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

Investment Principles
Whilst different in objective, we construct and manage each of these portfolios with eight consistent 
guiding principles:

• Grow capital and income over the long term

• Focus on the quality of company earnings

• Identify quality assets at an attractive valuation

• Generate a suitable return on capital employed

• Invest in companies operating in robust industry structures

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

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

• A vigilant process of portfolio risk analysis.

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 ASX 200 Accumulation Relative Performance

H1FY16 3.60% -0.53% 4.13%

Trailing 12 Months 8.91% 2.56% 6.35%

Since Inception (p. a.) 13.86% 7.00% 6.86%

Sharpe Ratio1 1.02 0.40 0.62

Source: Praemium, Bloomberg & IRESS 
1 Sharpe Ratio = (Average asset return – Risk free rate)/standard deviation of asset return

Australian Income Model Portfolio
The Australian Income Portfolio invests in a range of high-yield Australian listed securities. The 
portfolio seeks to provide investors with a high degree of current income by investing in attractively 
priced securities providing a sustainable dividend stream. Furthermore, the companies exhibit the 
ability to grow their dividend at a magnitude greater than the inflation rate over time.

Historical Performance Australian Income ASX 200 Accumulation Relative Performance

H1FY16 5.44% -0.53% 5.97%

Trailing 12 Months 9.88% 2.56% 7.32%

Since Inception (p. a.) 12.36% 3.22% 9.14%

Sharpe Ratio 0.95 0.15 0.80

Source: Praemium, Bloomberg & IRESS
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It is the mark of an 
educated man to rest 
satisfied with the 
degree of precision 
that the nature of the 
subject admits, and not 
seek exactness where 
only an approximation 
is possible.

Aristotle
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Global Opportunities Portfolio
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 seeks 
sources of return that are less correlated with traditional long only Australian equity portfolios.

The portfolio is invested in individually listed companies, and the fund combines suitably priced 
offshore Listed Investment Companies (LICs). On occasion the fund will employ volatility strategies as 
a form of portfolio insurance to limit the impact of large loss exposures during times of economic and 
market duress. This strategy has been particularly effective over the last six months given the volatility 
of global equity markets.

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 in the UK and Singapore.

Historical Performance Global Opportunities *Composite Index Relative Performance

H1FY16 1.80% -1.66% 3.45%

Trailing 12 Months 8.55% 3.43% 5.12%

Since Inception (p. a.) 13.60% 7.26% 6.34%

Sharpe Ratio 1.31 0.47 0.84

Source: Praemium, Bloomberg & IRESS 
*Composite Index: ASX 200 Accumulation (75%), FTSE 250 (12.5%), Straits Times (12.5%)

The Blended Australian Equities Portfolio commenced trading in February 2014. Since its 
inception, the portfolio has achieved a compound annual return of 13.86% compared to the ASX 
200 Accumulation Index of 7% over the same period.

For the first half of FY16, the portfolio achieved a total return of 3.6% compared to the ASX 200 
Accumulation Index of -0.53%. This represents an excess return of 413 basis points over the 
benchmark.

Investment Value Since Inception ($'000)

Source: Praemium , Bloomberg & IRESS

Over the first half of FY16, the major positive contributors to the investment performance were 
Sydney Airport (SYD), CSL Limited (CSL), Ramsay Health Care (RHC), and Regis Health Care (REG). 
The main detractors to performance were BHP Billiton (BHP), Sims Metal (SGM) and Sonic Health 
Care (SHL). An observable theme throughout the first half of FY16 has been the underperformance 
of retail banks and the resources sector, both pivotal weights in the Australian share market. The 
Blended Australian equities portfolio has maintained an underweight position in both of these 
sectors given the headwinds related to regulatory requirements increasing capital requirements for 
retail banks, and the resources sector facing a prolonged period of supply and demand imbalances 
across key commodities such as coal, iron ore and oil.

The portfolio was negatively impacted by a material profit downgrade by Sims Metal (SGM) in 
November. The earnings downgrade was predominately the result of a 42 per cent fall in ferrous 
prices in the first half of FY16. Whilst the magnitude of the downgrade was far steeper than the 
company or the investment community had anticipated, our intention is to maintain our investment 
in SGM. The company remains in a net cash position and its share price is trading close to its Net 
Tangible Asset (NTA). Following the fall in share price the company initiated a 10 per cent buyback of 
its issued capital.

The health sector was not immune to the winds of economic uncertainty with the Federal 
Government’s Mid -Year Economic and Fiscal Outlook announcing cuts to pathology and radiology 
funding. The funding cut of circa $650m over 3 years represents a reduction of 3-4% on average for 
health care providers.[1]  The announcement of these cuts was immediately reflected in the share 
prices of Primary Health Care and Sonic Health Care. It is clearly evident that Sonic Health Care’s 
long term strategy of expanding its pathology services globally has helped cushion the impact 
of health care cuts in any one jurisdiction. We believe the investment thematic of maintaining 
an exposure to diagnostic medicine remains intact, supported by an inevitable growth of ageing 

Blended Australian Equities Portfolio ASX 200 Accumulation Index
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populations in developed countries. It will, however, be incumbent on global pathology providers 
such as Sonic Health Care to finely balance the growth in volumes with the ongoing threat of further 
price reductions.

In November we attended the investor day presentation and site tour of Transpacific Industries 
(TPI). TPI is one of Australia’s largest integrated waste management companies with operations in 
both solid and liquid waste. We have followed TPI with interest over the last decade. For much of 
this period, despite its market dominance in the essential industry of residential and commercial 
waste management, TPI has been bedevilled by significant management change, undisciplined 
acquisitions’ and an overleveraged balance sheet, all of which have weighed heavily on its share 
price. More recently, TPI has undergone a metamorphosis of management renewal, divestments 
and write downs, and the restoration of its balance sheet. The attendance TPI’s investor day 
provided us with sufficient comfort to reinvest in the company based on the proposition that TPI is 
better positioned to grow sustainably over the coming years.

The Australian Income Portfolio commenced trading in March 2014. Since its inception 
the Portfolio has achieved a compound annual return of 12.36%, compared to the ASX 200 
Accumulation Index of 3.22% over the same period.

For the first half of FY16, the Portfolio achieved a total return of 5.44% compared to the ASX 200 
Accumulation Index of -0.53%. This represents an excess return of 5.97%.

Investment Value Since Inception ($'000)

Source: Praemium , Bloomberg & IRESS

Over the first half of FY16, the major positive contributions to the investment performance were Spark 
New Zealand (SPK), Sydney Airport (SYD), Regis Health Care and Transurban. The main detractors 
to performance were Sonic Health Care (SHL), National Australia Bank (NAB) and Telstra (TLS). It is 
worth noting that we marginally increased our position in cash to 9.1% up from 8.5% in the previous 
quarter. During the last quarter we divested our position in BHP Billiton given the unrelenting pressure 
placed on its key commodity prices. We were concerned that the company may not be able to sustain 
a progressive dividend policy. We also reduced our weighting in Sydney Airports (SYD) following a 
sustained period of strong share price performance. Undoubtedly, SYD share price buoyancy has been 
supported by a lower $AUD exchange rate (which encourages international visitors to Australia) and 
investors continued thirst for an attractive dividend yield.

In a period of share price weakness we added ASX Limited (ASX) to the Australian Income Portfolio 
based on its stable dividend policy, strong balance sheet and is a vital position as a central piece of 
Australian economic infrastructure.

The Global Opportunities Portfolio commenced trading in February 2014. As at the 31st 
December, 2015, the Global Opportunities Portfolio was invested 70 per cent in Australian dollar 
assets (shares & cash) and 30 per cent invested directly in offshore assets. To more accurately 
measure the performance of the Global Opportunities Portfolio we will compare its performance 
both to the ASX 200 Accumulation Index and a Composite Benchmark developed reflecting its 
weightings in both UK and Singapore share markets.

Since its inception, the Portfolio has achieved a compounded annual return of 13.6%, compared to 
its Composite Benchmark of 7.26% over the same period.

For the first half of FY16, the Portfolio achieved a total return of 1.8%, compared to its Composite 
Benchmark of -1.66% over the same period. The portfolio holds unhedged investment positions 
against the British Pound and Singapore Dollar.

Australian Income Portfolio ASX 200 Accumulation Index
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Investment Value Since Inception ($'000)

Source: Praemium , Bloomberg & IRESS

Over the first half of FY16, the major positive contributors to the investment performance  
were iPath S&P 500 VIX Short-Term Futures ETN (US)2, CSL, Spark New Zealand, and Washington  
H. Soul Pattinson. The main detractors to performance were BHP Billiton, Sims Metal, and  
Sonic Healthcare.

2 The iPath S&P 500 VIX Short-Term Futures ETN is designed to provide exposure to the S&P 500 VIX Short-Term Futures Index Total 
Return. The Index is designed to provide access to equity market volatility through the CBOE Volatility Index Futures.

Portfolio Risk Analysis
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.

Standard deviation (or volatility) is an important measurement of risk for equity markets and 
investment portfolios. As illustrated below, the average weekly volatility of our portfolios is 30% 
lower than the volatility of the market.

Rolling Weekly Volatility (%)

Source: Praemium , Bloomberg & IRESS

The next chart illustrates the number of days of gain and loss comparing to the beginning of the 
financial year. On average, less than 19% of the 132 weekdays was negative. As a contrast, more 
than 77% of the same period was negative for the ASX 200.

Number of Days, Positive & Negative Returns 

Source: Praemium , Bloomberg & IRESS
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As part of our due diligence processes, we travel overseas each year to visit Australian companies 
operating internationally to better understand the markets they are operating in. The majority 
of Australian listed investments we own in the Global Opportunities Portfolio have operations in 
offshore markets, such as CSL and Ramsay Health Care.

We also incorporate in our overseas company visitation program local companies that either 
compete directly with Australian companies or are companies operating in industries which we 
have solid understanding of, such as health care and logistics. A core requirement for investing 
directly in overseas companies is that we have visited their operations and had a meeting with local 
management. Over the last several years our international visits have predominately been to the 
United Kingdom, Europe and Singapore. Our international investments are currently split almost 
equally between the UK and Singapore and are concentrated in banking & finance, health care 
and industrial companies. Each of our international investments exhibit market leadership in their 
industries and have sound balance sheets.

Investment Observations from International Company visits
Over the last several months we visited over 25 companies in the UK, France and Singapore. Our 
company visitation program incorporated meetings with executives in banking, health care, resources 
and retail sectors.

A thought provoking component of our recent trip to the UK examined the impact of competition and 
regulation in the banking industry. The household name banks in the UK, such as Barclays, Lloyds, 
and Royal Bank of Scotland continue to face pressure on multiple fronts which is compressing their 
financial returns. A growing regulatory burden for the established UK banks has provided fertile 
ground for the emergence of Challenger Banks. The Challenger Banks are undertaking a range 
of lending which was once the domain of the established banks, particularly in areas of personal 
finance and the Small and Medium Enterprises (SME’s) space. The implication of a new competitor to 
traditional banking is not confined to the UK but has much broader ramifications for banking globally.

By way of background, Challenger Banks primarily emerged from the wreckage of the Global Financial 
Crisis. A myriad of deep seeded problems that engulfed the established banks resulted in substantial 
changes to their business models. Regulatory changes around more onerous capital levels and 
the types of activities banks were allowed to participate in have provided a fertile ground for the 
establishment of an array of Challenger Banks.

Challenger Banks can be segmented across four broad categories: spinoffs from big banks e.g. Lloyd’s 
spin-off of TSB and NAB’s divestment of Clydesdale Bank, also referred to as mini-versions of the big 
banks; specialist lenders such as Aldermore & Shawbrook that specialise in lending to the SME space; 
supermarkets such as Tesco that provide basic deposit, credit card and mortgage products; and P2P 
providers such as Ratesetter that connect lenders and borrowers directly.

During our most recent trip to the UK we met with five Challenger Banks (Aldermore, One Savings, 
Tesco, Ratesetter and Shawbrook). Our key observations can be distilled into the following points:

• Challenger Banks do not have the legacy issues that continue to impact the established banks 
i.e. PPI, libor manipulation, bank branch closures;

• Big banks have become focused on large simple markets. Banks are retreating from a range of 
services, that have provided a rich hinterland for new entrants;

• Focus on digitalisation and standardisation by big banks has meant that many customers no 
longer qualify for lending. Big banks are adopting very rigid credit scores in accessing loan 
applications;

• Most evident in SME and buy to let market (investor loans for housing) which struggled to 
source credit. Niche operators emerged that provided old-fashioned personal underwriting and 
understand businesses they lend to;

• Customers are happy to pay a premium to niche providers for fast decision on finance;

• Big banks face problems with legacy platforms (complex and often cobbled together from M&A). 
Challenger Banks platforms are uncomplicated, new and specific to their line of business.

• Return on Equity for big banks remain in the doldrums, Barclays low to mid-single digits 
compares with Shawbrook (specialist SME lender) plus 20%;

• An 8% surcharge levied on bank profitability greater than 25m sterling will impact on returns;

• Specialist lenders are growing at circa 20% per annum. Growth is organic rather than by 
acquisition. There is lot of refinancing taking place as big banks leaving key sectors such as 
SME’s. Specialist lenders are picking up the demand;

• The real test for the Challenger Banks will be when the credit cycle turns.

There is a lot more 
drama to come in 
the commodities and 
energy sectors.

Company Executive interviewed
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Summary thoughts from overseas visits during H1FY16
Overall it feels like the world is still facing a period of price deflation. Deflationary pressures are 
evident across industrial companies, health care (Government funding reductions), resources and 
supermarkets. In the UK there are signs that some wage pressure may be emerging through the 
introduction of the UK living wage legislation and the greater use of agency nursing in hospitals.

The health care sector is facing increased pressure from cash strapped governments but remain 
well placed to grow volumes supported by further outsourcing from the public system and the 
growing need of an ageing population that require more health services.

The resource and energy sectors on multiple fronts face the downdraft of lower commodity prices 
and excess supply. At this stage, there seems little abatement in these pressures. Further capex 
cuts are expected and pressure may be placed on progressive dividend policies, most notably BHP.

There are a growing number of uneconomic players in the energy, resource and scrap industries. 
Many companies are surviving with the benefit of low cost of debt, hedging (at higher prices) 
and banks reluctant to foreclose at this stage. An anecdote from our meeting with Sims Metal 
Management is that much of the industry is holding onto inventories until prices either recover or 
they run out cash. Broadly, there seems to be a tipping point to come in the commodities space with 
more to unravel.

In a nutshell, our key observation from company visits to the UK, France and Singapore suggest 
that we will continue to operate in a low growth environment over the foreseeable future. Business 
remains challenging. There are winners but they are few in number. From an Australian investment 
perspective Macquarie Bank, Ramsay Health Care and Westfield feel like they remain well placed at 
both a company and industry level. By contrast, the operating environment for banking, resources 
and supermarkets highlight continued cyclical and structural headwinds.

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

Bibliography
[1] Profit Perspective – Healthcare services, Diogenes Research, 15th December 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.


