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Investment Principles
Our investment approach aims to generate long-term, risk-adjusted returns by investing 
in companies that focus on generating high-quality earnings, and operate in industries 
that exhibit favourable long-term growth prospects. More broadly, we consider a range 
of attributes which we believe are important qualities in the companies we invest in. We 
construct and manage the Australian Equities Income Fund 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 latency and the sustainability of dividend income

• A corporate governance structure that actively promotes alignment with key stake-
holders, and

• A vigilant process of portfolio risk analysis

Performance and Investment Review

The Australian Equities Income Fund commenced trading in March 2014. Since its 
inception, the Fund has achieved a compound annual return of 10.76% compared to the 
ASX 200 Accumulation Index of 1.44% over the same period. 

For the nine months ended 31st March 2016, the Fund achieved a total return of 5.40% 
compared to the ASX 200 Accumulation of -3.26%. This represents an excess return of 
8.66%.

Performance (%)                 Since Inception                  FYTD
       Fund    Index Relative     Fund     Index Relative

Cumulative Return 23.40 2.98 20.42 5.40 -3.26 8.65

Annualised Return 10.76 1.44 9.32 7.25 -4.32 11.57

Maximum Daily Return 2.54 3.01 -0.47 2.47 3.01 -0.54

Minimum Daily Return -3.09 -4.09 1.00 -3.09 -4.09 1.00

Maximum Drawdown -7.78 -17.57 9.79 -7.50 -14.30 6.80

Annualised Volatility 10.96 15.22 4.26 14.18 19.34 5.16

Sharpe Ratio (Number) 0.80 0.04 0.76 0.42 -0.23 0.65
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- Based on an initial investment of $ 1 million

Australian Equities Income Fund ASX 200 Accumulation Index

This is Canaccord Genuity Wealth  
Management’s third quarterly newsletter 
for the 2016 Financial Year, and covers the 
Australian Equities Income Fund (launched 
in March 2014). We provide an overview of 
the performance and investment   
commentary of the Australian Equities 
Income Fund.  

The Australian Equities Income Fund  
investment objective is to make   
investments in securities listed on the ASX 
200 that generate steady and   
predictable growth in dividends over the 
longer term. Furthermore, we target  
superior  risk-adjusted returns that   
incorporate lower volatility levels in an 
effort to generate outperformance relative 
to the ASX 200 Accumulation Index in 
downwardly moving markets.

   "The main constraint on the  
    industrial world’s economy  

today is on the demand side 
rather than the  
supply side”

Lawrence Summers, President Emeritus and Charles W.  
Eliot University Professor of Economics at Harvard University. 



For the nine months ended 31st March 2016, the major positive contributors to the 
investment performance were Macquarie Atlas Roads (MQA), Transurban (TCL), Bun-
nings Warehouse (BWP), Spark New Zealand (SPK) and Sydney Airports (SYD). The main 
detractors to performance were Macquarie Bank (MQG), National Australia Bank (NAB), 
and Telstra (TLS). An observable theme throughout this period has been the continued 
buoyancy in the infrastructure sector and property trusts, as investors continued to 
seek comfort in companies offering stability of earnings and dividend yields well above 
bank and term deposit rates. 

In marked contrast, investors continued to be wary of Australian bank shares, despite 
offering high dividend yields at face value.

We remain cautious towards Australian bank shares on concern of both compression of 
both earnings per share (eps ) and dividend growth, primarily due to:

• A continued focus by Basel and APRA to tighten capital and funding ratios  
heightens the likelihood that further bank capital raisings will need to occur,

• Asset quality deterioration, and
• The reversal of ever-declining bad debts, highlighted last month with ANZ revealing 

a rise in bad debt charges relating to loans to the resource sector.

The Australian Equities Income Fund has maintained an underweight position to both 
Australian retail banks and the resources sector. For both sectors, the return profile for 
capital, earnings and dividends remains challenging. In particular, we would contend 
that despite a meaningful rebound in commodity prices over the last quarter, the head-
winds of excess supply across the key commodities of coal, iron ore and oil will remain 
for the foreseeable future.  Recognition of the structural deterioration which is occurring 
in the resources sector was duly recognised by the dramatic rebasing of the dividend 
policies of BHP Billiton and Rio Tinto in their most recent result statements.

Australian Equities Income Fund Performance by Sector (%) 

Indeed, a key thematic of the 1H16 company reporting season across a broad range 
of industries (banking, manufacturing and resources/energy) was that the investment 
climate is facing an environment of persistent low growth. Moreover, there appear to 
be growing pressures mounting in the health care sector, which over recent years has 
been a bastion of well supported growth. While an ageing demographic is underpinning 
volume growth in diagnostic and hospital services, there is recognition by governments 
at both a federal and state level that the cost of delivering these services will need to be 
closely monitored

The government reviews relating to aged care, the Medicare Benefits Schedule (MBS) 
and Private Health Insurance Affordibility (PHI), both highlight the increased attention 
government bodies are placing on the health sector. We are, therefore, mindful that the 
attractive returns enjoyed by key parts of the listed health sector may come under  
closer scrutiny. Our investment preference has been progressively weighted toward 
health care companies such as Ramsay Health Care1 that predominately source their 
revenue from multiple international jurisdictions, ensuring that regulatory risk is spread.

It is evident that across a broad number of companies and industries we invest in, the 
current economic and political climates, both within Australia and globally, face numer-
ous challenges. The large swings in global equity prices over the last quarter, investors 
demonstrated their anxiety over this economic and political uncertainty. Whilst share 
prices have rebounded strongly in the last month as renewed central bank policies 
from Europe, Japan and the US Federal Reserve continue to provide an unprecedent-
ed accommodative monetary policy response, there remain significant headwinds for 
economic growth. Against this precarious backdrop, we retain our cautious approach in 
the way our portfolio is positioned in terms of company and industry exposures, and the 
level of cash held.

"
The Australian Equities Income 
Fund has maintained an   
underweight position to both 
Australian retail banks and the 
resources sector.
"
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1The Australian Equities Income Fund is invested in the Ramsay Healthcare Hybrid (RHCPA).



Portfolio Risk Analysis 
As investment managers we endeavour to reduce the level of volatility in our equity  
portfolios by focusing on companies that can deliver consistent high-quality earnings, 
and that have balance sheets that remain prudently positioned. In addition, our  
investment style blends both value and growth strategies within the one portfolio. We 
believe that generating a wide source of returns enables the portfolio to offer superior 
diversification and reduce idiosyncratic and systematic risks.

A central goal of our investment management process is to generate results which 
provide returns above a passively manged 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 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 investments. As illustrated below, our Australian Equities Income Fund exhibited a 
continuing lower volatility than the ASX 200 Accumulation Index. This is most notable in 
periods of heightened market duress.

Rolling Weekly Volatility Over FYTD (%)

An initial investment made at the beginning of the financial year has been profitable for 
167 days out of the possible 197 days, or 85% of the time. Essentially, the value of an 
investment in the Fund made on 1st July, 2015 has only dropped below its initial value 
15% of the time. Comparatively, over the same period, an investment made in the ASX 
200 Accumulation Index has only been profitable for 30 days, or 15% of the time; mean-
ing that the value of an investment has been below its initial value 85% of the time. 

Since inception, the Australian Equities Income Fund followed the ASX 200 Accumula-
tion Index to the extent of 99% in the upside market change and 58% in the downside 
market change.

Conclusion 
Our goal, as active Portfolio Managers, is to build investment portfolios that achieve 
excess return on both an absolute and a risk-adjusted basis over the long-term. For the 
Australian Equities Income Fund we also seek to provide investors with a high degree 
of current income by investing in securities that provide a sustainable dividend stream. 
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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"
As investment managers, we  
are highly cognisant of   
identifying the risk factors   
that influence returns
"
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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 Fund and the Australian Equities Income Fund 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.
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