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WELCOME 

Welcome to this first edition of the 

Capricorn Diversified Investment 

Fund’s (CDIF) newsletter – 

Fundamentally Speaking. 

Fundamentally Speaking will be 

produced quarterly, and distributed 

with other relevant material.  This 

quarter’s newsletter is 

accompanied by the fund’s annual 

report.  In it we look at the 

characteristics of the fund, and 

CIPL’s future intentions. 

 

 

Capricorn Diversified Investment Fund has 
significantly outperformed the All Ordinaries 
since units were issued on 16 May 2011.  By 
way of performance comparison, the closing 
value of the All Ordinaries was 4724 on 16th 
May.  As at 30 September, the All Ordinaries 
stood at 4070.09, a fall of 13.85 per cent.  
Comparing the two data points, the fund 
outperformed the All Ordinaries index by 
10.01 per cent.  

 

Another performance measure is to compare 
the Net Tangible Assets (NTA) of the Fund 
now, with that shown in the original Product 
Disclosure Statement (PDS).  The Original PDS  

 

anticipated an NTA of 98.3 cents per unit if $30 

million was raised. You will remember that the 
fund raised substantially less than that, and as 
a consequence directors determined to 
contribute sufficient shares in CIPL to make 
the NTA as close as possible to the 98.3 cents 
originally envisaged.  The current unit value is 
2.1 per cent less than that, notwithstanding a 
13.85 per cent fall in the market. Since 
inception, the investment committee has 
recommended a small number of investments 
into the fund. The current assets of the fund 
are as follows: 

Asset Amount 
Cash  $1,400,000 

Listed Investments $468,000 

Wide Bay Building 
Society 

$500,000 

Grand Hotel $855,000 

Shares in CIPL  

independently 
valued 

$390,000 

All figures are approximate 

We explain a little about the rationale for 
these investments on page 2. 
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Outlook for Distributions 

The units in the fund were issued 

on 16
th

 May, and consequently the 

fund only held the money for 6 

weeks prior to the end of the 

financial year.  Post 30
th

 June the 

fund has begun to receive income 

from its investments, and so will be 

in a position to make judgments 

regarding distributions from early 

2012. 

Valuation Methodology 

The valuation of the fund and 

calculation of Net Asset Value 

(NAV) is an ongoing process that 

starts on the 15
th

 of each month 

when the underlying data is 

provided to Richard Symons, our 

Chief Financial Officer (CFO).  The 

CFO calculates the unit price which 

is influenced by Net Asset Value 

and the number of units on issue.  

Applications for new units are 

processed according to the unit 

price applying to the month in 

which the application was 

received.  The process is overseen 

by the Compliance Committee. 

Listed Investments 

Telstra (TLS) 

Telstra is yielding approximately 12.7 per cent, and we expect the resolution of the 
National Broadband Network (NBN) issue to continue to support the share price. 

 

Telstra has already substantially outperformed the All Ordinaries index, increasing in 
value despite paying a dividend worth $16,393 to the fund.  Following the 
shareholder vote to accept the Government’s NBN offer, agreement on certain 
market related matters is required for the matter to be finalised.  The company has 
reported that it is hopeful of reaching a resolution in the near future, and that such 
a resolution is unlikely to result in an outcome materially different than currently 
expected.  That being the case, Telstra can look forward to increasing cash flows, 
which will give it the ability to pay special dividends, or undertake a share buy-back.  
We expect that either of these outcomes would be very beneficial to shareholders. 

 

Max Trust Investments (MXQ) 

Max Trust Investments (MXQ) is managed by Threadneedle Asset Management and 
provides an excellent quarterly breakdown of all assets.  It is in wind-up phase with 
an NTA of 0.35 (trading at $0.17).  Assets held by Max Trust are shown below. 

Registered Mortgage Backed Securities  69,827,635 

Commercial Mortgage Backed Securities 31,525,286 

Financials and Industries 102,241,506 

Collateralised Debt Obligations 47,567,500 

Aircraft 39,263,524 

Cash 42,227,433 

Total 332,652,884 

 

An important point to note regarding Max, is the way in which underlying assets are 
valued.  Most of these assets have a predetermined life.  At some time in the future 
they are to be repaid in the same way that a loan has to be repaid.  As long as the 
credit quality is sound, the face value can be expected to be recovered.  In the 
meantime however, accounting changes to the way in which financial assets must 
be valued, have meant that a “mark to market” methodology must be applied to 
financial assets, regardless of the ultimate expected return.  If a ready market is not 
available for a certain security, or if a security with similar characteristics cannot be 
found, then the asset must be valued against a valuation model (mark to model).  
Such an approach includes adding in a measure for market volatility – a commonly 
used measure the VIX, a derivative based on risk traded on the Chicago Futures 
Exchange.  As a result of using the VIX (or similar volatility parameters), the values 
produced by the mark to model approach fall as volatility rises.  Such events can see 
the value of the asset trading well below its intrinsic value.  We see this as the main 
attraction of Max Trust, where we expect value to be realized over time as the 
assets held by Max approach maturity. 
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The Grand Hotel 

We advertised for a Joint Venture 

Partner to assist in completing the 

Grand Hotel Commercial Office 

redevelopment.  We received a large 

number of responses and as a result, the 

investment committee for the fund has 

authorised expenditure to move the 

Grand Hotel to Building Approval stage 

(completed by an independent building 

certifier in this case).  The commercial 

rental market in Rockhampton is strong, 

and we expect that to continue with 

large-scale economic activity in 

Gladstone in the Coalfields.  CDIF 

already has development approval for 

the Grand Hotel, and expects that 

obtaining building approval will be 

relatively straight forward.  The 

completed building is expected to return 

a net yield of about 8 percent. 

 

Wide Bay Building Society (WBS) 

Wide Bay Building Society is APRA 

regulated (Australian Prudential 

Regulation Authority) and the notes 

yield 9.6 percent currently - they are 

traded through Austraclear (bond 

market).  Wide Bay is based In 

Bundaberg and has been one of 

Australia’s regional success stories. 

 

 

Capricorn Investment Partners Limited (CIPL) 

Capricorn Investment Partners Limited 
has for over 10 years provided tailored 
financial advice to individuals and 
business.  CIPL’s skill base covers 
personal finance, corporate 
structuring for private companies, 
portfolio management, share trading 
and life insurance.  Formulating 
solutions taking into account the 
relationship between personal 
interests and private company 
interests is a specialty.  With 16 staff, 
and offices in Rockhampton and 
Tamworth, the firm manages over 
$140 million in individual portfolios 
and is the responsible entity for the 

Capricorn Diversified Investment Fund. 

CIPL shares were gifted into the fund at 

zero cost.  This effectively meant that CIPL 

took on the entire cost of building and 

developing the fund.  The value for CIPL 

used in calculating the fund’s NAV at the 

mid-point of an independent valuation 

commissioned prior to the shares being 

transferred.  New client activity has 

improved since the GFC, and CIPL is 

exploring a number of acquisition 

opportunities. 

 

Distribution of CIPL’s client base 
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Other Matters 

The establishment of CDIF has 
opened a number of doors 
concerning investment 
opportunities that are generally not 
available to the public.  CDIF is 
investigating two significant 
investment opportunities that have 
been brought to the fund’s 
attention.   

Driven by activity in the mining and 
coal seam gas industries, some of 
these seem to have very attractive 
returns.  Each opportunity 
investigated by the fund undergoes 
due diligence.  While this process 
plays out, significant funds remain 
invested in cash.  Given this, there 
seems no reason to change our 
expectation of a long term income 
return of 8 percent plus capital 
growth on top. 

 

Fundamentally Speaking 
Issue 1 - October 2011 

Staff Background 

David French – Responsible Manager 

David French is the Managing Director and head of financial planning at Capricorn 

Investment Partners and a Responsible Manager for CDIF. David was responsible for building 

the business of Capricorn Investment Partners to a point where the business now looks after 

about $140 million in investments across our 400 portfolios for around 340 clients. David has 

21 years’ experience in finance and economics, 16 of which are in investment markets, and 

was rated one of the top three investment analysts in Australia for his sectors of 

responsibility.  

David Franklyn – Responsible Manager 

David Franklyn is also a Responsible Manager for Capricorn Diversified Investment Fund. 

David is also the Managing Director of Entrust Funds Management, which operates three 

managed investment schemes (small company’s fund, direct property trust and properties 

securities fund) and has total funds under management of approximately $95 million. 

David has in excess of twenty years’ experience in financial services having extensive 

experience in company analysis, corporate finance and the management of financial services 

businesses. 

Richard Symons – Chief Financial Officer 

Richard graduated from Macquarie University in 1988 with a Bachelor of Economics 

majoring in Accounting. In 1989 he commenced employment with Coopers and Lybrand, 

qualified as a Chartered Accountant and spent about 7 years working there and for other 

major accounting firms in their business services divisions. 

Since 1996 he has acted as CFO, Financial Controller, and Company Secretary for a number 

of listed and unlisted companies in a variety of industries. He is a Chartered Accountant, 

Chartered Secretary, and has completed a Graduate Diploma of Applied Finance and 

Investment.  

Richard owns and operates Radar Financial Services Pty Ltd, which provides CFO and 

company secretarial services to a variety of clients. 
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