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This is Canaccord Genuity Wealth Management’s first quarterly newsletter for the 2016 Financial 
Year, and covers the Blended Australian Equities Portfolio (launched February 2014), the Australian 
Income Portfolio (launched in March 2014), and the Global Opportunities Portfolio (launched 
February 2014). We provide an overview of the performance and investment commentary on these 
three actively managed model portfolios under the Separately Managed Account (SMA) structure.

Investment Principles
While different in objective, we construct and manage each 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 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 
positions in their respective industries.

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

Q1FY16 -0.35% -6.58% 6.23%

FY15 15.39% 5.68% 9.71%

Trailing 12 Months 12.60% -0.68% 13.28%

Since Inception (p. a.) 13.44% 4.08% 9.36%

Sharpe Ratio 1.06 0.15 0.91

Source: Praemium Ltd.

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 sustainable dividend or have 
the ability to grow its dividend at a rate greater than the inflation rate over time. The portfolio 
invests in a range of high-yield Australian listed securities.

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

Q1FY16 -0.43% -6.58% 6.15%

FY15 13.61% 5.68% 7.93%

Trailing 12 Months 11.67% -0.68% 12.36%

Since Inception (p. a.) 10.36% -0.35% 10.71%

Sharpe Ratio 0.82 -0.17 0.99

Source: Praemium Ltd.
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Global Opportunities Portfolio
Since February 2014, we have run an investment portfolio invested in both Australian and 
International equity markets in an Individually Managed Account (IMA). On the 1st July this year, we 
launched the “Global Opportunities Portfolio” under a Separately Managed Account (SMA) structure.

The primary investment objective of the Global Opportunities Portfolio is to achieve capital growth 
through a concentrated portfolio of Australian and internationally listed securities. The portfolio will 
seek sources of return that are less correlated with traditional long only Australian equity portfolios. 

The current portfolio holds a combination of Australian companies that are generating a significant 
percentage of their revenue offshore, e.g. CSL, Macquarie Bank, and Ramsay Health Care, and 
international companies listed predominately in the UK, USA and Singapore.

The portfolio will be invested predominately in individually listed companies, and will also combine 
suitably priced Listed Investment Companies (LICs). On occasions it will also employ volatility 
strategies as a form of portfolio insurance to limit the impact of large loss exposures during times of 
economic and market duress, which was clearly evident in equity markets over the last three months.

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

Q1FY16 -0.27% -6.58% 6.31%

FY15 18.17% 5.68% 12.49%

Trailing 12 Months 13.66% -0.68% 8.67%

Since Inception (p. a.) 14.40% 2.96% 9.10%

Sharpe Ratio 1.61 0.15 1.46

Source: Praemium Ltd.

The Blended Australian Equities Portfolio commenced trading in February 2014. Since its 
inception, the Portfolio has achieved a compounded annual return of 13.44% compared to the ASX 
200 Accumulation Index of 4.08% over the same period.

For the first quarter of FY16, the Portfolio achieved a total return of -0.35% compared to the ASX 
200 Accumulation Index of -6.58%. This represents an excess return of 623 basis points over the 
benchmark.

Investment Value Since Inception ($'000)

Source: Praemium Ltd.

Over the first quarter, the major positive contributions to the investment performance were Sydney 
Airport (SYD), Washington H. Soul Pattinson (SOL), Westfield Corp (WFD), and Regis Healthcare 
(REG). The main detractors to performance were Primary Health Care (PRY), BHP Billiton (BHP), and 
Sonic Health Care (SHL). An observable theme in this period was the continued underperformance 
of the retail banks and the resources sectors, both pivotal weights in the Australian share market. 
The Blended Australian equities portfolio has maintained its underweight position in both of these 
sectors given the ongoing headwinds in relation to regulatory requirements around capital for retail 
banks, and for the resources sector facing a prolonged period of demand/supply imbalances in key 
commodities such as coal, iron ore and oil.

Following a strong period of outperformance of Primary Health Care and Sonic Health Care in the 
last quarter of FY15, a review conducted on the Medicare Benefits Schedule led to concerns which 
negatively impacted the price. This is a topic that we explore later in our Investor Review.

The Australian Income Portfolio commenced trading in March 2014. Since its inception, 
the Portfolio has achieved a compounded annual return of 10.36%, compared to the ASX 200 
Accumulation Index of -0.35% over the same period.

Blended Australian Equities Portfolio ASX 200 Accumulation Index
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For the first quarter of FY16, the Portfolio achieved a total return of -0.43% compared to the  
ASX 200 Accumulation Index of -6.58%. This represents an excess return of 615 basis points  
over the benchmark.

Investment Value Since Inception ($'000)

Source: Praemium Ltd.

Over the quarter, the major positive contributions to the investment performance were Sydney 
Airports (SYD), Spark New Zealand (SPK), Washington H. Soul Pattinson, and Westfield Corp (WFD). 
The main detractors to performance were Primary Health Care (PRY), Sonic Heath Care (SHL) and 
Commonwealth Bank (CBA). It is worth noting that an 8.50% weighting in cash, and a 7.29% weighting 
in hybrids, both stabilised the portfolio during a markedly weaker and more volatile quarter.

Following a pronounced sell-off in equities during the quarter, we are now considering modestly 
increasing our weighting in several stocks in the Australian Income portfolio which we believe offer 
high and sustainable dividends to shareholders.

The Global Opportunities Portfolio commenced trading in February 2014. Since its inception, 
the Portfolio has achieved a compounded annual return of 14.09%, compared to the ASX 200 
Accumulation Index of 2.96% over the same period.

For the first quarter of FY16, the Portfolio achieved a total return of -0.27%, compared to the ASX 
200 Accumulation Index of -6.58%. It is interesting to note that during this same period the S&P 
500 total return Index fell by 7.10%, its worst quarter in four years.

Investment Value Since Inception ($'000)

Source: Praemium Ltd.

Over the quarter, the major positive contributors to the investment performance were the iPath S&P 
500 VIX Short-Term Futures ETN, Spark New Zealand, Washington H.Soul Pattinson and Segro Plc 
(UK REIT). The main detractors to performance were BHP Billiton, BP Plc and Sonic Health Care.

Portfolio Analysis & Risk Management
Equity market volatility has been more pronounced over the last quarter, driven by elevated 
concerns over both the effectiveness of central bank monetary policy, and global economic 
prospects (namely China’s economic trajectory). Given this background, we thought it timely to 
provide some insight on how our portfolios responded to the heightened systemic risks which have 
affected equity markets globally. 

A central goal of our investment management process is to generate results which provide returns 
above a passively managed benchmark (i.e. the ASX 200 Accumulation Index) with an acceptable 
amount of risk. As investment managers, we are highly cognisant of identifying the risk factors 
that influence our returns. We wholeheartedly believe our approach of focusing on both risk and 
expected return provides the most suitable foundation to achieving persistence of risk-adjusted 
returns over the longer term.

Australian Income Portfolio ASX 200 Accumulation Index
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This is illustrated in the accompanying tables that highlight the correlation between two variables, 
namely performance of our managed portfolios and the ASX 200 benchmark during Q1FY16. 

On examination it is clear that our portfolios have achieved a positive conditional correlation 
with the ASX 200 benchmark. In essence, a positive conditional correlation is achieved when the 
correlation between a portfolios return and the market’s return are more positive during up markets 
than during down-markets.1

First Quarter Cumulative Return (%)

Source: Praemium Ltd.

By contrast, a negative conditional correlation is when the correlation is lower during up-markets 
than during down-markets. As investors, our clear preference is for our portfolios to exhibit positive 
conditional correlation to the benchmark.

Standard deviation (or volatility) is an important measurement of risk for equity markets and 
investment portfolios. As illustrated below, our portfolios have exhibited an average volatility 25% 
lower than that of the benchmark ASX 200 Accumulation Index. Additionally, each portfolios realized 
volatility was reduced even further relative to the benchmark index during the final week of August- 
a period marked by heightened volatility.

Rolling Weekly Volatility, Annualized

Source: Praemium Ltd.

Number of Days, Positive & Negative Returns 

Source: Praemium Ltd.
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The next chart illustrates the number of days of gain and loss during Q1FY16. On average, less 
than a quarter of the 66 weekdays were negative across our three portfolios. As a contrast, 
more than half of the days were negative for the ASX 200 Accumulation Index.
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Furthermore, over the last eighteen months, our three portfolios outperformed the ASX 200 
Accumulation Index in each month that the index recorded a negative return.

Investment & Market Observations
A common investment theme running through each of our model portfolios has been the 
maintenance of a deliberate underweight position in the Australian major banks and key resource 
companies. Over the most recent quarters, it has been evident that this strategy has supported 
our relative performance against the ASX 200 benchmark. We would contend that despite 
the noticeable share price weakness in our major banks and resource company holdings, the 
challenging headwinds facing both sectors continues to warrant a cautionary stance. We are 
carefully monitoring the situation to understand the operating conditions and value that needs to 
be present to add additional capital to the Australian banking and resource sectors. At this point we 
believe capital can be better persevered in cash or other sectors of the stock market.

A recent paper2 published by the Australian Prudential Regulation Authority (APRA) underpins our 
current cautious stance towards the Australian banking sector. APRA provides a timely insight into 
the way the regulator thinks about capital requirements for our major retail banks. One of our key 
observations regarding the re-regulation of much of the global banking system since the global 
financial crisis, stems from the recognition of how systematically important the banking system is 

to the overall health of the economy. This is aptly illustrated in the figure below, which highlights the 
growth of the major banks as a proportion of GDP over the last 25 years. 

Australian Major Banks Assets as a per cent of Nominal GDP
Source: Australian Prudential Regulation Authority (image is by Littrell, Charles)

Whilst it is heartening to note that APRA maintains that the Australian major banks are ‘financially 
sound’, the most recent Financial System Inquiry concluded: 

‘…although Australian Authorised Deposit-taking institutions (ADIs) are generally well capitalised, 
further strengthening would assist in ensuring capital levels are, and are seen to be, unquestionably 
strong’.3

It is clear that the Australian banks are in the process of strengthening their respective capital bases. 
Already we have witnessed a number of capital raisings by the major banks through the issuance of 
rights issues and the implementation of dividend reinvestment plans (DRPs). However, it is arguable 
that further bolstering of capital will be required by our major banks. As an investor, this is pleasing 
to observe Australia’s banking system moving towards becoming ‘unquestionably strong’. It does, 
nonetheless, dilute earnings per share, and dampens the potential of dividend growth.

Health Care Review
A central pillar of our portfolios since their inception has been our overweight position held in the 
health care sector. As investors, we remain attracted to the health care sector’s strong underlying 
thematic, most notably, an ageing demographic, which will have a growing dependency on health 
care services. Notwithstanding this, governments throughout the developed world face the daunting 
task of funding a health care system in which participation is growing every day. The challenge 
faced by governments in funding a ballooning health care system will progressively place increased 
pressure on the pricing models of industry participants.

The current Medicare Benefits Schedule (MBS) review highlights the risks associated with 
governments actively looking to provide a sustainably funded health care system. Under the current 
Medicare review, Diagnostic Imaging has been identified as a “priority topic” for review.

Health care companies must balance the benefits of being the beneficiaries of growing demand for 
their services, with the uncertainty of future government support and funding. It is for this reason 
that we hold a balanced portfolio of health care companies, which are diversified by product, 
service and jurisdiction. Our point of focus is analysing how health care companies can manage 
these risks to ensure they can continue to deliver volume growth with adequate returns on capital.
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In recent months we have broadened our health care sector exposure from private hospitals and 
diagnostic providers, to exploring opportunities in the aged care sector. Historically, the Australian 
share market has provided very limited opportunities to invest directly in aged care. The opportunity 
to invest in specialist aged care providers of suitable pedigree has only presented itself over the 
last eighteen months with the stock market listing of Estia (EHE), Japara (JHC) and Regis (REG). 
Australia’s ageing population provides the foundation for significant growth over a number of years. 
Over the next decade, it is estimated that Australians aged 80-plus will increase by 38 per cent.4

Moreover, as an investment proposition, Australia’s aged care sector should be supported by the 
favourable characteristics of both a growing ageing population, together with the industry still being 
highly fragmented in its composition.5 Indeed, both of these ingredients offer the ability for the listed 
aged care sector to grow by both acquisition and brownfield development in the coming years. 

It is worth highlighting that the growth of Australia’s listed private hospital operators over the last 
two decades was principally driven by industry consolidation and brownfield investment.6 Both of 
these elements provided fertile ground for producing consistently high returns for shareholders. We 
believe that similar attributes may avail the current listed aged care operators.

The core attraction of the listed aged care operators is that the number of total places required from 
an ageing population is set to grow significantly, and the industry remains highly fragmented. At this 
stage, the regulatory environment for aged care has been relatively benign, as returns for the overall 
sector have been modest in nature. 

With the capacity of the listed aged care operators to grow their asset bases by way of acquisition and 
brownfield expansion, we would expect that returns on capital employed to further improve over time.

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 sincerely thank our investors 
for their ongoing support, and we look forward to the remainder of the 2016 financial year.
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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.


