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This is Canaccord Genuity Wealth Management’s fourth quarterly newsletter for the 2015 Financial 
Year, and covers the Blended Australian Equities Portfolio (launched February 2014), and the 
Australian Income Portfolio (launched in March 2014). We provide an overview of the performance 
and investment commentary on these two actively managed model portfolios under the Separately 
Managed Account (SMA) structure. 

Investment Principles

While different in objective, we construct and manage both of these portfolios with seven consistent 
principles guiding our investment methodology and processes:

• Grow capital value and income over the long term

• Focus on the quality of company earnings

• Identify quality assets at an attractive valuation

• Generate and/or improve a high return on capital employed

• Invest in companies operating in robust industry structures

• Select for balance sheet strength and the sustainability of dividend income, and

• A corporate governance structure that actively promotes alignment with key stakeholders.

Blended Australian Equities Model Portfolio

The primary investment objective of our first portfolio, the Blended Australian Equities Portfolio, 
is to achieve capital growth through a concentrated portfolio of Australian listed investments. 
The portfolio seeks to achieve this objective by identifying value in specific companies with good 
management and strong competitive positions in their industries.

Historical Performance Blended Equities2 S&P/ASX 200 Accumulation Relative Performance

Financial Year 2015 15.39% 5.68% 9.71%

Year One Return 23.09% 18.41% 4.68%

Since Inception1 16.34% 10.06% 6.28%

1. Blended Australian Equities inception date 5th February 2014.
2. Calculated before fees and inclusive of franking credits.

Australian Income Model Portfolio

Our second portfolio, the Australian Income Portfolio, seeks to provide investors with a high current 
income by investing in attractively priced securities providing a high, and sustainable, dividend. The 
portfolio invests in a range of high-yield Australian listed securities.

Historical Performance Australian Income4 S&P/ASX 200 Accumulation Relative Performance

Financial Year 2015 13.61% 5.68% 7.93%

Year One Return 19.68% 12.22% 7.46%

Since Inception3 12.85% 4.91% 7.94%

3. Australian Income inception date 11th March 2014.
4. Calculated before fees and inclusive of franking credits.

Portfolio Performance, Attribution & Statistics

Statistics Since Inception Beta Sharpe Volatility Gross Yield No. Holdings

Blended Australian Equities 0.65 1.50 9.40% 4.87% 22

Australian Income 0.61 1.14 9.83% 6.10% 23

Source: Bloomberg and Praemium Ltd.
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The Blended Australian Equities Portfolio commenced trading in February 2014. For the  
2015 financial year, the Portfolio achieved a total return of 15.39%. This represents an excess 
return of 971 basis points over the ASX 200 Accumulation Index, which returned 5.68% over  
the same period.

Blended Australian Equities Total Return Since Inception

Source: Praemium Ltd.

Over the last quarter of the 2015 financial year, the major positive contributors to the investment 
performance were Macquarie Bank (MQG), Sonic Healthcare (SHL), BWP Trust (BWP) and Primary 
Health Care (PRY). The main detractors to performance were Sims Metal Management (SCM), 
Westpac Banking Corp (WBC) and Wesfarmers (WES). An observable theme in this period was the 
underperformance of the retail banks and the consumer  
staples sectors.

Since its inception, the sector weightings in the Blended Australian Equity Portfolio have remained 
overweight in the Healthcare, Industrial and Telecom sectors. We continue to hold an underweight 
position in Retail Banks, which face ongoing headwinds in relation to increased regulatory 
requirements around capital (retail banks). We also remain underweight the Materials and Energy 
sectors, which face demand/supply imbalances in key commodities such as iron ore  
and oil.

Following a strong showing in the March quarter during which equity prices rallied sharply, we built 
up our cash weightings to approximately 14%. This then provided some protection from the 'chilling 
winds' that blasted equity markets in the June quarter, during which the ASX 200 Accumulation 
Index fell 6.6%. The retracement in equity prices now provides scope to consider some new 
investments, and to increase our weightings in companies offering long-term favourable investment 
attributes. We intend to proceed in a circumspect and patient manner, given a backdrop of global 
and domestic economic headwinds.

The Australian Income Portfolio commenced trading in March 2014. For the 2015 financial year, 
the Portfolio achieved a total return of 13.61%. This represents an excess return of 793 basis points 
over the ASX 200 Accumulation Index, which returned 5.68% over the same period.

Australian Income Total Return Since Inception

Source: Praemium Ltd. 

Over the last quarter of the 2015 financial year, the major positive contributors to the investment 
performance were Macquarie Bank (MQG), Sonic Healthcare (SHL), BWP Trust (BWP) and Origin 
hybrid (ORGHA). The main detractors to performance were Westpac (WBC), Spark New Zealand 
(SPK), and Wesfarmers (WES). It is worth noting that the 9.5% weighting in hybrids, and a cash 
weighting of circa 12%, both stabilised the portfolio during a markedly weaker and more  
volatile quarter. 

For similar reasons outlined for the Blended Equity Portfolio, we intend building upon our weightings 
in companies we believe offer high and sustainable dividends to shareholders.

The retracement in equity 
prices now provides 
scope to consider some 
new investments, and to 
increase our weightings  
in companies offering  
long-term favourable 
investment attributes.
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Introduction to the Global Opportunities Portfolio

Since February 2014, in an Individually Managed Account (IMA), we have run an investment portfolio 
invested in both Australian and International equity markets. In the early part of the 2016 Financial 
Year, Canaccord Genuity Wealth Management intends to a launch a “Global Opportunities Portfolio” 
which will be available to our clients in a Separately Managed Account (SMA) structure.

A central tenet of our investment process is to not only analyse and visit the companies we invest 
in directly – but to analyse and visit competitor companies, as well as comparable companies 
in other countries. We can greatly enhance our understanding of the companies we invest by 
speaking directly with their competitors, customers and industry experts. More broadly, analysing 
industry drivers around regulatory changes (e.g. capital controls for banking), or the effect of 
ageing demographics (e.g. consumption patterns and healthcare) are often universal in nature, and 
therefore having a global perspective on these issues is invaluable.

Many of the Australian companies we invest in have material operations overseas, e.g. Brambles, 
CSL, Ramsay Health Care and Westfield. In other instances, Australian companies, particularly 
consumer discretionary companies such as Coles and Woolworths are adopting strategies evolved 
overseas (e.g. the adoption of private labels). These companies are also increasingly facing 
competition from overseas competitors in their local market, such as Aldi and Costco. 

Historical Performance Global Opportunities6 S&P/ASX 200 Accumulation Relative Performance

Financial Year 2015 18.17%  5.68% 12.49%

Year One Return 23.59% 14.92% 8.67%

Since Inception5 17.76% 8.66% 9.10%

5. Global Opportunities Portfolio inception date 4th February 2014.
6. Calculated before fees and inclusive of franking credits.

We have also found that selectively investing in offshore markets has provided us with investment 
opportunities that are simply not available in Australia, and/or companies that offer more attractive 
risk adjusted returns than our local equivalents. 

A highlight for us is that not only has the portfolio generated an attractive absolute return, but it has 
also done so with lower volatility than its Australian counterparts. We have included below a return 
and risk measurement table of the portfolio’s performance since inception and over the last 12 
months. The current portfolio holds a combination of Australian companies generating significant 
percentage of their revenue offshore, and international companies, listed predominately in the 
UK and Singapore. As part of our due diligence process we have visited at least once each of the 
international companies we have invested in. It is a clear intention that we will conduct regular 
international company visits to ensure we are abreast of the key issues facing the companies we 
invest in. We have recently enhanced the scope of our international due diligence process through 
the relocation of one of our investment analysts to Canaccord Genuity Wealth Management’s 
London office.

Global Opportunities Beta Sharpe No. Holdings

Financial Year 2015 0.43 1.91 24

Since Inception 0.41 1.99 24

Source: Bloomberg and Praemium Ltd.

By way of example, we recently attended a number of company visits in Singapore. A key highlight 
of the trip was visiting Raffles Medical Group, a vertically integrated private healthcare provider 
in Singapore and the Asian region. We first visited Raffles Medical Group in 2007, specifically to 
gain a better understanding around the operation of vertically integrated medical businesses. 
Raffles Medical Group had established itself as a successful operator of a large private hospital 
and a manager of GP and diagnostic practices throughout Singapore. The first visit followed the 
observation that some Australian healthcare companies were evolving beyond being a specialist 
provider of one service, and expanding the breadth of their operations; e.g. a Hospital Provider 
acquiring pathology practices. Our primary goal of first visiting Raffles Medical was to increase 
my understanding of the opportunities and risks posed by Australian companies broadening 
their healthcare offering. Whilst this goal was achieved, I was also suitably impressed to make an 
investment in Raffles Medical based on its comprehensive reach into the Singaporean health care 
system and the growing demand for its services.
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Raffles Medical Group Revenue (S$m)

Raffles Medical EBITDA (S$m)

Source: Bloomberg 

There are two further key observations taken from our company visits to Singapore. 

The first observation is that, the balance sheets of many Singapore listed companies are 
inherently conservative. Our recent meetings with Singapore Exchange, Singapore Post, Singapore 
Telecommunications (owner of Optus) and Raffles Medical confirmed that each of these companies 
was either in a net cash position, or in the case of Singapore Telecommunications, its Net Debt to 
EBITDA was a modest 1.0 times. 

Our second observation is that local industry perceives, and supports, all of the companies listed 
above to be ‘national’ champions. This manifests in a number of important ways, specifically:

• Share ownership in nationally important public companies by Temasek, Singapore’s Sovereign 
Wealth Fund, and one of the ten largest SWF’s globally

• Regional economic agreements that encourage Singaporean companies to extend their services 
throughout Asia, fostering these companies to also become ‘regional’ champions

• Through accommodative laws in both company and competition law in a common  
law jurisdictio;

• Public/Private Partnerships – Government and Private Enterprise working collaboratively to 
solve nationally important issues. For example, Raffles Hospital has recently entered into an 
agreement with the public hospital sector to accept additional patients in their emergency 
department

Given these factors, in particular co-investing alongside Temasek, supports our view that investing 
through one of the leading public listed Singapore entities provides an effective way  
to invest into the burgeoning economies of Asia. 

Portfolio Construction

A common thread between each of the portfolios we manage is the relative concentration in 
healthcare and industrial companies. Across the industrial sector of the equity market we find a 
rich array of industries to invest in, including logistics, telecommunications, property and retail. We 
are somewhat agnostic to the index benchmark weightings assigned to each industry group and 
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hold substantially overweight positions in some industries and substantially underweight/or zero 
positions in other sectors.

As a general principle, we find that investing in a more condensed number of companies and 
industries provides us with a more concentrated knowledge base which enables us to extract 
more information and value from the investment process [1]. The chart below provides a useful 
illustration of how increasing the number of companies beyond a defined limit, dilutes the 
advantage of the portfolio manager.

The Trade-Off between Breadth and Skill with IR Fixed at 1.0

Source: Canaccord Genuity Australia

The breadth of a strategy is the number of investments placed into an active portfolio. The 
Information Coefficient (IC) measures the portfolio manager’s skill as the correlation between 
managerial return predictions and realised returns, in other words the trade-off between the 
number of investment holdings and skill. The fundamental law of active management [1] states that 
the information ratio equals the product of IC, and the square root of Breadth.

We are, however, actively cognisant that our portfolios, whilst concentrated in nature, are 
sufficiently diversified across investment themes and styles in order to generate appropriately risk 
adjusted returns. There are several key ways we can statistically test that each of our portfolios are 
achieving appropriate balance between risk and return.  We have included a number of risk and 
performance measures we commonly use in the performance tables provided for each portfolio.  

Portfolio Commentary

Over the 2015 Financial Year, the quarterly returns for the ASX 200 Accumulation Index exhibited a 
wide dispersion of returns that ranged from a high of 10.33% in 3Q15, to a low of -6.55% in 4Q15. 
The Australian Blended Portfolio achieved its highest quarterly return of 9.12% in 3Q15, and its 
lowest quarterly return of -3.66% in 4Q15. For the Australian Income Portfolio achieved its highest 
quarterly return of 8.53% in 3Q15, and its lowest quarterly return of -3.98% in 4Q15. Not only did 
both our managed portfolios achieve an overall return ahead of the ASX 200 Accumulation Index, 
but importantly, that the portfolios achieved this with less volatility.

Over the June quarter, a rise in global bond yields was a major catalyst in prompting a sharp 
retracement of share prices. Moreover, the seemingly unresolvable economic and political issues 
emanating from Europe was also a major contributor to share market unease. A heightened level 
of bond yield volatility is perhaps unsurprising given that bond yields are at historic lows and now 
some countries are grappling with the unprecedented position of experiencing negative yields. At 
the same time, the US Federal Reserve is cautiously contemplating moving closer to normalising 
monetary policy. This dichotomy led to broad  
falls in global equity markets. 

The Australian market’s disproportionate weighting toward banks, as well as broader  
systematic drivers, have both magnified the move in equity prices. Continued concerns  
of capital and regulatory headwinds for the retail banking sector suggests that earnings and 
dividend growth may be more subdued compared with their recent historical growth levels.  
In the Australian Income Portfolio we have actively broadened our yield search to ensure  
that we have not been excessively dependent on the banking sector.

Despite the short-term gyrations in equity and bond prices, the backdrop of continued subdued 
economic growth and the overall fragility of the global economy, suggests that interest rates for the 
near-term may stay at relatively low levels. We believe that investors will continue to be attracted 
to holding investments offering higher levels of income, specifically when given the current rates 
available on term deposits.
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economy, suggests that 
interest rates for the near-
term may stay at relatively 
low levels
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concentrated knowledge 
base which enables us to 
extract more information 
and value from the 
investment process ...
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Company Research

During the quarter, we attended a number of investor day briefings, including Transurban, 
Woolworths, Wesfarmers, Singapore Telecommunications, and Fletcher Building. Each of the 
investor days further expanded our knowledge of the company and the industries they  
operated in. 

The investor briefing by Woolworths clearly highlighted that Australia’s largest supermarket operator 
is facing a number of challenges. The grocery industry is experiencing both structural and cyclical 
headwinds making operating conditions for supermarkets particularly challenging. It is abundantly 
clear that the discounters, most particularly Aldi, have been far more successful in challenging 
the incumbents’ business models than anticipated. Aldi has not only offered lower prices but has 
provided groceries of similar and at times better quality than its competition. In some respects 
Woolworths has been a victim of its own success, where for a number years it successfully 
compounded its competitive advantage over its rivals. Arguably, this has led to Woolworths 
focusing excessively on its operating margin, paying insufficient attention to reinvesting back into 
its operations, and failing to solidify itself as the price leader in its industry. As Coles has clearly 
demonstrated, even the most-deep seated problems can  
be resolved with competent and focused management.

In marked contrast, the investor briefing by Transurban poignantly illustrated a company that 
understood the value of the ‘privileged’ assets it manages, which can be classified as economic 
infrastructure with the following characteristics:

• An essential service in which the asset is used by a large segment of the population

• The assets are monopolistic by nature, whereby the toll road services are offered by  
a single provider 

• There is an embedded price escalation in toll prices

• The assets are capital intensive and are long term. The average weighted concession  
life is 28 years

It is evident that Transurban’s management are sharply aware of governmental issues  
related to their investments [1]. In point of fact, this is perfectly understandable as Transurban is 
managing a core component of the nation’s infrastructure, contributing materially to the nation’s 
overall economic growth and productivity.

Consistent growth in distributions – FY154 Guidance 39.5 cents

Source: Transurban Investor Day 2015 

Transurban has been a core portfolio holding in both the Blended Equity Portfolio and the Australian 
Income Portfolio since inception. Our investment thesis has been supported by the continued 
growth in its distribution, the strong underlying growth in traffic across its network, and the potential 
traffic uplift on future development projects. 

Conclusion 

Our goal, as active Portfolio Managers, is to build investment portfolios that achieve excess returns 
on both an absolute and a risk adjusted basis over the longer-term. We are therefore delighted that 
the Blended Australian Equity Portfolio and the Australian Income Portfolio have both delivered 
strong risk adjusted returns over FY15. We sincerely thank our investors for their support, and we 
look forward to the year ahead.

References
[1] Anson, Black, Chambers & Kazemi. An Introduction to Core Topics in Alternative Investments. Second edition. 2012.
[2] Davis, G. US Productivity – the Dog that isn’t barking at the Fed. Financial Times. June 21, 2015.
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The views expressed in this research report accurately reflect the authoring analyst’s personal views about the subject company(ies) and its (their) securities. The opinions expressed 
are based upon a methodology that examines the past trading patterns and trends of a security, financial instrument, commodity or currency for various technical/quantitative and 
broader market indicators in an effort to forecast future price movements. Technical analysis is one of many analytical tools that may be useful in making an informed investment 
decision. However, the opinions expressed herein, including technical levels of trading trends, price resistance and/or support, are not intended to serve as precise “fundamental 
price targets” and should not be relied upon as such. Due to the nature of technical/quantitative analysis, the securities discussed or recommended in this report are not continuously 
covered and the authoring analyst’s opinions may change without notice. Investors should regard this report as providing stand-alone analysis and should not expect continuing 
analysis relating to the referenced issuers and/or securities. Canaccord Genuity (Australia) Limited AFSL 234666 (Canaccord Genuity) does not undertake, and specifically disclaims, 
any obligation to update or revise any opinions, whether as a result of new information, future developments or otherwise. None of Canaccord Genuity, its affiliated companies or any 
other person accepts any liability whatsoever for any direct or consequential loss arising from or relating to any use of the information contained in this research.

The information contained in this research has been compiled from sources believed to be reliable, but no representation or warranty, express or implied, is made by Canaccord 
Genuity, its affiliated companies, the authoring analyst or any other person as to its fairness, accuracy, completeness or correctness. Canaccord Genuity may engage, for our 
customers or for our own accounts, in trading strategies or hold positions in the security(ies), financial instrument or commodity discussed in this report and may abandon such trading 
strategies or unwind such positions at any time without notice. Canaccord Genuity may also publish equity research reports on the issuers discussed herein that may communicate 
different or contradictory opinions, recommendations and price targets based upon a “fundamental” analysis of their businesses. We recommend that clients contact their Canaccord 
Genuity representative to request copies of relevant equity research reports published by our fundamental analysts for further information.

This does not constitute an offer or solicitation in any jurisdiction in which such an offer or solicitation is not authorized, or to any person to whom it is unlawful to make such an offer 
or solicitation. This material is prepared for general circulation to clients and does not have regard to the investment objectives, financial situation or particular needs of any person. 
Clients should obtain advice based on their own individual circumstances before making an investment decision. 

The Blended Australian Equities Portfolio and the Australian Income Portfolio are offered under the Canaccord Alpha Portfolio Service, established and offered with the Separately 
Managed Accounts ARSN 114 818 530 (SMA), registered with the Australian Securities and Investments Commission as a managed investment scheme under the Corporations Act 
2001 (Cth). Praemium Australia Limited (Praemium) is the responsible entity of the SMA.   The Canaccord Alpha Portfolio Service is issued by Praemium under a Product Disclosure 
Statement dated 30 April 2014. 

Before making any decision about whether to invest in either Portfolio, you should obtain and consider the information contained in the relevant Product Disclosure Statement which is 
available from Canaccord Genuity.


