private equity deployment rate being pushed back. The issue is whether 
this prejudices existing investors in terms of the expected returns profile.

The modelling shows that initially there is predictably an increased holding in short duration 
credit. However, by Q1 2023, the model portfolio is expected to be deployed in a manner not 
materially different from that indicated at the time of the IPO by inspection of data point 1 
which shows a look-through allocation to private equity of over 70% in line with the long-term 
target portfolio’s investment guidelines.

Target Model Portfolio Progression Forecasts - Pre and Post 2:1 (assuming maximum offer raise)

Strictly Private and Confidential

DEPLOYMENT OF CAPITAL: IPO VS 2:1 OFFER

13

ⁱ On the assumption that the Alignment Shares have been distributed by the end of Year 2 under the IPO Model.
For illustrative purposes only. The actual composition of the Portfolio may differ from expectations based on factors including, but not limited to, the total amount raised under the Offer, the availability of investment 
opportunities over the life of the Trust, the performance of the Trust’s investments and their lifecycles. The Portfolio may “develop” to its long-term target asset allocation over a period that is shorter or longer than has 
been assumed, and GCM may change such long-term target asset allocation in response to changes in market conditions. No assurance can be given that any investment will achieve its objective or avoid losses.
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Source: Pengana Investment Management Limited

The key conclusions for existing and new investors are:

 � Existing investors are slightly better off at the end of the now 9-year forecast period (vs 
the prior 10-year forecast period one year ago at the IPO date). This may appear counter-
intuitive but it has been driven by three factors: 1) year one returns being higher than 
initially expected, primarily due to solid returns from short dated fixed income and a 
favourable currency impact; 2) the quicker than expected deployment of IPO capital into 
private equity investments during the course of year one to date (and subsequent impact 
on all forecast deployment rates in following years); and, 3) the value uplift that comes 
from the issue of loyalty units. That said, investors should recognise that the path of the 
expected returns profile has been altered, being comparatively lower in years three to 
five (year one is offset by the vesting of the loyalty units) and then being comparatively 
higher from year six and thereafter. The net conclusion was annualised returns to existing 
unitholders under the maximum 2:1 offer over a nine year period has increased some 
80 basis points p.a. On this basis, the conclusion is existing unitholders are not being 
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prejudiced by the 2:1 versus the initial return expectations of the Investment Manager at 
the date of the IPO. 

 � In relation to new investors coming in under the capital raise, the Investment Manager’s 
concern was not to do so if it was going to provide a substandard returns outcome 
relative to coming in under the IPO. New investors do not receive the benefit of the 
loyalty units, but what they do benefit from is coming in from Day 1 with a partially 
deployed private equity portfolio. The Investment Manager’s analysis reveals that over 
a nine year period expected returns are effectively the same as projected returns for 
existing IPO unitholders (specifically 10 basis points p.a. lower). So basically the benefit 
of investing in a more established portfolio versus the situation of investing in the IPO 
and receiving the alignment shares and the loyalty units, are virtually the same. On this 
basis, the Responsible Entity is comfortable that it is treating all unitholders equally. New 
investors also need to bear in mind that the Trust had been trading at a very substantial 
premium to NAV up until mid January. That is, purchasing on market was price inefficient 
and disadvantageous. 

The analysis also shows that an investor subscribing under the secondary offer will achieve 
a slightly increased annualised return overall when compared to the initially modelled returns 
of an investor who acquires units on the ASX immediately following the IPO. Herein, the 
expected annualised returns become materially better under the secondary offer by year six. 

Reassuringly, the detailed modelling that has been undertaken validates PCG’s prior 
statements that it would only undertake a secondary raise if it was not detrimental to existing 
unitholders.

PERFORMANCE ANALYTICS
Since the Trust’s listing on the ASX on 30 April 2019 to 31 January 2020, the Trust has 
recorded net total returns 12.4%. As a total return measure, performance has been 
determined with reference to the increase in the NAV per unit since listing and assuming of 
the reinvestment of the one distribution to date, as per the standard total returns calculation 
methodology.

In line with the Trust’s early stage yield generation and J-curve mitigation focus, the majority 
of the Trust’s performance has been derived from the Trust’s short duration credit investments 
and the initial issuance of alignment shares. In addition, the accelerated deployment of 
capital into private equity Co-investments has also contributed to the Trust’s return. There was 
also a sizeable positive contribution from favourable currency movements over this period. 
The composition of net returns to date is presented below. 

Composition of Total Returns since Listing to Jan 31, 2020

-2%

-1%

0%

1%

2%

3%

4%

5%

6%

Cash/Other Alignment
Shares

Co-investment Opportunistic Primary Short-Duration
Credit

Currency Fees

Co
nt

rib
ut

io
n 

to
 T

ot
al

 R
et

ur
ns Total Net Returns YTD: 12.45%

Source: Pengana Investment Management Limited

The 12.4% performance since listing to 31 January 2020 is a very strong result, but not a 
degree of returns investors should necessarily be expecting over the next few years. Firstly, 
2019 was a strong year in credit. FX movements are by definition uncertain. Further, the uplift 
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from alignment shares is a one-off, albeit one existing unitholders will again benefit from in 
terms of realised returns in the 2021 period. 

The chart below illustrates the performance of PE1 since listing on the ASX to 31 January 
2020. For much of this period the Trust has traded at a material premium to NAV, possibly 
hitting unprecedented levels in the Australian Listed Managed Investments context over 
the December and January period, notwithstanding the Secondary Offer was announced in 
October 2019. As noted, this was not a positive situation for either new investors or existing 
investors seeking to top up. 

The indications PCG gained from talking to IFAs and broker groups post the IPO was that 
latent secondary demand was strong, as many had initially adopted a ‘wait and see’ approach 
to the IPO, possibly out of concerns about J-curve risk. The latter concerns, where present, 
have no doubt be allayed based on year one performance to date, testifying to solid J-curve 
risk mitigation management processes by the Investment Manager.

Share Price & NAV Performance to Date

Source: Pengana Investment Management Limited
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APPENDIX A – RATINGS PROCESS 

INDEPENDENT INVESTMENT RESEARCH PTY LTD “IIR” RATING 
SYSTEM. 

IIR has developed a framework for rating investment product offerings in Australia. Our 
review process gives consideration to a broad number of qualitative and quantitative factors. 
Essentially, the evaluation process includes the following key factors: product management 
and underlying portfolio construction; investment management, product structure, risk 
management, experience and performance; fees, risks and likely outcomes.
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This is the highest rating provided by IIR, indicating this is a best 
of breed product that has exceeded the requirements of our review 
process across a number of key evaluation parameters and achieved 
exceptionally high scores in a number of categories. The product 
provides a highly attractive risk/return trade-off. The Fund is likely 
effectively to apply industry best practice to manage endogenous risk 
factors, and, to the extent that it can, exogenous risk factors.
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This rating indicates that IIR believes this is a superior grade product 
that has exceeded the requirements of our review process across a 
number of key evaluation parameters and achieved high scores in a 
number of categories. In addition, the product rates highly on one or 
two attributes in our key criteria. It has an above-average risk/return 
trade-off and should be able consistently to generate above average 
risk-adjusted returns in line with stated investment objectives. The 
Fund should be in a position effectively to manage endogenous risk 
factors, and, to the extent that it can, exogenous risk factors. This 
should result in returns that reflect the expected level of risk. 
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This rating indicates that IIR believes this is an above-average grade 
product that has exceeded the minimum requirements of our review 
process across a number of key evaluation parameters. It has an 
above-average risk/return trade-off and should be able to consistently 
generate above-average risk adjusted returns in line with stated 
investment objectives. 
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This rating indicates that IIR believes this is an average grade product 
that has exceeded the minimum requirements of our review process 
across a number of key evaluation parameters. It has an average risk/
return trade-off and should be able to consistently generate average 
risk adjusted returns in line with stated investment objectives.
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This rating indicates that IIR believes that despite the product’s 
merits and attributes, it has failed to meet the minimum aggregate 
requirements of our review process across a number of key 
evaluation parameters. While this is a product below the minimum 
rating to be considered Investment Grade, this does not mean the 
product is without merit. Funds in this category are considered to be 
susceptible to high risks that are not reflected by the projected return. 
Performance volatility, particularly on the down-side, is likely.
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APPENDIX B – MANAGED INVESTMENTS COVERAGE 
The below graphic details the spread of ratings for managed investments rated by 
Independent Investment Research (IIR). The managed investments represented below 
include listed and unlisted managed funds, fund of funds, exchange traded funds and model 
portfolios.

Spread of Managed Investment Ratings
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