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Growth of $10,000

Commentary
The K2 Australian Absolute Return Fund returned -7.2% for the month
of October while the All Ordinaries Accumulation Index returned -6.5%.
At its worst point mid-month the All Ordinaries Accumulation Index was
down -8.9% which would have been the worst month since October
2008. Trade tensions, weak Asian currencies and domestic political
instability contributed to the poor performance. Given that backdrop
absolute gains were difficult to generate. Medical Developments was the
best positive contributor for the month. The company announced that it
had entered into an exclusive distribution agreement with Daiichi
Sankyo for Pentrox in China, Thailand and Vietnam. Short positions in
Genworth Mortgage Insurance and Cromwell Property Group were also
positive contributors for the month.

**Index performance prior to the 1-Oct-2017 is the MSCI AC Asia Pacific Ex-Japan TR Net AUD.

Top 5 Stock Holdings

The Fund’s exposure to financial companies, despite being
underweight, was the largest detractor to performance. CYBG, Money3
and Macquarie Group were the main detractors. CYBG came under
pressure as stock coverage increasingly rotated to more pessimistic UK
based analysts. Money3 suffered collateral damage from a proposed
Australian Senate inquiry into parts of the finance sector. Macquarie
Group’s share price declined in-line with the general weakness in
global investment banks. The Fund still has minimal exposure to the
major banks but valuations are becoming increasingly inviting.
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BHP Billiton Limited

4.1%

-2.2%

Woodside Petroleum Ltd

4.0%

-1.5%

Metlifecare Ltd

3.8%

+0.2%

Macquarie Group Ltd

3.5%

-1.8%

Medical Developments International

3.1%

+0.6%

Current

Monthly Move

Communication Services

1.4%

+0.1%

FUM

AUD $211m

Consumer

4.3%

-1.3%

Portfolio Managers

Campbell Neal, David Poppenbeek, Josh Kitchen and
Nicholas Leitl

Strategy

Australian and New Zealand Equities

Objectives

To deliver consistent absolute returns over the investment
cycle with a focus on capital protection during periods of
market declines.

Return Target

+10% pa over the long term.

Number of Stocks

Up to 80 stocks

Cash

Up to 100% of portfolio

Distributions

Annually

Management Fee

1.31%

Buy/Sell

Daily Application/Redemption

Performance Fee

15.38% p.a. of the amount by which the NAV exceeds the
High Water Mark once the fund achieves its hurdle.

Month End Exposures

Energy

5.8%

-2.5%

Financials

14.5%

-12.7%

Health Care

7.7%

+1.3%

Industrials

3.7%

-1.2%

Information Technology

2.1%

0.0%

Materials

11.9%

-11.0%

Real Estate

4.1%

-0.1%

SHORTS

-2.3%

+2.4%
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Gross Equity Exposure

57.8%

-29.8%

Cash Weighting

46.7%

+25.1%

Net Equity Exposure

53.3%

-25.1%

Number of Positions

The Fund’s net exposure was further reduced during the month to 53%
after initially starting the month at 78%. We believe a more cautious
approach is warranted as global economic growth decelerates. This is
being driven by a number of factors including rising US interest rates,
persistently high oil prices, geo-political events such as Brexit and
Trade Wars and a shrinking of the Federal Reserve balance sheet.
Prospective long opportunities are being patiently analysed and it is
likely that the Fund’s short exposure will gradually rise as we move
into 2019.
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DISCLAIMER: Returns are shown after fees (including performance fees) and expenses have been deducted and assume the reinvestment of income distributions. Please note that past performance is
not a reliable indicator of future performance. The information contained in this document is produced by K2 Asset Management Ltd (“K2”) in good faith, but does not constitute any representation or offer
by K2. It is subject to change without notice, and is intended as general information only and is not complete or definitive. K2 does not accept any responsibility, and disclaims any liability whatsoever for
loss caused to any party by reliance on the information in this document. A product disclosure statement or information memorandum for general information on the funds referred to in this document can
be obtained at www.k2am.com.au or by contacting K2. You should read the product disclosure statement and consider whether the product is appropriate for you before making a decision to acquire or
continue to hold an interest in the fund. Fees referred to in this document are inclusive of GST and RITC and do not include expense recoveries.
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