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CHAIRMAN’S LETTER 

 
Dear Shareholders, 
 
On behalf of our board, I am very pleased to be able to provide you with our first full financial year 
Annual Report for the Fat Prophets Global Contrarian Fund Ltd (ASX: FPC). This report covers the 
period from 1st July 2017 till 30th June 2018. I look forward to meeting you at our Annual General 
Meeting and encourage you to read the Annual Report thoroughly. 
 
Investment and portfolio performance 
 
The Company was set up with the investment mandate to build and actively manage a portfolio 
around high conviction ideas and whilst the fiscal year 2017/18 was a challenging year, the board is 
very pleased with the adherence to these stated goals. Angus Geddes, our CEO has detailed the 
investment and portfolio performance in his letter “Investment strategy from the manager” to 
shareholders and I would also encourage you to read this thoroughly. 
 
Capital Structure 
 
With regards to the capital structure under the initial public offering, loyalty options were issued to 
applicants on the basis of one loyalty option for every one share issued. These loyalty options had a 
vesting date of 22nd March 2018 and an expiry date of the 22nd March 2019. As at 30 June 2018 
44,315,217 options were unexercised.  
 
Financial Results 
 
For the period to June 30th, 2018, the Fund reported a pre-tax profit of $1.517 million and a net profit 
after income tax of $1.206 million  
 
The FPC portfolio appreciated by 2.70 cents per share in the 2018 financial year.   
 
An investor who invested $1.10 AUD in the Company on listing finished the first full financial year at 
a Pre-Tax NTA of $1.1228 (2017 $1.0884) and a Post-Tax NTA of $1.1170 (2017 $1.0917) plus the 
value of their loyalty option. As mentioned above these options vested on March 22nd, 2018. 
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Annual General Meeting 
 
The Company’s 2nd Annual General Meeting will be held in the Alkira Room at The Grace Hotel in 
Sydney at 11:00am on October 24th, 2018. Angus Geddes and senior portfolio managers will be on 
hand to provide a detailed look at the portfolio’s first full financial year performance as well as give 
their insights into the year ahead for the portfolio.  
 
My fellow directors and senior staff of the management company hope to meet many of you in 
person and look forward to an interactive discussion.  
 

 
 
Michael Gallagher 
Chairman 
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INVESTMENT STRATEGY FROM THE MANAGER 

 
The first half of the year saw the Fund perform strongly, with large sector exposures to China, Hong 
Kong, India and Japan all doing well. The second half of the year however saw the Fund underperform 
due to an increase in risk aversion in January, and the significant underperformance of Asia and 
Europe versus the United States. This was largely due to a number of contributing factors, not least 
being the ongoing trade dispute between the US and China.  
 
The Fund pivoted during the second half, with the investment portfolio being placed in a much more 
defensive position. Leverage within the fund was reduced significantly while larger positions were 
pared back. Subsequently to end of financial year, the Fund has substantially increased cash holdings 
and the overall weighting to gold and the precious metals sector.  
 
The year proved to be a difficult one for contrarian investors such as the Fund, especially with the US 
markets, led by the super-cap tech sector, outperforming on the upside, and the super strong US dollar 
draining liquidity from emerging markets such as China and Hong Kong. As the US market continued to 
surge ahead, China’s CSI300 has fallen around 20% so far in 2018 on fallout from the Trump 
Administration’s trade tariffs. While we continue to hold conviction on Asia and Japan, we reduced our 
overall exposure as well as cutting the Fund’s weighting to the US and European markets.  
 
The super-cap tech sector in the US has delivered significant alpha this year for investors, however 
we see this as being very much a “crowded trade” with nose bleed valuations priced almost beyond 
perfection. For contrarian investors such as the Fund, this justifies a more cautious approach.    
 
At some point markets will begin to question these extremely high valuations in certain sectors, and 
particularly, within the super-cap technology sector. After a bull market advance that has spanned a 
decade, the belief in the US super-cap techs is not going to wane easily, but then again “the believers” 
from here on in, are going to have to deal with valuations which have become stratospheric. Valuations 
today are even higher in some instances than what was seen during previous bubbles. 
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Nasdaq Composite 
 

 
 
Even if the likes of Amazon and other FAANG companies were not to put a foot wrong, it is highly 
probable that the markets will awaken to the fact that a company such as Amazon, is valued on a 
PE of 160X, which raises the bar to the point where it will be very difficult for market expectations 
to be met - and for future growth to be sustained at current rates. 
 
It is inevitable that the Nasdaq, and the super-cap tech sector in particular, will incur a significant 
adjustment at some point, and this could hold broader repercussions for the US market. Whilst 
nobody really knows the precise timing of a reality check in the space, the level of overvaluation 
probably means we are close to the top of the cycle. There is also a risk that the US super-cap sector 
could experience a “melt-up scenario” triggered by a large short covering rally, before the onset of 
a serious correction. 
 
  

Monthly [.IXIC List 1 of 2616] .IXIC 31/08/2008 - 31/03/2019 (EST)

BarOHLC, .IXIC, Trade Price
30/09/2018, 8,087.955, 8,104.071, 7,873.926, 7,924.160, +21.619, (+0.27%)
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Amazon 
 

 
 
We are not alone in adopting a cautious and defensive approach to present day markets, electing to 
build the Fund’s weighting in cash and physical gold (via ETFs). FAANG stocks have accounted for nearly 
half of the Nasdaq Composite's rally in the past year. However, many hedge funds have since shorted 
the FAANG complex, which is now a “crowded trade”. Short positions against the FAANG group of the 
largest US technology stocks have surged by more than 40% in the past year which is close to a record.  

However, while playing the long side, an investor can potentially only ever lose 100%, for the “shorts” 
the “sky is the limit”. In a short squeeze, losses can potentially be multiples of 100%. It is this 
polarizing dynamic that concerns us with the FAANG short positioning today. Some funds will be in a 
lot of pain if the Nasdaq rally renews on the upside forcing those shorts to capitulate. As John Maynard 
Keynes once said, “the market can stay irrational a lot longer than you can stay solvent”. 

The narrowness of leadership in the US market has raised the overall risk profile considerably for US 
investors. Morgan Stanley joined this school of thought recently, citing growing concerns about the 
concentration of ownership within the technology sector. 

While valuation support mitigates some risk with the S&P500 priced on a prospective forward PE of 
around 17X for 2019, this probably also reflects “top of the cycle growth” in the US. We think this is 
as good as it gets for the US economy in terms of growth outlook, and from here on in the downside 
risks for the US economy are going to compound for investors.  

The trade outlook in the US is beginning to weigh with an increasingly unpredictable Trump 
Administration set to bring in some further $200 billion tariffs on China and renewed threats to 
introduce another $267 billion in levies. We believe US and global markets are in for more volatile 
times ahead with the Nasdaq and super-cap tech stocks in particular, likely to revert towards historical 
mean valuations at some point.  

Monthly AMZN.O 31/08/2008 - 31/03/2019 (EST)

BarOHLC, AMZN.O, Trade Price
30/09/2018, 2,026.500000, 2,050.500000, 1,931.515800, 1,939.010000-13.060000, (-0.67%) Price

USD

Auto

100

200

300

400

500

600

700

800

900

1,000

1,100

1,200

1,300

1,400

1,500

1,600

1,700

1,800

1,900
1,939.010000

Vol, AMZN.O, Trade Price
30/09/2018, 30.868M Volume

Auto
100M

30.868M
Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

7

FAT PROPHETS GLOBAL CONTRARIAN FUND LTD. | ACN 615 414 849 | LEVEL 3, 22 MARKET STREET, SYDNEY NSW 2000 AUSTRALIA | 1300 881 177 | ©2018 
 WWW.FPCONTRARIAN.COM.AU | INVEST@FATPROPHETS.COM.AU  

 



The Nasdaq 100 has surged ahead this year, and valuations no longer make much sense… 

 
…while the S&P500 has struggled to break through and move beyond the January highs. Valuations 
are more sensible for the broader US stock market, but leadership has narrowed in the market and 
has been confined to the super-cap tech sector. 

 

Weekly [.NDX List 1 of 104] .NDX 9/09/2016 - 26/10/2018 (EST)

BarOHLC, .NDX, Trade Price
14/09/2018, 7,466.761, 7,473.750, 7,410.743, 7,447.676, +17.415, (+0.23%)

Price
USD

Auto
4,700

4,800

4,900

5,000

5,100

5,200

5,300

5,400

5,500

5,600

5,700

5,800

5,900

6,000

6,100

6,200

6,300

6,400

6,500

6,600

6,700

6,800

6,900

7,000

7,100

7,200

7,300

7,400

7,500
7,600

7,447.676

16 07 21 04 18 02 16 06 20 03 17 03 17 07 21 05 19 02 16 07 21 04 18 01 22 06 20 03 17 01 22 05 19 02 16 02 16 06 20 04 18 01 22 06 20 03 17 07 21 05 19
Q3 16 Q4 2016 Q1 2017 Q2 2017 Q3 2017 Q4 2017 Q1 2018 Q2 2018 Q3 2018 Q4 18

Weekly [.SPX List 1 of 506] .SPX 11/09/2016 - 21/10/2018 (NYC)

BarOHLC, .SPX, Trade Price
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Recently we increased our exposure to physical gold and precious metal producers. We see gold as 
being a principal beneficiary of coming weakness in US super-cap stocks and the broader stock 
market which could have contagion in other markets.  
 
US dollar strength could also succumb to broader stock market weakness at some point.  
If the Dollar Index (DXY) is soon to run its course on the upside – and it is encountering some 
headwinds at 96 – then Asian equities having been sold down between 20% and 30% this year, are 
arguably a more defensive place to be.  
 
The strong US dollar is draining liquidity from emerging markets, not to mention lowering the 
earnings outlook for multinational US companies on translation. As a result, emerging markets 
including China and Hong Kong have sharply adjusted downwards with a significant amount of risk 
currently priced in for implemented and threatened tariffs. China and Hong Kong markets are now 
more compellingly valued at around 10X 2019 earnings, arguably offering a more attractive 
risk/reward profile.  
 
A key question in financial markets is just how much higher can the US dollar go. Today the US dollar 
has become very overbought with significant long positions established amongst the hedge funds, 
and a corresponding large short position held by the commercial banks. This is often a precursor 
for a significant change in trend and it is notable that the commercials have recently been re-
establishing long positions in the dollar (and reducing shorts in gold).  
 
This is similar to the scenario in December 2015 when the DXY was near record highs at 100 – which 
preceded a 10% decline. We believe the stage is set for a similar selloff in the greenback and a 
corresponding advance in precious metals over coming months.  
 
US Dollar Index – Sep 2015 to Oct 2016 
 

 
 

Weekly .DXY 11/09/2015 - 28/10/2016 (NYC)

BarOHLC, .DXY, Trade Price
14/09/2018, 95.427, 95.564, 95.028, 95.165, 
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We continue to view Japan favourably from a risk/reward profile, particularly as the country 
recovers from several decades of deflation. Japanese manufacturing activity expanded in August at 
a slightly faster pace than the previous month as new orders accelerated. The index remained above 
the 50 threshold that separates contraction from expansion for the 24th consecutive month.  
The survey data indicated the upturn in demand was domestic led, which is encouraging and points 
to an ongoing support from the consumer in Japan’s recovery. 
  
The yield on 10 Year Japanese bonds has broken up decisively through 0.1% after the BOJ widened 
the ceiling on the trading range from 0.1% to 0.2%. As a result, yields on the 10 Year have 
consolidated above the breakout level and appear to be headed higher towards the top of the range. 
While this is relatively a small increment, this will boost sentiment towards the depressed banking 
sector (the Fund holds an overweight position) and which is reliant on higher longer term rates to 
boost net interest margins.  
 
10 Year Japanese Government Bond yields  
 

 
 
Upward pressure is also building in the US Bond market. Federal Chair Jerome Powell said recently 
that inflation is near their 2% objective, and if the strong growth in income and jobs continues, 
further gradual increases in the target range for the federal funds rate will likely be appropriate.  
The strong wage growth and nonfarm payroll data out recently endorses our view that US rates are 
headed higher over the coming year.  
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As at 30 June 2018 the net assets of the Company were $50,268,000 (2017: $48,383,000). Please refer to the Statement of Financial Position for further details.



Michael Gallagher
Chairman
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These general purpose financial statements have been prepared in accordance with Australian Accounting Standards issued by the Australian 
Accounting Standards Board (“AASB”) and the Corporations Act 2001. For the purposes of preparing financial statements, the Company is a for-profit 
entity for financial reporting purposes under Australian Accounting Standards.





























-  The Management Agreement between the Company and the Investment Manager (refer to Note 9 for details of fees paid to the Investment  
Manager). Angus Geddes is the Director of the Investment Manager. 



Michael Gallagher
Chairman
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INDEPENDENT AUDITOR’S REPORT 

TO THE MEMBERS OF FAT PROPHETS GLOBAL CONTRARIAN FUND LTD 

Report on the Financial Report 

Opinion 
We have audited the accompanying financial report of Fat Prophets Global Contrarian Fund Ltd (the 
company), which comprises the statement of financial position as at 30 June 2018, the statement of profit or 
loss and other comprehensive income, the statement of changes in equity and the statement of cash flows 
for the period then ended, notes comprising a summary of significant accounting policies and other 
explanatory information, and the directors’ declaration of the company.  

In our opinion, the financial report of Fat Prophets Global Contrarian Fund Ltd is in accordance with the 
Corporations Act 2001, including: 

i) Giving a true and fair view of the consolidated entity’s financial position as at 30 June 2018 
and of its performance for the year ended on that date; and 

ii) Complying with Australian Accounting Standards and the Corporations Regulations 2001. 

Basis for Opinion 
We conducted our audit in accordance with Australian Auditing Standards. Those standards require that we 
comply with relevant ethical requirements relating to audit engagements and plan and perform the audit to 
obtain reasonable assurance about whether the financial report is free from material misstatement. Our 
responsibilities under those standards are further described in the Auditor’s Responsibility section of our 
report.  

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 
opinion.  

Independence 
We are independent of the consolidated entity in accordance with the Corporations Act 2001 and the ethical 
requirements of the Accounting Professional and Ethical Standards Board’s APES 110 Code of Ethics for 
Professional Accountants (the Code) that are relevant to our audit of the financial report in Australia. We 
have also fulfilled our other ethical responsibilities in accordance with the Code. 

Key Audit Matters 
Key audit matters are those matters that, in our professional judgement, were of most significance in our 
audit of the financial report of the current period. These matters were addressed in the context of our audit 
of the financial report as a whole, and in forming our opinion thereon, and we do not provide a separate 
opinion on these matters. For each matter below, our description of how our audit addressed the matter is 
provided in that context. 

PKF(NS) Audit & Assurance Limited Partnership is a member firm of the PKF International Limited family of legally independent firms and does not 
accept any responsibility or liability for the actions or inactions of any individual member or correspondent firm or firms.
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1. Valuation and existence of investments 

Why significant How our audit addressed the key audit matter 

As at 30 June 2018, the carrying value of financial 
assets was $67,201k which represented 134% of 
the company’s Net Assets, as disclosed in Note 
2(e) and Note 13 of the financial report. 

The financial assets consist of Australian and 
International equities held at fair value through 
profit and loss. Accordingly, the fluctuations in 
investment valuation are recognised in the 
statement of profit or loss and other 
comprehensive income.  

Given the nature and principal activity of the 
company being to invest in listed securities, 
combined with the quantum of investments held, 
we have identified that the valuation and 
existence of these investments be a key audit 
matter.  

Our work included, but was not limited to, the 
following procedures: 

 Performing a reconciliation of the investments 
balance from inception, additions and 
subtractions of purchases, sales and other 
relevant transactions and agreed to the 30 June 
2018 balance. 

 Agreeing investment quantity holdings at 30 
June 2018 to independent third party sources. 

 Agreeing all the listed equities investment prices 
to independent market pricing sources. 

 Obtaining a third party report on whether the 
control over investment purchases and sales 
transactions were suitably designed and 
operated effectively for the period and assessed 
the report. 

2. Accuracy and completeness of management and performance fees 

Why significant How our audit addressed the key audit matter 

For the period ended 30 June 2018 the company 
has recognised management fees of $665k and 
performance fees 1,634k as disclosed in Note 
9(a) of the financial report.  

The management and performance fee 
calculations are based on the portfolio Net Asset 
Value and made with related parties therefore 
heightening the inherent risk associated with 
these balances. 

Given the nature of the various inputs and 
complexity of the management and performance 
fee calculations, we have determined that the 
accuracy and completeness of these balances be 
a key audit matter.  

Our work included, but was not limited to, the 
following procedures: 

 Recalculating management fees recognised in 
accordance with the terms outlined in the 
prospectus. 

 Recalculating performance fees recognised in 
accordance with the terms outlined in the 
prospectus. 

 Testing key inputs used in the calculation of the 
management and performance fees and 
performed a reasonableness assessment. 

 Assessing the adequacy of the disclosure of the 
management and performance fees in the 
financial report. 
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Other Information 
Other information is financial and non-financial information in the annual report of the Company which is 
provided in addition to the Financial Report and the Auditor’s Report. The directors are responsible for Other 
Information in the annual report. 

The Other Information we obtained prior to the date of this Auditor’s Report was the Director’s report. The 
remaining Other Information is expected to be made available to us after the date of the Auditor’s Report. 

Our opinion on the Financial Report does not cover the Other Information and, accordingly, the auditor does 
not and will not express an audit opinion or any form of assurance conclusion thereon, with the exception of 
the Remuneration Report. 

In connection with our audit of the Financial Report, our responsibility is to read the Other Information. In 
doing so, we consider whether the Other Information is materially inconsistent with the Financial Report or 
our knowledge obtained in the audit, or otherwise appears to be materially misstated. 

We are required to report if we conclude that there is a material misstatement of this Other Information in 
the Financial Report and based on the work we have performed on the Other Information that we obtained 
prior the date of this Auditor’s Report we have nothing to report. 

Directors’ Responsibilities for the Financial Report 
The Directors of the company are responsible for the preparation of the financial report that gives a true and 
fair view in accordance with Australian Accounting Standards and the Corporations Act 2001 and for such 
internal control as the Directors determine is necessary to enable the preparation of the financial report that 
gives a true and fair view and is free from material misstatement, whether due to fraud or error.  In Note 1, 
the Directors also state, in accordance with Australian Accounting Standard AASB 101 Presentation of 
Financial Statements, that the financial report complies with International Financial Reporting Standards. 

In preparing the financial report, the Directors are responsible for assessing the entity’s ability to continue as 
a going concern, disclosing, as applicable, matters related to going concern and using a going concern 
basis of accounting unless the Directors either intend to liquidate the consolidated entity or to cease 
operations, or have no realistic alternative but to do so. 

Auditor’s Responsibilities for the Audit of the Financial Report 
Our responsibility is to express an opinion on the financial report based on our audit.  Our objectives are to 
obtain reasonable assurance about whether the financial report as a whole is free from material 
misstatement, whether due to fraud or error, and to issue and auditor’s report that includes our opinion. 
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in 
accordance with Australian Auditing Standards will always detect a material misstatement when it exists. 
Misstatements can arise from fraud or error and are considered material if, individual or in aggregate, they 
could reasonably be expected to influence the economic decisions of users taken on the basis of this 
financial report. 

As part of an audit in accordance with Australian Auditing Standards, we exercise professional judgement 
and maintain professional scepticism throughout the audit.  

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
financial report. 
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Auditor’s Responsibilities for the Audit of the Financial Report (cont’d)  
The procedures selected depend on the auditor’s judgement, including assessment of the risks of material 
misstatement of the financial report, whether due to fraud or error. In making those risk assessments, the 
auditor considers internal control relevant to the entity’s preparation of the financial report that gives a true 
and fair view in order to design audit procedures that are appropriate in the circumstances, but not for the 
purpose of expressing an opinion on the effectiveness of the entity’s internal control.  

The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from 
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of 
internal control. 

An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness 
of accounting estimates made by the Directors, as well as evaluating the overall presentation of the financial 
report. 

We conclude on the appropriateness of the Directors’ use of the going concern basis of accounting and, 
based on the audit evidence obtained, whether a material uncertainty exists related to events or conditions 
that may cast significant doubt on the entity’s ability to continue as a going concern. If we conclude that a 
material uncertainty exists, we are required to draw attention in our auditor’s report to the related disclosures 
in the financial report or, if such disclosures are inadequate, to modify our opinion. Our conclusions are 
based on the audit evidence obtained up to the date of our auditor’s report. However, future events or 
conditions may cause the consolidated entity to cease to continue as a going concern. 

We evaluate the overall presentation, structure and content of the financial report, including the disclosures, 
and whether the financial report represents the underlying transactions and events in a manner that 
achieves fair presentation. 

We obtain sufficient appropriate audit evidence regarding the financial information of the entities or business 
activities within the consolidated entity to express an opinion on the financial report. We are responsible for 
the direction, supervision and performance of the audit. We remain solely responsible for our audit opinion.  

We communicate with the Directors regarding, among other matters, the planned scope and timing of the 
audit and significant audit findings, including any significant deficiencies in internal control that we identify 
during our audit.  

The Auditing Standards require that we comply with relevant ethical requirements relating to audit 
engagements. We also provide the Directors with a statement that we have complied with relevant ethical 
requirements regarding independence, and to communicate with them all relationships and other matters 
that may reasonably be thought to bear on our independence, and where applicable, related safeguards.  

From the matters communicated with the Directors, we determine those matters that were of most 
significance in the audit of the financial report of the current period and are therefore key audit matters. We 
describe these matters in our auditor’s report unless law or regulation precludes public disclosure about the 
matter or when, in extremely rare circumstances, we determine that a matter should not be communicated 
in our report because the adverse consequences of doing so would reasonably be expected to outweigh the 
public interest benefits of such communication.  
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Report on the Remuneration Report

Opinion 
We have audited the Remuneration Report included in the directors’ report for the period ended 30 June 
2018.  

In our opinion, the Remuneration Report of Fat Prophets Global Contrarian Fund Ltd for the period ended 
30 June 2018, complies with section 300A of the Corporations Act 2001.  

Responsibilities 
The directors of the Company are responsible for the preparation and presentation of the Remuneration 
Report in accordance with section 300A of the Corporations Act 2001. Our responsibility is to express an 
opinion on the Remuneration Report, based on our audit conducted in accordance with Australian Auditing 
Standards. 

PKF 

SCOTT TOBUTT
PARTNER

23 AUGUST 2018 
SYDNEY
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