
Q4 FY16 Quarterly Newsletter 
Australian Equities Income Portfolio 
June 2016
E: invest@canaccord.com.au   T: +61 3 8688 9109

Performance and Investment Review
The Australian Equities Income Portfolio commenced trading in March 2014. Since its inception, the portfolio has achieved a  
compound annual return of 10.55% compared to the ASX 200 Accumulation Index of 3.0% over the same period. For the 2016  
Financial Year ["FY16"], the portfolio achieved a total return of 7.64% compared to the ASX 200 Accumulation Index of 0.55%. This  
represents an excess return of 7.09%.

Investment Value since Inception ($'000)

Performance Table

Historical Return Australian Equities Income  ASX 200 Accumulation Relative

Financial Year 2015 13.62% 5.68% 7.94%

Financial Year 2016 7.64% 0.56% 7.08%

Since Inception (per annum) 10.55% 3.00% 7.55%

Risk Adjusted Return* 0.78 0.14 0.64

Dividend Yield^ 5.45%

* Risk adjusted return, or Sharpe ratio, is the annualised excess return per unit of risk, i. e. (average fund return - risk free rate) / standard deviation of fund return.

^ Gross yield including franking credits for the previous 12 months. 
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Portfolio Objective

The portfolio seeks to generate steady and predictable growth in dividends over the longer term by investing in Australian listed  
equities. The portfolio aims to do so with lower volatility and greater downside protection relative to the S&P/ASX 200  
Accumulation Index benchmark.

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 that 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 stakeholders; and
• A vigilant process of portfolio risk analysis. 

"Real investment risk is measured not by the percent that a stock may decline in price in relation to the  
general market in a given period, but by the danger of a loss of quality and earnings  

power through economic changes or deterioration in management”
Benjamin Graham.  

Source: Praemium Ltd

Source: Praemium Ltd, Bloomberg, IRESS



For the FY16, the major positive contributors to the investment performance were Spark New Zealand (SPK), Transurban (TCL), 
Sydney Airport (SYD), Bunnings Warehouse (BWP) and Westfield Corp (WFD). The main detractors to performance were MG Unit 
Trust (MGC), National Australia Bank (NAB), and AMP. An observable theme throughout FY16 has been the continued buoyancy 
in healthcare, infrastructure and property trusts. The healthcare sector returns were supported by the defensive nature of earn-
ings and favourable industry characteristics (an ageing population underpinning volume growth). Whereas, the infrastructure and 
property trust sector returns were bolstered by investors seeking comfort in companies offering stability of earnings and dividend 
yields well above bank and term deposit rates.

By marked contrast, the banking and financial services sector, despite offering high dividend yields at face value, continued to 
be weighed down principally by regulatory concerns around capital levels and broader concerns on the sustainability of financial 
leverage at the household level. Whereas, the mining and energy sectors exhibited a return performance of contrasting fortunes 
over the FY16, sharp losses recorded in the 1H16 were moderately reversed in 2H16, as oversupply concerns eased somewhat 
(particularly in the energy sector) and resource companies, such as BHP Billiton and Rio Tinto, addressed unsustainable  
dividend policies. 

Overall, it is evident that equity returns have moderated over the last year as global economic growth remains anaemic and a 
broad range of industry sectors continue to face substantial challenges either through excess supply (Energy & Mining), regulatory 
intervention (Banks) and/or subdued economic activity (Industrials). Moreover, the impact of central bank intervention in  
uplifting asset prices appears to be diminishing and arguably contributing (through negative interest rates) to a sense of unease 
for companies to invest and consumers to spend. Political instability fuelled by the rise of nationalist, populist movements across 
multiple countries is also contributing to heightened uncertainty.  For investment markets, each of these factors is contributing to 
a rise in volatility for the major asset classes of equities, fixed income, currencies and commodities. Against this backdrop,  
managing equity risk is challenging. This is clearly evident by the wide dispersion of returns (both positive & negative) that were 
achieved over the FY16 at both an index and portfolio level. The chart below highlights the large variability of sector returns   
over FY16.
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Over the last quarter we made several changes to the Australian Equities Income Portfolio. We divested our position in MG Unit 
Trust (MGC) following a significant deterioration in trading conditions which has affected all industry participants. The entrenched 
nature of the downturn affecting the dairy industry does not bode well for earnings or dividend growth in the foreseeable future. 
More recently, we reinvested back into Amcor after a sharp retracement in its share price. Amcor is a global manufacturer of 
packaging across the beverage, food, healthcare and industrial sectors. Our investment thesis on Amcor is based on its strong 
operational track record to generate attractive returns for shareholders.

For the Australian Equities Income Portfolio we also purchased two hybrid securities issued by National Australia Bank and  
Suncorp Group. The Australian Equities Income Portfolio currently holds a 5.5% weighting across 3 hybrid securities. We believe 
the hybrid securities provide the portfolio with suitable diversification by providing an attractive level of income with noticeably 
lower volatility and correlation to the Australian share market.

Company & Portfolio Risk Analysis 
Our investment process blends both qualitative and quantitative analysis at a company and portfolio level. A core part of our  
qualitative investment process involves undertaking an active company and industry visitation program. During the FY16 we 
attended over 120 company meetings. Moreover, we also attended a number of company ‘investor days’, in which strategic and 
operational briefings given by senior management provide a valuable source in building a more detailed knowledge base for the 
companies we invest in. Over the last quarter, we attended in depth investor briefings hosted by Fletcher Building, Lifestyle  
Communities, Folkestone Education Trust, Telstra, Singtel and Wesfarmers.

Source: Bloomberg



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 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 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 
portfolios exhibited a continuing lower volatility than the ASX 200 Accumulation Index. This is most notable in periods of  
heightened market duress.

Australian Equities Income Portfolio Rolling Weekly Volatility (%) over FY16
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The chart below shows both the annualised return (blue bar) generated by the Australian Equities Income Portfolio compared with 
the ASX 200 Accumulation Index, and the maximum drawdown (orange bar) shows the maximum loss in the value of the portfolio 
compared to the ASX 200 Accumulation Index since the inception of the portfolio in March 2014. Drawdown is a useful measure of 
risk management, as it indicates the portfolio’s response to periods of market stress as well as the relative sensitivities to market 
risk and idiosyncratic risk.1 Since inception, the Australian Income Equities Portfolio captured 94% of the upside gain in the market,  
and only 61% of the downside loss in the market.

Benefits of Active Management      

Performance and Risk (%) Comparison since Inception   
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Conclusion

We foresee a prolonged period of low growth saddled with periods of political destabilisation as economies continue to adjust to 
an environment of high public and private debt and low wage growth. On this basis, we have endeavoured to invest in companies 
which exhibit qualities of resilience and have the ability to grow in a subdued economic climate. 

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. We sincerely thank our investors for their ongoing support, and we look forward to the 2017  
Financial Year.

1. An introduction to core topics in alternative investments, p.763. 
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Australian Equities Income Portfolio Upside 
/Downside Capture since Inception

Source: Praemium Ltd

Source: Praemium Ltd

Source: Praemium Ltd



Contact

The information contained in this report has been compiled by Canaccord Genuity Australia Limited AFSL 234666 (‘CGAL’) from sources believed to be reliable, but no repre-
sentation or warranty, expressed or implied, is made by the author or Canaccord, its affiliates or any other person as to its accuracy, completeness or correctness. All estimates, 
opinions and other information contained in this presentation constitute the authors’ judgment as of the date of this presentation, are subject to change without notice and are 
provided in good faith but without legal responsibility or liability. Past performance is not an indication of future performance

CGAL and its affiliates may have an investment banking or other relationship with the companies that are the subject of this report and may trade in any of the securities 
mentioned here in either for their own account or the accounts of their customers. Accordingly, CGAL or their affiliates may at any time have a long or short position in any such 
securities, related securities or in options, futures or other derivative instruments based thereon.

This report is provided for informational purposes only and does not constitute an offer or solicitation to buy or sell any securities discussed herein in any jurisdiction where 
such offer or solicitation would be prohibited. This report is not, and under no circumstances should be construed as, a solicitation to act as a securities broker or dealer in any 
jurisdiction by any person or company that is not legally permitted to carry on the business of a securities broker or dealer in that jurisdiction. This material contains general 
advice only and is only for general circulation to financial advisors and their clients. It does not have regard to the investment objectives, financial situation or particular needs 
of any particular person. Investors should obtain advice based on their own individual circumstances before making a decision to invest in any of the SMA products described in 
this presentation. Past performance is not indicative of future performance.

Canaccord Genuity Australia Limited AFSL 234666 manages the Australian Equities Income Portfolio. The Portfolio is offered under Separately Managed Accounts [ARSN 114 
818 530 (SMA)], a registered managed investment scheme operated by Praemium Limited, as responsible entity. Praemium Ltd has issued the Canaccord Alpha Portfolio Ser-
vice Product Disclosure Statement dated 22 December 2015 (PDS). Before investing you need to seek advice of an appropriately licensed advisor and read the Canaccord Alpha 
Portfolio Service PDS carefully. 

To the fullest extent permitted by law, neither CGAL, its affiliates nor any other person accepts any liability whatsoever for any direct or consequential loss arising from any use of 
the information contained in this report.

Canaccord Genuity Wealth Management is a division of Canaccord Genuity (Australia) Limited ABN 19 075 071 466 © Canaccord Genuity Australia Limited, June 2016. 

T: +61 3 8688 9109
E: invest@canaccord.com.au
W: www.canaccordwealth.com.au


