
What was the Question? 
The last 18 months have seen a significant shock to 
global financial markets and the investing environ-
ment has changed substantially. In light of these 
events, the focus of this newsletter is to answer some 
of the questions we regularly receive from investors. 

What do Prime Value currently perceive as the big-
gest risks facing investors? 

To state the obvious, the key risk for investors is that 
the market falls further and/or that the recovery, 
when it happens, is sluggish or drawn out. While this 
scenario is not our central case, there remains a 
great deal of uncertainty, and further bad news could 
quite easily see previous lows re-tested. Apart from 
the “shocks” associated with asset write-downs, bad 
debt charges and corporate collapses, a failure of 
Chinese growth to regain momentum would signal a 
dramatic shift in our global growth outlook and would 
be particularly detrimental for Australian investors. 

What risk management framework do Prime Value 
currently have in place to defend against current 
volatility? 

We see the key to risk management as being our in-
vestment philosophy “the minimisation of mistakes”. 
Everyone makes mistakes by investing in companies 
that under-perform or fall in value. However, by re-
searching a potential investment thoroughly, prefer-
ring companies that are more transparent and avoid-
ing companies with complicated and incomprehensi-
ble organisational structures, we automatically re-
duce the risk in the portfolio. Being index “unaware”, 
we do not have to hold a stock just because it is part 
of the index.  

In a market when virtually every company is experi-
encing price falls, avoiding mistakes will not fully 
protect against losses. In these times, having a defen-
sively positioned portfolio, with stocks offering a sta-
ble and certain earnings stream, transparent balance 
sheet and good management, provides some stability. 
Our cash position has also provided protection in 
volatile times.  

Other ways we manage risk (in all market conditions) 
involve maintaining a well-diversified portfolio, by 
the number, size and class of investments, and em-
ploying a highly qualified, experienced and stable 
team with a simple and well-understood investment 
philosophy.   

How has Prime Value managed to outperform its 
peers over the past 10 years?  

The shareholders and investment managers of Prime 
Value are cornerstone investors, which means the 
culture of the business is focused on investment per-
formance and stewardship. This alignment of interest 
with investors differentiates us from some of our 
peers from the very beginning of the investment 
process. 

We recently produced a brochure explaining 10 good 
reasons for our 10 years of out-performance. Have a 
look at our website or ring us for a copy. 

What is the biggest risk associated with Prime 
Value relative to its peers?  

Prime Value is a boutique funds manager. There are 
many advantages to being boutique, including flexi-
bility, broad investment universe, more concentrated 
portfolio, potential for higher returns, more personal-
ised service etc. But there are some risks as well. The 
key risk would relate to being index-unaware. This 
means that there is the potential for the deviation 
from index returns to be negative instead of positive. 
This could particularly be the case when we have 
used a sectoral tilt too early in the cycle, or had an 
investment in one or more stocks that underper-
formed.  

Assuming the worst is over, how do you see the 
nature of its recovery - steady, steep, sector bi-
ased?   

This is almost impossible to know as there are a num-
ber of conflicting issues affecting key market factors. 
However, our central scenario is that, following 
strong recent gains (of almost 30%) equities will range 
trade with a positive but generally lack-lustre trend. 
Investors should prepare themselves for modest re-
turns over the next 2-3 years. See the outlook com-
mentary of page 4 for more details. 

Could you tell us about a stock which you have 
bought or sold; and explain why?  

During the half-year, we added Washington H Soul 
Pattinson and Co Limited (SOL) to the portfolios. SOL 
is an investment company with a myriad of holdings 
including coal mines, building materials, pharmacies 
and telecommunication. It is trading at some 30% dis-
count to NTA (which has a ready market value) and is 
expected to pay a special dividend resulting from the 
sale of assets at very attractive prices. 

We have also increased our holding in Westpac Bank 
(WBC), partially reducing our underweight position in 
the financial sector. Westpac is a solid, domestic fo-
cussed bank. It is well run and reasonably valued. 
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Historical Performance 
(Class A Units)* 

 

Annual Return of PVGF and 
S&P/ASX Accumulation 
Index by Financial Year. This 
shows the performance of 
the PVGF for each discrete 
financial year, demonstrat-
ing consistently superior & 
positive returns. The Fund 
out-performed in 9 out of 
the last 11 financial years. 
 
 
 
 
 
* Past performance is not neces-
sarily an indicator of future per-
formance 

PRIME VALUE GROWTH FUND 
The Growth Fund aims to provide superior 
medium to long-term capital growth, with 
some income, by managing a portfolio of 
predominantly Australian equities. 
For the six-months ended 30 June 2009, the 
Fund achieved a return of 9.8% compared 
with the benchmark S&P/ASX 300 Accumu-
lation Index return of 9.4%. 
Sectoral allocation (excluding cash) contrib-
uted to performance, with the Fund bene-
fiting from underweight positions in the 
Telecommunications, Healthcare and Finan-
cials sectors. This benefit was partially off-
set by an overweight position in the Indus-
trials sector. In addition, the Fund main-
tained higher than normal levels of cash 
due to our cautious outlook and this was a 
significant detractor from performance in a 
strong market. We are unrepentant for this 

however, and feel this was the correct posi-
tion in volatile market conditions.  
Stock selection was also positive for the 
half-year. The biggest contributors to per-
formance were in the mining and mining 
services industries, including Monadel-
phous, BHP Billiton, Orica and Worley Par-
sons. The companies which detracted from 
performance were QBE Insurance, Telstra 
and Australian Agricultural Company. 
Average annual returns for 1, 3, 5 and 10 
years are now -17.6% (benchmark -20.3%), 
1.7%pa (-3.9%pa), 14.0%pa (6.8%pa) and 
16.7%pa (7.1%pa) respectively. 
Portfolio Outlook 
While we feel more confident about the 
outlook for equities than we did 6 months 
ago, we retain a cautious stance. Subse-

quently, we have lowered our cash position 
from around 30% to 20% currently. We be-
lieve the Australian banking sector is in a 
relatively healthy position, however condi-
tions may remain difficult in the shorter 
term. We therefore maintain an, albeit 
reduced, underweight position in the Finan-
cial sector.   
We remain positive towards companies 
which service the energy sector. We feel 
this period of uncertainly may provide some 
opportunities for smaller and mid-cap com-
panies and we will be observing this sector 
closely. Our focus continues to be high 
quality defensive companies with a growth 
component and strong balance sheet. 
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Distributions (Class A Units) 2005/06 2007/08 2008/09 

Distribution (per unit) $0.1097 $0.1218 $0.0635 

Distribution (% of Unit Price) 

       - Grossed-up (includes Imputation Credits) 

4.4% 

5.0% 

3.8% 

4.5% 

2.8% 

3.9% 

Imputation Credit (per unit) $0.0143 $0.0223 $0.0249 

Franking Level (%)# 30.4% 42.8% 91.5% 

#  The “level of franking” is a measure of the grossed-up imputation credit relative to the total distribution made. Unlike the franking level of a company’s dividend 
 however,  the “denominator” includes not just dividends, but realised capital gains as well. In times where capital growth is strong, distributions are likely to be  higher, 
 and  the “level  of franking” will be proportionately lower. This does not necessarily mean that dividends received were low or that they were not highly franked.  
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Telcos 3.0%
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 Holdings by Sectors  

Name Sector

BHP Materials

National Australia 
Bank

Financials

Orica Materials

Westpac Financials

Woolworths Consumer Staples

The portfolio is generally comprised of 30 - 60 stocks.

 Holdings by Market Cap   Top Five Holdings  

Cash 19.8%

ASX 100 
stocks 64.8%

Ex ASX100 
stocks 15.4%



PRIME VALUE IMPUTATION FUND 
The Imputation Fund aims to provide capi-
tal growth over the medium to long term, 
combined with regular, tax-effective in-
come, by managing a portfolio of assets 
comprised mainly of Australian equities. 
For the six months ended 30 June 2009, the 
Fund achieved a return of 11.2%, out-
performing the benchmark return of 
9.4%.  The Fund’s sectoral tilt was mildly 
negative, as the Fund was overweight in 
Industrials and underweight in Materials. 
This was partially offset by underweight 
positions in the Telecommunications and 
Healthcare sectors. A significant detractor 
at a sectoral level was a higher than normal 
level of cash due to our cautious outlook. 
We are unrepentant for this however, and 
feel this was the correct position in volatile 
market conditions.  

Stock selection more than offset the nega-
tive impact from sectoral allocation, adding 
almost 4% to relative performance. The 
biggest contributors to performance in-
cluded Monadelphous, Wesfarmers and 
Westpace Bank. The detractors included 
QBE Insurance, Qantas and AGL Energy. 
Average annual returns over 1, 3, 5 and 7 
years are now –21.5% (benchmark -20.3%), -
5.6%pa (-3.9%), 5.1%pa (6.8%pa) and 13.7% 
(7.5%pa). 
Portfolio Outlook 
The Imputation Fund will remain “true to 
label”, meaning it will continue to focus on 
stocks offering a degree of both earnings 
certainty and dividend income certainty, 
with a bias towards a higher stream of tax 
effective income. These stocks should offer 

superior opportunities in a low interest 
rate, highly volatile environment. The port-
folio currently favours the higher yielding 
energy and mining services companies and 
conservatively geared defensive industrials. 
While underweight relative to the bench-
mark, the Fund will maintain a core holding 
of quality banks due to the strong yield and 
high level of imputation. 
We will continue to avoid domestic cyclicals 
experiencing earnings pressure or with 
weak balance sheets, and will maintain an 
underweight position in low-yielding mate-
rials companies, which do not fit with the 
imputation fund mandate. Despite having a 
more positive outlook, we remain cautious 
over the short terms and cash holdings re-
main at higher than normal levels. 

Distributions (Class A Units) 2005/06 2006/07 2007/08 2008/09 

Distribution (per unit) $0.1536 $0.1849 $0.1527 $0.0923 

Income Distribution (% of Unit Price) 

       - Grossed up (includes Imputation Credits) 

5.9% 

6.9% 
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5.3% 

6.8% 

5.2% 

7.6% 

Imputation Credit (per unit) $0.0273 $0.0427 $0.0410 $0.0431 

Franking Level (%)# 41.5% 53.9% 62.7% 109.0% 

# The “level of franking” is a measure of the grossed-up imputation credit relative to the total distribution made.  Unlike the franking level of a company’s dividend 
however, the “denominator” includes not just dividends, but realised capital gains as well. In times where capital growth is strong, distributions are likely to be higher, 
and the “level of franking” will be proportionately lower. This does not necessarily mean that dividends received were low or that they were not highly franked. 
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Historical Performance 
(Class A Units)# 

Annual Return of PVIF and 
S&P/ASX 300 Accumulation 
Index by Financial Year. This 
shows the performance of 
the PVIF for each discrete 
financial year and 
demonstrates the PVIF has 
consistently delivered 
superior, positive returns. The 
Fund out-performed in 5 out 
of the last 8 financial years. 

 
# Past performance is not necessarily 
an indicator of future performance 

* The return for 2001/02 is for the 
period from 20 Dec 01 to 30 Jun 02 

Cash 13.5%

Energy 
11.1%

Materials 
10.3%

Industrials 
14.6%Consumer 

Staples 9.3%
Other 6.0%

Consumer 
Discretionary 

6.7%

Financials 
28.7%

Holdings by Sectors 

Cash 13.5%

ASX 100 
stocks 
63.2%

Ex ASX 100 
stocks 
23.3%

Name Sector

Monadelphous Industrials

National Australia 
Bank

Financials

Santos Energy

Wesfarmers Consumer Staples

Westpac Financials

The portfolio is generally comprised of 30 - 60 stocks.

Holdings by Market Cap Top Five Holdings 



 

 

The information contained in this document is general in nature and has no regard to the specific investment objectives, financial or particular needs of any specific recipient.  It is not intended to constitute investment advice or a 
personal securities recommendation.  This document is not a Product Disclosure Statement or an offer of units, and contains a brief overview of the investment only.  Potential investors should obtain and read the Product Disclosure 
Statement dated 17 August 2007 ("PDS") and particularly the risk factors discussed within the PDS.  Any prospective investor wishing to make an investment in the Prime Value Growth Fund or Prime Value Imputation Fund must read the 
PDS and complete an application form attached to the PDS.  Neither Prime Value Asset Management Limited nor its associates or directors, nor any other person, guarantees the success of the Prime Value Growth Fund or Prime Value 
Imputation Fund, the repayment of capital or any particular rate of capital or income return, or makes any representation in relation to the personal taxation consequences of any investor's investment in the Prime Value Growth Fund and 
Prime Value Imputation Fund. 

Dear Investor, 
Company Update 
The Prime Value team have been busy over the last six months. 
Andreas Rosenau, Senior Equity Analyst, completed his Char-
tered Financial Analyst course recently, while Fiona Clark, Sen-
ior Investment Analyst and Manager – Investor Relations, com-
pleted her Diploma in Financial Services (Financial Planning). 
Victoria Scholz, Client Services Officer, is also more than half 
way through completing her Diploma in Financial Services 
(Financial Planning). The management team congratulates An-
dreas, Fiona and Victoria on their achievements. 
Prime Value Growth Fund 
The Growth Fund again out-performed for the full-year, despite 
a negative return. Performance for the 2008/09 financial year 
was -17.6% compared with the S&P/ASX 300 Accumulation Index 
(benchmark) return of -20.3%. This is the 8th consecutive year of 
outperformance. 
The key reasons for the Fund’s out-performance was superior 
stock selection, particularly amongst the mining and mining ser-
vices companies.  
Prime Value Imputation Fund 
The Imputation Fund had another disappointing full-year, 
achieving a return of -21.5% compared to the benchmark return 
of -20.3%.  However, the Fund finished with very strong perform-
ance in the second half, with relative performance improving 
greatly. 
The Fund also managed a very attractive average annual 
grossed-up distribution yield of approximately 7.0% over the last 
5 years, testimony to its tax-effective focus. 
Investment Review 2008/2009 
The Australian equity market experienced one of its worst down-
turns during 2007/08, with the S&P/ASX300 Accumulation Index 
falling by more than 20%. There were two distinct phases: initial 
increased weakness as a result of the deepening global financial 
crisis, followed by a strong rally of more than 30% after lows 
were reached in March. (Approx 60% in US$ terms).  
The year was characterised by a sharp economic downturn, high-
profile corporate failures and a plethora of earnings downgrades 
as the deteriorating credit and economic conditions began to 
affect businesses. The financial crisis and resulting “real” eco-
nomic fall-out was met with a global and co-ordinated response. 
Central banks cut interest rates (the Reserve Bank of Australia 
cut official interest rates from 7.25% to 3.0%) and governments 
increased spending and offered credit support measures to 
stimulate demand and improve confidence in the financial sys-
tem.  
The turning point, an acceptance that the financial system 
would not collapse, was accompanied by an apparent slowing in 
momentum in the deterioration of economic indicators. In other 
words, things were still getting worse, but they were getting 
worse at a slower rate. These “greenshoots” led to improving 
sentiment and a quick rebound in equities. At the end of the 
year, however, confidence in the rally was beginning to wane 
and the market rebound appeared to have stalled.  
Investment Outlook 
The outlook for domestic and global economies and their respec-
tive markets remain extraordinarily uncertain. The turn-around 
in March was driven by relief that the global banking system was 
not going to collapse. This is not to say that the banks will re-
turn to strong profitability and recovery is imminent. The second 
wave of credit defaults, as the slowing economy hits businesses, 
is only starting to be felt. In addition, the willingness of consum-
ers to borrow money, a major source of bank profits, has re-
ceived a major structural blow. Despite this, there is universal 
acceptance that the system will not fail and the news on this 

front, with bank sector profits surprising on the upside and 
“rescue” funds being repaid, continues to be encouraging. So we 
are confident the March low will remain the March low. 
However the shape of any recovery (V, U, L or take your pick) is 
dependent on a multitude of conflicting “forces”.  
Firstly, the “good” or positive forces. These include  

• the large efforts of governments and central banks around 
the world, using their respective weapons - lower interest 
rates and increased fiscal spending 

• growth from China and other developing countries, with mas-
sive populations aspiring to be in the middle-class 

• sentiment, which has shown a significant recovery now that 
the market appears to have bottomed 

Then we have the “bad” or negative forces 

• reduced spending; by the growing number of unemployed, by 
the soon-to-be-unemployed or think-they-soon-may-be-
unemployed  

• de-leveraging, where households set aside income as savings 
or payment of existing debt.  The de-leveraging process is 
likely to be a multi-year rather than a short-lived phenome-
non 

• capital raisings, with some $42 billion raised so far this year. 
Companies don’t need capital to expand due to strong eco-
nomic conditions. More likely they are preparing for lean 
times ahead. The supply of shares, which will continue while 
the market is buoyant, may stifle market performance. 

The sharemarket is a strange beast indeed. It is very difficult to 
draw a causal relationship between some forecasted economic 
scenario and the actions of the market (except with hindsight, of 
course!). Nevertheless, it seems reasonably clear that if the 
economy fails to show any sign of recovery in the next six 
months or so, shares are unlikely to do well. 
The good and bad forces will battle on until one builds enough 
momentum but we won’t know which one until the battle is well 
and truly over. For the next half-year, our view is that shares 
will range-trade with an upward trend and volatility will con-
tinue. It will likely be a “3 steps forward, 2 steps back” type of 
progression, where the emergence of bad news will create panic 
one day and a good economic statistic will create euphoria the 
next. The upcoming earnings season, for example, may see fur-
ther downgrades and disappointments. 
Since March, the rally has prompted a major rotation of per-
formance, with the cyclicals (such as materials, energy and in-
dustrials) outperforming and defensives (such as healthcare and 
staples) lagging.  
Strategically, Australia is in a good position to access the China 
growth story. Around 50% of the growth in Australia’s real in-
come in recent years has been due to China and other emerging 
markets in Asia. Our real income growth of 5-6% p.a. was much 
faster than in other countries due to the surge in commodity 
prices on the back of Chinese and Indian growth.  
Furthermore, Australia has strong banks, a well regulated finan-
cial sector and a strong and well functioning public sector.  
Both the Prime Value Growth Fund and Imputation Fund are well 
placed to take advantage of these positive factors. 
We thank you for your continued patience and support and wel-
come any feedback or queries about your investment. 
 
 
Han K Lee                             Y Yong Quek 
Managing Director                   Executive Director 

 


