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Pacific Assets Trust 

Initiation: First State overhauls inherited portfolio 
 

 

Wary of consumer stock ‘bubble’, focus on South East 
Asia 

Overview: Given that the portfolio repositioning is now over 95% complete and the 
discount has widened out to 10%, allied to the fact that we view First State as one of 
the better, long established Asian fund managers, we have initiated coverage with a 
BUY recommendation. We view the fund as being suitable for those who share the 
managers' caution on Asian consumer stock valuations and inflation and appreciate 
the managers’ focus on downside risk. The current estimated discount is 10% to NAV 
against a 12 month range of 12% to 0%, making it look relatively good value when 
compared to its historic range.  
 
Portfolio positioned using First State’s ‘Asia sustainability strategy’: Having 
inherited the portfolio in July, David Gait and team at First State Investment 
Management have radically restructured the portfolio, keeping only 6 of the holdings 
and adding 39 ‘favourites’, leaving the transition around 95% complete. 
 
Bubbles emerging: First State remains concerned over the perceived property 
bubble in China and PAC is now biased towards companies that are not sensitive to 
interest rate rises. Inflation is a concern across most of Asia, while First State has 
sounded caution on consumer stocks, many of which are now ‘priced for perfection’. 
Put simply, tapping the Asian consumer is now a well-worn theme that has become 
popular with marketing departments and continues to suck in money. This is 
exemplified by the plethora of Asian consumer funds and ETFs now available. As a 
result of these concerns, it has been selling some consumer stocks on the basis of 
valuation and finding most of its new ideas outside China and India in smaller, less 
hyped markets. It is currently finding particular value in the smaller, traditional, 
conservatively managed South East Asian banks. We show the ten largest holdings 
and geographic weightings overleaf. 
 
Sustainability strategy: The team sets out to invest in companies that are well 
positioned to deliver long-term returns in the face of the huge development 
challenges Asia faces today. These are seen to include land and water scarcity, 
resource constraints, population pressure and extreme levels of poverty. For some, 
these challenges represent key risks to their business. For others, they represent 
opportunities to build good quality business franchises that will stand the test of time. 
It is the latter group in which First State aims to invest. The focus is on finding 
attractively valued companies with good quality management teams and strong 
franchises capable of performing in both good and bad times. 
 
Fees: An annual fee of 0.75% of net assets is to be paid and an additional 
performance component at the rate of 12.5% of returns in excess of the benchmark 
plus 1.75% per annum, measured over a rolling three year period.  The Board has 
capped total annual investment management fees at 1.75% of net assets.   
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Performance  
Given that the new managers only took over running the 
portfolio in July it is too early to judge their performance 
in relation to PAC. However, the First State team have 
built a strong reputation running open end funds and in 
our view their defensive, stock picking style should fare 
well in choppier markets. According to Morningstar, over 
the last three years, the First Asia Pacific Sustainability 
open end fund is ranked 3rd out of 93 funds Now that the 
reconstruction of the portfolio is nearing completion, we 
anticipate positive relative performance on a three year 
view.  
 
Bottom-up stock-pickers: No heed is paid to the 
benchmark weighting when picking stocks. That said, the 
new managers believe their approach will ensure that the 
Company outperforms the benchmark by at least 1.75% 
per annum on a rolling three year period as well as 
ranking in the top third of its peer group on a rolling three 
year basis. But given the approach, the managers expect 
to have periods of both relative underperformance and 
outperformance within a three year time horizon. 
 
Top 10 holdings 

 % of portfolio

MTR 5.4

LG Corp 4.9

Taiwan Semiconductor 4.5

E.Sun Financial Holdings 4.1

Manila Water Company 4.0

Singapore Post 3.9

Kasilkornbank 3.7

Hong Kong & China Gas 3.6

SMRT Corporation 3.5

Transport International 3.4 
Source: Pacific Assets, 31/07/10 

Geographics 

Greater 
China
35%

Indian sub-
continent

14%

Australasia
3%

Japan
1%

Cash
6%

Korea
12%

South East 
Asia
29%

Source: Pacific Assets, 31/07/10 

 
Sector breakdown 
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Discount comparison: Pacific Assets vs Asian ex-Japan sector average – 1 yr 
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Disclosures 
 
 

Pacific Assets Trust 

Date Recommendation

Initiated on 29-Sep-10 BUY

 
 
 
 

© Copyright 2010 Oriel Securities Ltd, all rights reserved.  
 
Additional information with respect to any security referred to herein may be made available on request. 
 
The material in this report is for the general information of clients of Oriel Securities Limited (“Oriel Securities”) only. It does not take into account the particular investment objectives, financial situation or 
needs of individual clients. Before acting on any advice or recommendations in this material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek 
professional advice. This material should not be construed in any circumstances as an offer to sell or solicitation of any offer to buy any security or other financial instrument, nor shall it, or the fact of its 
distribution, form the basis of, or be relied upon in connection with, any contract relating to such action. The material in this report is based on information that we consider reliable, but we do not warrant 
or represent (expressly or impliedly) that it is accurate, complete, not misleading or as to its fitness for the purpose intended and it should not be relied upon as such. Opinions expressed are our current 
opinions as of the date appearing on this material only. We endeavour to update the material in this report on a timely basis, but regulatory compliance or other reasons may prevent us from doing so.  
 
Oriel Securities or its employees may from time to time have long or short positions in securities, warrants, futures, options, derivatives or other financial instruments referred to in this material. Where 
Oriel Securities holds out this report to be Unconnected, or designates it as Connected, these terms are as used in Oriel Securities’ Research Policy. This policy is summarised on Oriel Securities’ 
website at www.orielsecurities.com and is available from the Compliance Officer at Oriel Securities. In relation to Unconnected research, the analyst is unaware of any contractual relationship between 
Oriel Securities and the company (either because none exists or because of the operation of Oriel Securities’ Chinese Wall policy). In relation to Connected research, Oriel Securities has a contractual 
relationship with the company as broker and/or financial adviser and, as a result, Oriel Securities may have a conflict of interest that could affect the objectivity of this material.  
 
Specific disclosures required under the FSA Conduct of Business Sourcebook 12.4 are set out in this document and general disclosures may be accessed via  http://www.orielsecurities.com. Unless 
otherwise stated, share prices provided within this report are as at the close of business on the day prior to the date of the report.  
 
Neither the whole nor any part of this material may be duplicated in any form or by any means. Neither should any of this material be redistributed or disclosed to anyone without the prior consent of Oriel 
Securities. Oriel Securities accepts no liability whatsoever for any direct, indirect or consequential loss or damage of any kind arising out of the use of all or any of this material. 
 
The services, securities and investments discussed in this report may not be available to nor suitable for all investors. Investors should make their own investment decisions based upon their own 
financial objectives and financial resources and it should be noted that investment involves risk, including the risk of capital loss. Past performance is no guide to future performance. In relation to 
securities denominated in foreign currency, movements in exchange rates will have an effect on the value, either favourable or unfavourable. 
 
This report is issued by Oriel Securities in the UK, which is authorised and regulated by the Financial Services Authority in connection with its UK distribution. Oriel Securities is a member of the London 
Stock Exchange. 
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