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Total returns

Performance review

• The S&P/ASX 300 Accumulation Index rebounded 
strongly in October, adding 4.42%, with Energy and 
Utilities the top performing sectors.

• The Ralton Australian Shares Model Portfolio 
added 3.45% for the month, underperforming the 
benchmark by 0.97%. 

• For the month, our stock selection within Energy 
stocks, together with our underweight position in 
Financials, largely banks, detracted from relative 
performance.

Performance attribution

Key contributors

Key contributors Positioning
Virtus Health Ltd Overweight
Aristocrat Leisure Overweight
Pact Group Holdings Overweight

Virtus Health (VRT, +16.2%) - shares in in vitro fertilisation 
(IVF) services specialist, VRT, rebounded off recent lows. 
According to Medicare statistics, patient volumes for IVF 
treatments have improved off recent cyclical lows, with 
growth returning to more typical levels. At its AGM in 
October, VRT confirmed it had experienced similar trends, 
recording growth in its key NSW and Queensland markets. 
Since listing on the stock market several years ago, VRT 
has expanded aggressively through acquisitions, buying 
IVF practices in Queensland, Tasmania and Ireland, along 
with opening a new clinic in Singapore. Most recently, VRT 
added to its pathology capability, purchasing IDS pathology 
in Sydney. Childbirth-related pathology (focused on the 
unborn baby) has seen strong growth in recent times with 
the benefit of new genetic testing yielding good volume 
growth.

Aristocrat Leisure (ALL, +8.8%) - added value to the 
portfolio. As we discussed in a recent report, the company 
is now well advanced on its five-year turnaround plan 
under CEO, Jamie Odell. As part of this turnaround, ALL 
has invested heavily in product content across its various 
business divisions. As a direct result of this investment, 

ALL appears to be gaining market share in the key machine 
category in the US and Australia, growing its social or ‘app-
based’ games at a healthy rate and finally, the acquisition 
of VGT last year appears to have been integrated 
seamlessly into the ALL fold. 

Pact Group (PGH, +8.2%) - shares in rigid plastic container 
manufacturer, PGH, also added value across October. Of 
note in late September was the resignation of long-time 
CEO, Brian Cridland, replaced by external appointment, 
Malcolm Bundey. Mr Bundey has considerable executive 
experience in the packaging industry with time spent both 
in Australia and overseas. PGH is a reasonably low organic 
growth business, but we expect the business to continue to 
target acquisitive growth, particularly in the Asian markets, 
where growth in income is likely to drive demand for 
packaged goods and services for many years.  

Key detractors

Key detractors Positioning
National Australia Bank Limited Overweight
Asciano Limited Overweight
iSelect Limited Overweight

National Australia Bank (NAB, +0.6%) - shares were 
flat in a rising market and hence weighed on portfolio 
performance. The banking sector as a whole struggled 
in October as three of the major banks reported modest 
FY15 company profit results which, together with further 
equity issuance by Westpac (WBC), weighed on sector 
returns. NAB experienced margin pressure in the business 
bank across the period, highlighting its willingness to 
defend market share in what has traditionally been the 
bank’s strongest franchise. 

Asciano Limited (AIO, -2.4%) - shares in AIO weakened in 
October as Australia’s competition regulator, the ACCC, 
raised ‘red light’ concerns as to Brookfield’s acquisition 
of AIO. In particular, the ACCC highlighted concerns as to 
Brookfield’s market power in that it would have undue 
pricing power over its customers via ownership of a 
Queensland coal export port (DBCT) and the train sets 
or coal haulage transport in Queensland. On this point, 
our view was, and remains, that customers such as BHP 

At 31 October 2015 1 month 3 months 1 year 3 years p.a. 5 years p.a.
Inception p.a.

(Feb 2008)
Ralton Australian Shares 3.45% -4.28% 8.83% 15.64% 10.66% 6.99%
Income return 0.00% 1.27% 3.80% 3.78% 4.26% 4.37%
Growth return 3.45% -5.55% 5.02% 11.85% 6.40% 2.61%
S&P/ASX 300 Accum. Index 4.42% -6.37% -0.52% 9.62% 6.82% 3.47%
Difference -0.97% 2.09% 9.35% 6.02% 3.84% 3.52%
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were unlikely to be ‘gouged’ in a pricing discussion. All 
the same, the ACCC’s preliminary assessment led to share 
price weakness in AIO. Post month end, further bidders 
for AIO, specifically a consortium of investors led by Qube 
Holdings (QUB) and two large global sovereign funds, 
have made an indicative, non-binding approach to AIO. 
With competitive bidders now in the room, AIO is trading 
post month at a multi-year high.  

iSelect Limited (ISU, -0.3%) - comparison website 
provider, ISU, had an eventful month, with the resignation 
of CEO, Alex Stevens. Stevens was well respected by 
the market after 18 months in the role, however he 
has elected to pursue other opportunities. At the same 
time as this announcement, ISU also confirmed it had 
received a non-binding proposal from Providence Equity 
Partners (a US private equity firm) to acquire 100% 
of ISU. Although ISU has had a series of management 
changes since listing, we continue to believe that the 
fundamentals of the business and the medium-term 
opportunity remains sound and that the company has 
significant capital for share buy-backs. A firm bid for the 
company that offers significant value would likely be 
accepted by shareholders.

Portfolio additions and disposals 

Key additions and material adjustments

Bought
AMP Limited (AMP)
Independence Group (IGO)

AMP Limited (AMP) - weakness in AMP gave us an 
opportunity to add this stock back into the portfolio.  
Under CEO, Craig Meller, AMP has continued its multi-
year transformation and business simplification. This 
simplification and efficiency drive has seen AMP continue 
to rationalise costs, absorb some of the fee pressure from 
the legislated ‘MySuper’ offering across some of its legacy 
business and also conduct a significant restructure of its 
life insurance offering (this division had been a source of 
concern with higher lapse rates and rising claims). AMP is 
currently benefiting from reasonably good fund flows into 
the industry as a whole, as well as new product initiatives, 
such as FUM flows into AMP’s China platform (part of 
AMP Capital). At its current share price, AMP offers 
reasonable value and a solid, likely growing dividend 
yield.

Independence Group (IGO) - we also added a position 
in base metals mining company, IGO, to the portfolio. 
IGO recently merged with Sirius Resources (SIR) (a nickel-
focused mining company) whose key asset is the ‘Nova-
Bollinger’ nickel discovery in WA. We have a positive 

view on SIR itself and believe the acquisition will prove 
to be transformational for IGO. Nova-Bollinger is a first-
class nickel asset and production costs are expected 
to be in the bottom quartile of global producers. The 
mine and associated processing plant is currently under 
construction with first offtake expected in 2016. In the 
meantime, weakness in base metal prices, in particular 
gold, is weighing on the IGO share price. In the medium 
term, we expect IGO to target becoming a mid-tier 
mining house with potential for further acquisitions as 
IGO begins to generate solid cash flows and prove to the 
market its skills in acquiring larger assets.

Key disposals and material adjustments

Sold
Orora Limited (ORA)
ResMed Inc. (RMD)
BlueScope Steel Limited (BSL)

To fund these acquisitions, we exited three stocks from 
the portfolio. 

ResMed Inc (RMD) - we had initially added RMD to the 
portfolio at a time when investors were focused on the 
impacts of pricing cuts in the US. Since then, and as 
expected, these pricing concerns have abated somewhat. 
RMD has also successfully launched its latest hardware 
device for sleep disorder breathing, the S-10, in the last 
year. The launch and sales growth have been exceptional 
with new features well received by the market. With 
RMD’s competitors now likely to respond with a similar 
machine and RMD’s share price having re-rated, we 
took the opportunity to take profits in this name. We 
do have some concerns as to the improvements made 
by competitors in the ‘mask’ segment of sleep apnea 
treatments, although at this stage it looks like RMD 
market share is proving fairly sticky.

Orora Limited (ORA) - lastly, we sold our position in ORA. 
This is a very well-run company that, since the demerger 
from Amcor, has executed on its business model in a near 
faultless manner. With the share price having performed 
well in recent times, we felt the stock reflected fair 
value and sold down our position. Given the quality of 
management, we would look to revisit ORA at a future 
date should the share price appear attractive, particularly 
if ORA is able to demonstrate potential to grow its US 
operations in a profitable manner, either through organic 
means or acquisitions.

BlueScope Steel (BSL, +23.9%) - added value to the 
portfolio during October, driven by three key factors. 
Firstly, BSL and its key stakeholders: employees, their 
unions and the state government, agreed to a cost-
savings program that will see the company target $200m
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Sector allocation

GICS sector Ralton Index +/-
Consumer Discretionary 15.2% 4.4% 10.8%
Health Care 9.9% 6.3% 3.6%
Materials 17.1% 14.0% 3.2%
Information Technology 2.1% 1.0% 1.1%
Energy 5.3% 4.8% 0.5%
Industrials 6.8% 7.3% -0.6%
Utilities 1.5% 2.1% -0.6%
Consumer Staples 5.9% 6.7% -0.8%
Financials (ex-Property) 34.2% 39.4% -5.2%
Telecommunication Services 0.0% 5.9% -5.9%
Property 1.9% 7.9% -6.0%
Total 100% 100%

Top 10 holdings#

Company name ASX code
National Australia Bank Limited NAB
Commonwealth Bank of Australia CBA
CSL Limited CSL
Westpac Banking Corporation WBC
Aristocrat Leisure Limited ALL
QBE Insurance Group Limited QBE
Incitec Pivot Limited IPL
ANZ Banking Group Limited ANZ
Coca-Cola Amatil Limited CCL
BHP Billiton Limited BHP

# Portfolio holdings may not be representative of current or future 
recommendations for the portfolio. The securities listed may not 
represent all of the recommended portfolio’s holdings. Future 
recommended portfolio holdings may not be profitable.

Past performance is not a reliable indicator of future performance. 
Performance of the Ralton Australian Shares Managed Account is based 
on theoretical portfolio tracking of the model portfolio and is gross of 
investment management and administration fees, but net of transaction 
costs. The total return performance figures quoted are historical, calculated 
using end-of-month mid prices and do not allow the effects of income tax 
or inflation. Total returns assume the reinvestment of all distributions. This 

document is for general information purposes only and does not take into 
account the specific investment objectives, financial situation or particular 
needs of any specific reader. As such, before acting on any information 
contained in this document, readers should consider the appropriateness 
of the information to their needs. This may involve seeking advice from a 
qualified financial adviser. Copia Investment Partners Ltd (AFSL 229316, 
ABN 22 092 872 056) (Copia) is the provider of the Ralton Australian Shares 
Managed Account model portfolio advisory service. To subscribe to this 
service please contact Copia by calling 1800 442 129.  Any opinions or 
recommendation contained in this document are subject to change without 
notice and Copia is under no obligation to update or keep any information 
contained in this document current. 
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of cost savings and in turn, the Port Kembla steelworks 
remain open. Secondly, some of these measures have 
already driven results with BSL able to upgrade its profit 
expectations for the first-half of the current year. Finally, 
BSL has opportunistically been able to buy out its joint 
venture partner in the US-based North Star steel mill. The 
mill is one of the more efficient plants in the US with very 
consistent performance including uptime, profitability 
and customer service. Over time, the business has seen 
far less cyclicality in end demand, partly due to the 
metrics just described, but also due to its proximity to 
key customers – North Star customers are very sticky. Our 
view is that with 100% ownership, BSL will have more 
flexibility over the future direction for North Star which, 
at a group level, improves the overall quality of BSL’s 
assets. The share price re-rate saw us exit our position in 
BSL.


