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Fund soft closed to new investors 

Manager Profile 

Salt Funds Management is a boutique investment management firm 

wholly owned by its employees which specialises in managing 

NZ/Australian equity and listed property mandates for wholesale and 

retail clients. 

Investment Strategy  

The Fund aims to deliver positive absolute returns in all market 

environments.  In addition to holding “long-only” NZ and Australian 

securities, the Fund may, at our discretion, short sell shares, hold cash, 

lever its assets and utilise active currency management to generate 

returns (although generally the Fund’s assets will be fully hedged).  

Fund Facts at 30 June 2017 

Benchmark RBNZ Official Cash Rate +5% p.a. 

Fund Assets $247.3 million 

Inception Date 30 June 2014 

Portfolio Manager Matthew Goodson, CFA 

 

Unit Price at 30 June 2017 

Application 1.4889 

Redemption 1.4828 

 

 

Investment Limits 

Gross equity exposure 0% - 400% 

Net equity exposure -30% - 60% 

Unlisted securities 0% - 5% 

Cash or cash equivalents 0% - 100% 

Maximum position size 15% 

 

Number of Positions at 30 June 2017 

Long positions 84 

Short positions 48 

 

Exposures at 30 June 2017 

Long exposure 85.09% 

Short exposure -58.02% 

Gross equity exposure 143.1% 

Net equity exposure 27.1% 

 

Largest Longs Largest Shorts 

Propertylink Group ASX Limited 

Centuria Metropolitan REIT DuluxGroup 

Star Entertainment Group Ryman Healthcare 

Scales Corporation Spark NZ 

Metlifecare Chorus 

This Fund is actively managed. Holdings are subject to change daily. 

Performance1 at 30 June 2017 

Year Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD 

2014       6.28% 2.85% 2.74% -1.67% 2.27% 0.89% 13.96% 

2015 1.28% 1.07% 0.04% 2.17% 0.38% -0.28% 0.75% 2.84% 1.34% 2.04% 2.37% 2.04% 17.21% 

2016 -0.67% -1.08% 3.81% 0.92% 1.72% -0.39% 0.50% 2.26% -0.51% -0.57% -0.20% 2.19% 8.14% 

2017 0.68% 0.12% 0.74% -0.01% 0.80% 0.30%       2.66% 

 

Period Fund Benchmark NZX 50 G/ASX 200 AI2 

3 months 1.09% 1.64% 2.05% 

6 months 2.66% 3.29% 6.87% 

1-year p.a. 6.43% 6.87% 12.33% 

2-years p.a. 11.47% 7.24% 11.23% 

3 years p.a. 14.03% 7.65% 10.38% 

Since inception p.a. 14.03% 7.65% 10.38% 

1 Performance is after all fees and before PIE tax.  
2 NZX 50 G/ASX 200 AI is a 50/50 blend of the S&P/NZX 50 Gross Index and the S&P/ASX 200 Accumulation Index and is for comparison purposes only. 
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Country Allocation at 30 June 2017 (Gross Equity Exposure) 

 

 

 

June 2017 Individual Stock Contribution 

Fund Commentary 

Dear Fellow Investor, 

The Fund experienced a moderate month in June, earning a return of 

+0.30% after all fees and expenses. This compared to +2.60% from the 

S&P/NZX 50 Gross Index, which rose for the sixth consecutive month, 

with old-world concepts such as valuation having long since 

succumbed to price momentum as the driving factor. The S&P/ASX 

200 Accumulation Index rose by 0.17%. It was very much a game of 

two halves for the Fund. We experienced a difficult first two weeks, 

which bottomed out at -1.5% at the nadir and then made a storming 

late run down the outside to finish moderately up. 

Since inception on 30 June 2014, the Fund has now returned +48.3% 

after all fees and expenses. Twenty-seven of those 36 months have 

had positive returns and we are yet to have a negative quarter 

(although we most certainly will at some point). Our correlation to 

extremely expensive equity markets remains statistically zero. 

NZ valuation ratios are quite extraordinary. Using First NZ data, the 

one year forward PE ratio for the NZX50 Index rose from 22.5x to 

22.6x during the month as share price increases outpaced moderate 

levels of earnings growth, driven by an economy that is still in 

reasonable nick. The PE ratio increased despite NZ 10-year bond yields 

rising from 2.80% to 2.97% and yield-proxy stocks globally coming 

under considerable rotation pressure late in the month. 

Regressing NZ’s forward PE ratio on bond yields, the market is now 

more expensive than it has ever been in our time series going back to 

2001. The market is pricing in a trifecta of strong earnings growth, very 

low bond yields and record PE multiples. Mean reversion in just one of 

these three factors would cause more than a few hiccups. Memo to all 

those quant machines and passive funds chasing unsustainable NZ 

dividend yields – you are at major risk. It is easy to be lured into the NZ 

lobster pot but it is a lot more difficult to get out again. Our large 

shorts in Spark, Chorus et al reflect our view on over-pricing.  

Chorus is a particularly interesting case as it’s a name that we were 

near limit long across all Salt Funds several years ago – when it was 

sub $2.00 versus the current $4.60. The bull thesis apparently revolves 

around a benign regulatory environment emerging post 2020, where 

inflationary price increases are allowed well into the future. This may 

ultimately be the case, but in the real world, constant technical 

advances are seeing costs fall and performance improve dramatically 

across the range of access technologies. Falling costs and competing 

providers would seem to be an unlikely bedfellow with continual price 

increases. 

The Fund has spent the first half of 2017 treading water furiously as 

we attempt to deliver positive returns while still positioning to protect 

investors in the event that valuations return back to our galaxy (which 

funnily enough is the “alpha” arm of the Milky Way).  We are not 

thrilled with our return of 2.7% so far in 2017 but we will take it given 

the risks that we are insuring against and the meagre potential returns 

on offer from being long at current levels. 

While NZ has been a strong performer in recent times, we are far from 

alone. Markets are expensive everywhere. Goldman Sachs research 

suggests that the expected US equity risk premium of 4.4% is in the 

2nd percentile of all historic levels and that it implies a five year 

expected return of just 0.6% in excess of bonds versus the long term 

average of 5.9%. 

The style of the Fund often sees us marching to the beat of our own 

drum at a company level and we currently feel as though we are doing 

so at an overall market level against the unending assault of money 

from risk parity, CTA, minimum volatility, smart beta funds et al. 

In this contrarian context, we came across an interesting paper 

presented at a recent Macquarie quant conference by Prof Mark 

Grinblatt of UCLA. Looking at the US from 1998-2012, he found that 

63% of hedge funds are contrarian while 67% of mutual funds follow 

momentum. Secondly, amongst hedge funds, only those that are 

contrarian outperformed and their highest alpha stocks were those 

that were sold to them by momentum-driven mutual funds. While it is 

occasionally tempting to get on board the momentum train, we will 

stick to our style and it was interesting to see a piece of research that 

was broadly supportive of it. 

AU - 73.2%

NZ - 26.8%

-0.45%

-0.30%

-0.15%

0.00%

0.15%

0.30%

0.45%

-4.00% -2.00% 0.00% 2.00% 4.00% 6.00%

Return

Shorts Longs



 

Salt Salt Salt Salt Long Short FundLong Short FundLong Short FundLong Short Fund    Fact SheetFact SheetFact SheetFact Sheet    

JuneJuneJuneJune    2017201720172017    
Page Page Page Page 3333    of of of of 5555    

 

“There seems to be a priced to perfection attitude out there …. the 

stock market seems to be running pretty much on fumes.” No, not the 

words of a jaded short-seller fed up with the never-ending bull market 

but comments from San Francisco Fed President, John Williams in late 

June. Influential Fed Vice Chair, Stanley Fischer made similar 

comments, with the tenor being that while overall financial system 

risks are low, there has been a “notable uptick in risk appetite in asset 

markets” and that “corporate leverage is running at 20 year highs.” 

Governor Yellen likewise made comments that asset prices “are 

somewhat rich.” Oddly, she also commented that another financial 

crisis is unlikely in her lifetime. 

This brings back memories of the good old days of irrational 

exuberance in the 1990’s – although the party did keep on rocking for 

quite some time after those now infamous comments from Alan 

Greenspan. What really matters here is not whether the Fed is right or 

wrong in the short term, it is that these comments herald a watershed 

in their policy-making calculus. It seems that with inflation being near 

enough to their 2% target and that with unemployment being at or 

below most estimates of the natural rate, they are now focusing on 

the spill-over effects of ultra-loose financial conditions on asset prices. 

Don’t fight the Fed. 

Making matters worse, it’s not just the Fed. China is obviously exerting 

considerable (albeit stop-start) pressure on the more levered parts of 

its financial system and the ECB is beginning to come under pressure 

to exit its massive QE programme as economic data progressively 

improves. The German Finance Minister warned mid-month that the 

ECB needed to change its monetary policy in a timely manner and that 

very low interest rates were causing problems in some parts of the 

world. Further, there were reports that Germany is lobbying to replace 

Mario Draghi with one of their own when his term expires in 2019. 

Late month, Draghi himself ever so gently hinted that quantitative 

easing might begin to be tapered given solid growth momentum. 

With the US, the EU and China all moving at varying paces but in the 

same direction, the days look to be numbered for the tidal wave of 

liquidity that has propelled asset prices. As a long-short fund, we are 

perhaps naturally pre-disposed to be glass half-empty but it really 

does look as though interesting times lie ahead. 

When money starts having a price again there could be all sorts of 

impacts. Early June saw everything except oil rise together – equities, 

bonds, gold, bitcoin – you name it, correlations flipped and almost 

everything went up as liquidity propelled asset prices skywards. 

Within equities, this early-June boom was particularly concentrated in 

the so-called FANG stocks, although we prefer the Citigroup acronym 

of FANTASIA – Facebook, Amazon, Netflix, Tesla, Alphabet, Salesforce, 

Intel and Apple. Goldman Sachs put out a piece noting that the 

volatility for FANG’s had bizarrely dropped below that of Consumer 

Staples and that “momentum” had become extremely crowded as a 

factor. The Wall Street Journal pointed out that technology is now 

11.3% of the PowerShares S&P 500 Low Volatility ETF compared to 

2.9% a year ago. The last marginal investor is on board. Funnily 

enough, the last few days of the month were very difficult for the 

mega-cap tech names and that has continued into July. 

JP Morgan put out a fascinating piece mid-month highlighting that 

passive and quantitative investors now account for 60% of equity 

assets (versus 30% a decade ago) and they estimate that just 10% of 

trading volumes now originate from fundamental discretionary 

traders. Further, in the last 20 years, the VIX volatility measure has 

closed lower than 10.0 on just eleven separate days – seven of those 

days have been in the last month. As they highlight, the 

political/macro backdrop is anything but quiescent, so perhaps it’s 

something else – I wonder what? 

The concern is that the proliferation of volatility control type 

strategies will lead to a vicious feedback loop when the next left-field 

shock hits. Just as the then new-fangled portfolio insurance strategies 

were a key driver of the 1987 meltdown, so volatility control and risk 

parity strategies will be forced to sell equities when the VIX spikes due 

to an unforeseen shock. If this then interacts with redemption 

demand, it is easy to see how a nasty feedback loop could form. 

We see this world as both frightening and a huge opportunity for 

fundamental value-conscious investors such as ourselves. It is 

frightening in that we are forever establishing our long and short 

positions too early as a wall of passive money drives stocks beyond 

what we are capable of conceiving. However, this very volatility leads 

to opportunities which ultimately work out as fundamentals reassert 

themselves with long and varying lags. 

Another fascinating effect of passive investing has been to make it 

surprisingly hard for new companies to list. Over the last few weeks in 

Australia, we have seen IPO’s pulled by Craveable Brands, Nutrano, 

Officeworks, Zip and Dixon. Bingo made it onto the bourse but fell 

sharply initially (at which point we took the opportunity to build a 

large position). Once a company is listed and safely into the relevant 

index there is no anchor to its valuation multiple as passive flows take 

over but getting to that take-off point is proving rather difficult. 

Cracks continued to widen during the month in housing markets as 

sales slow and listing numbers build. Our bearishness here remains 

very much intact although it is hard to conceive that we could be as 

gloomy as Deutsche Bank’s call on Hong Kong property prices, which 

they see falling 48% by 2026 on a mix of booming supply and 

deteriorating demographics. Indeed, in many countries around the 

world, the size of the huge baby-boomer generation that needs to sell 

is massive relative to the size of the potential buying cohort from 

Generation Y. 

The Fund remains slightly net short the retirement village sector but 

did cover its mid-sized Summerset short near its lows as share prices 

fell sharply during the month as the long-awaited housing slowdown 

began to be priced in. We now have a large long in Metlifecare, a large 

short in Ryman, a tiny short in Arvida and a modest short in 

Summerset which we put back on after it bounced on a (last??) 

earnings upgrade late in the month. 

We have waxed lyrical (or cacophonous) on many occasions about 

how retirement village investors are facing potentially significant 

balance sheet risk when housing and thence retirement unit sales 

slow. While we model each name out fully, we think very simply about
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relative positioning in the sector. Who would want to own a property 

developer after the market has peaked? Who would pay multiples of a 

developer’s NTA for developments not just on the land that they 

currently own but on future land purchases that are merely a glint in 

their eye? That is the situation with Ryman and Summerset. Our issue 

is not their management capability but their balance sheets and 

valuation now that the housing market has turned. 

Conversely, Metlifecare is at a 10-15% discount to NTA, with this being 

largely locked in and it will be progressively realised as current 

occupants gradually pass away. Moreover, their balance sheet is far 

less geared, making them less vulnerable in the event that the current 

stagnation in house prices and sharp contraction in house sales 

morphs into something nastier. 

A new slant for the Fund which we have built up in recent weeks is a 

moderate oil net long. A speculative fervour earlier in the year has 

given way to high levels of net speculative shorts. OPEC cuts were 

always going to take time to impact given they first had to drain huge 

storage in their own countries. Experts such as the IEA and Wood 

MacKenzie point out that oil exploration and discoveries in the last 

several years have been unusually low leading to a supportive 

medium-term outlook. US shale will likely prevent any massive spike 

to the upside but shale struggles much below $40 and there is 

something of a free option from current levels on potential 

geopolitical strife. It would not take a large miscalculation for the 

Qatar blockade or the Iran – Saudi Arabia enmity to all going horribly 

awry. 

We covered off a long-held short in Woodside, built up a mid-sized 

Santos holding, bought AWE when it was temporarily punished upon 

falling out of the MSCI Small cap Index (thanks passive!) and are 

excited by our small, high risk position in FAR Oil. FAR owns a 15% 

stake in a field offshore Senegal which is widely regarded as the best 

discovery globally in recent years. Woodside recently purchased 

Conaco’s stake in the field which may have infringed on FAR’s pre-

emptive rights. They plan to take Woodside to arbitration and would 

seem to be making a sufficient nuisance of themselves to be a strong 

take-out target. Buyer beware in small cap resource land but we do 

like this 0.4% roll of the dice. 

Returning to the performance of the Fund during June, the +0.30% 

advance came despite a relatively poor “winners to losers” ratio of 

51%. The key factor was that the size of our winners was comfortably 

above that of our losers. 

Leading the way amongst the positives was our large and previously 

painful position in Here, There & Everywhere (HT1, +13%). We much 

preferred their old APN name. Their sharp decline in previous months 

made little sense to us. While the overall advertising outlook in the 

slow Australian economy is difficult, HT1 operates in the solid areas of 

radio and outdoor which are still growing. They benefitted from an 

unexpected radio licence fee holiday and there is a strong chance that 

long-awaited cross-media ownership laws pass in coming weeks. We 

believe HT1’s radio could be in play and there has been loosely 

sourced press speculation along these lines. There remains some risk 

from contract renewals and whether their street furniture sees the 

same upside from digitisation as large format billboards but HT1 

remains on an attractive PE of just 12.7x Dec17 forecasts. We have 

lightened but it remains a large holding. 

The second key positive was our Restaurant Brands (RBD, +13%) long 

which we had rebuilt in the period of weakness following their equity 

raising to buy Taco Bell and Pizza Hut assets in Hawaii. There was no 

major news other than a relatively positive set of AGM comments but 

we await their potential purchase of KFC restaurants in NSW from the 

franchisor Yum! If it happens, RBD should be able to leverage their 

existing cost structure. We have lowered our holding somewhat into 

recent highs but remain long term buyers of RBD’s proven value 

generation. 

The third stand-out winner was our large Centuria Metropolitan REIT 

(CMA, +6%) long. During the month, they merged with their cousin 

Centuria Urban REIT, hence the large lift in our holding. They operate 

in a sweet spot of the Australian property market and they continue to 

rank very well in our relative valuation modelling. We look forward to 

their likely entry into the ASX300 Index in either September or March, 

which has historically driven a wall of buying by passive funds. 

Other notable wins came from our large long in Propertylink (PLG, 

+4%); a mid-sized long in Healthscope (HSO, +9%); and a new long in 

Bingo (BIN, +8%), where we did not take part in the IPO but bought 

aggressively afterwards across all Salt funds when it fell away sharply 

post-listing as momentum funds ran for the hills. 

Laggards were led by our mid-sized short in Sims Group (SGM, +14%). 

Trading conditions for them in key markets appear to be a mix of good 

and bad but the key thesis behind the holding is that scrap is 

ultimately just another input into the steel-making process and its 

prices are therefore integrally linked to those of iron ore and coking 

coal. These were very weak prior to a sharp bounce at month end. 

SGM received some surprisingly positive broker coverage during the 

month and we are intrigued by the 16.89% stake that is held by Mitsui.  

Our second largest headwind was our moderate long in Australian 

Vintage Group (AVG, -13%) which gave up almost all its 14% gains in 

May. AVG is the former McGuigans Wine and is the only listed wine 

company outside of Treasury Wine. Besides valuation, the three key 

attractions to us are that AVG is successfully moving up the value 

chain from bulk into branded wine; it is about to have a sharp fall in 

extremely onerous grape purchase costs that have bedevilled it for 

years; and it is well placed to grow rapidly in China through two major 

new distribution relationships. These will hopefully lessen its 

dependence on the UK market, with the Brexit-induced AUDGBP 

weakness being the key reason for AVG’s poor earnings and share 

price performance in recent months.  

The final headwind of note was our premature long in Santos (STO,  

-10%) which fell sharply with the sector although it did recover a tad 

after being down as much as 14%. We own STO as it theoretically has 

the most leverage to oil price movements and part of its weakness has
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generally only available for investment to existing investors in the Fund and new investors of approved financial advisory firms. 

been due to an over-reaction to Australian moves to potentially curtail 

exports from STO’s jv GLNG project in the event that a domestic gas 

shortage is declared. There are a range of outcomes but ultimately 

there is no shortage right now, STO will likely find more gas, LNG 

contracts could be supplied from the Asian spot market with 

domestic-sourced gas devoted to the domestic market, and STO may 

see potentially valuable assets such as Narrabri re-opened for drilling. 

Thank you for your continued interest and support. We have 

positioned the Fund over the last few months to be ready for the 

worst, while still trying to grind out positive returns. It was far easier 

several years ago, when markets were less extended and we ran the 

Fund with more net length. In a sense, we have paid away an 

insurance premium for a sharp market pullback that is yet to occur. NZ 

is up every single month so far in 2017 and Australia has been very 

strong ex banks and resources. Valuations are so extended and the 

world is so awash with liquidity that a pullback will most assuredly 

happen at some point – maybe sooner, maybe later but the last 

several weeks have been notable for central banks starting to change 

their focus ever so slightly to the risks posed by overly bubbly markets. 

When we do see a market sea-change, we will be most disappointed if 

we do not continue to grind out positive returns.  

 

 

Matthew Goodson, CFA 


