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Performance and Investment Review

The Blended Australian Equities Portfolio commenced trading in February 2014. Since its inception, the portfolio has achieved a 
compound annual return of 10.40% compared to the ASX 200 Accumulation Index of 6.38%. This represents an excess return of 
4.02%. For 1st half 2017(1H17), the portfolio achieved a total return of 5.78% compared to the ASX 200 Accumulation Index of 
10.59%.

By way of comparison, the ASX 200 Industrial Accumulation Index generated a return of 1.28% over 1H17, which illustrates the 
wide dispersion of returns achieved by the equity market over the last six months. Investment returns have been strongest in the 
materials sector, driven primarily from a surge in commodity prices.

Investment Value since Inception ($'000)

-10%

-5%

0%

5%

10%

15%

20%

25%

30%

35%

40%

Feb-14 Apr-14 Jun-14 Aug-14 Oct-14 Dec-14 Feb-15 Apr-15 Jun-15 Aug-15 Oct-15 Dec-15 Feb-16 Apr-16 Jun-16 Aug-16 Oct-16 Dec-16
Portfolio Cumulative Return Index Cumulative Return

Portfolio Objective

The Blended Australian Equities Portfolio objective is to make investments in securities listed on the ASX 200 that generate a long-
term return in excess of that generated by the ASX 200 Accumulation Index using a long-only equity strategy. The portfolio aims to 
do so with lower volatility and greater downside protection relative to the ASX 200 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 which we believe are important qualities in the companies we invest in. We construct and manage the Blended 
Australian Equities Portfolio 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. 

“The secular forces holding down global growth, inflation and interest rates remain strong and that Trum-
ponomics is unlikely to change them in any significant way.”

Joachim Fels
Pimco

  

Source: Praemium Ltd

“There is going to be a buyer’s remorse period.”
Jeffrey Gundlach

DoubleLine Capital

  



For 1H17, the major positive contributors to the investment performance were Cleanaway Waste Management (CWY), Sims Metal 
Management (SGM), Macquarie Group (MQG), and BHP Billiton (BHP). The main detractors to performance were BWP Trust (BWP), 
Transurban Group (TCL), and Westfield Corp (WFD).

A defining hallmark of 2016 has been the accent of populism materialising in the developed world, most notably with the British 
vote to leave the European Union (Brexit) and the election of Donald Trump as the 45th US President. Interestingly, whilst both of 
these outcomes were somewhat unexpected and provide the foundation for a myriad of political and economic uncertainty, it has 
ironically led to a surge in global equity prices.

The investment attribution of the Blended Australian Equities Portfolio in 1H17 demonstrably highlights the transition which has 
occurred in global equity markets. The asset classes that had captured the greatest upside in recent years, namely infrastructure, 
telecom and property trusts (driven by lower bond yields and investors seeking high dividend yields), succumbed to broad share 
price weakness over the last 6 months. Rising bond yields has provided the catalyst for investors to question the high level of 
valuations that had been ascribed to the infrastructure, telecom and property asset classes. The sharp contraction in equity prices 
which affected the above mentioned sectors, has abated in recent weeks, as a level of value has now started to emerge.

In marked contrast, the strong lift in the ASX 200 Accumulation Index over the course of 1H17 has been driven primarily from 
the materials sector (mining & resources) and the banking & insurance sectors. Equity returns from the mining sector have 
been underpinned by a surge in underlying commodity prices, most dramatically in coal and iron ore prices. Support for the 
banking sector has been driven by the perception that higher interest rates emanating from the US should ultimately lead to an 
improvement in banking net interest margins.

In recent weeks, we have taken advantage of our high cash weightings to modestly increase our weightings in several stocks which 
we believe have been oversold in the rotation away from defensive and industrial sectors.

Performance Table

Historical Return Blended Australian Equities ASX 200 Accumulation Relative

Financial Year 2015 15.40% 5.68% 9.72%

Financial Year 2016 6.13% 0.56% 5.57%

Financial Year to date 5.78% 10.59% -4.81%

Since Inception (p. a) 10.40% 6.38% 4.02%

Risk Adjusted Return* 0.78 0.39 0.39

Dividend Yield^ 3.35%  
Source: Praemium Ltd, Bloomberg, IRESS

* 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.

Past performance is not an indication of future performance
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The Blended Australian Equities Portfolio also added a new position:

Orica Limited (ORI) – Founded in 1874, Orica is the world’s largest provider of commercial explosives and blasting systems to the 
mining, quarrying, oil and gas and construction markets. Orica’s business is well diversified by commodity, geographic exposure 
and product and service offerings. Board and Management renewal over the last eighteen months has provided the foundation 
for a more focused approach to capital management. The FY16 result highlighted a material improvement in operating cash 
flow, following working capital improvements and better than expected debt reduction. Orica should be a beneficiary of higher 
commodity prices through its range of products and services. We expect Orica’s earnings base should show tangible signs of 
improvement through better operational performance and an improved external environment for commodities and infrastructure.

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. Company investor 
briefings and one-on-one meetings with senior management provide an invaluable source of detailed knowledge that underpins 
our investment due diligence. During 2QFY17, notable highlights were visiting/interviewing companies in Australia and Singapore, 
including: Iron Mountain, Macquarie Group, Cleanaway Waste Management, UOB, Singapore Press, Capitaland, Ryman Healthcare, 
Medibank, Rural Funds Group and Sigma Pharmaceuticals.

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 equity market duress.

Blended Australian Equities Portfolio Rolling Weekly Volatility (%) over Q1 FY17
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In the Blended Australian Equities Portfolio we have recently added to our positions in:

AMP Limited (AMP) – we believe that greater value has emerged in AMP following its share price weakness, driven primarily 
by the disappointing performance of its Life Insurance business. Through a well-diversified business model across banking, 
Life Insurance and Wealth Management, AMP remains well positioned to be a beneficiary of favourable demographic and 
regulatory changes. Valuation metrics, such as price earnings ratio, price/book and dividend yield, are becoming more 
attractive on recent share price weakness.

Tabcorp Holdings (TAH) – taking advantage of share price weakness in TAH’s share price following the announcement that 
TAH has entered into an agreement to acquire Tatts Group (TTS). We believe, if successful, the acquisition should strengthen 
TAH’s wagering position and diversify its business model to include lotteries. It is expected that the acquisition will be both 
earnings per share accretive and significant synergies should be generated by combining both wagering businesses. A 
subsequent takeover bid by the Pacific Consortium (KKR & Co & Macquarie Group) also underscores the appeal ascribed to 
Tatts lottery business

Boral Limited Rights (BLDR) – As an existing shareholder in Boral, we took up Boral’s 1 for 2.22 renounceable entitlement 
offer at $4.80 per new share. BLD raised capital to acquire 100% of Headwater Incorporated (HW) a US listed building 
product manufacturer and fly ash marketer. Over the last 5 years HW has delivered a meaningful uplift in both revenue and 
earnings. The acquisition significantly increases the scale of Boral’s exposure to the US building & construction markets. It is 
expected that the acquisition will be earnings per share accretive and generate synergies of approximately USD $100m per 
annum within four years of transaction completion.



Benefits of Active Management      

    Performance and Risk (%) Comparison since Inception   
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The chart below show both the annualised return (blue bar) generated by the Blended Australian Equities 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. Since inception, the Blended Australian Equities Portfolio captured 87% of the 
upside gain in the market, and only 66% of the downside loss in the market.

Investment Conclusion

In periods of heightened uncertainty our most prudent course of action is to uphold our well understood investment strategy 
of placing most value on earnings quality, balance sheet resilience and companies that are able to generate long term 
shareholder value.

Our central case remains intact, namely that the manifestation of ageing demographics, record levels of debt, and low 
productive growth will continue to place significant constraints on global economic activity. We are, therefore, cautious of the 
view that the rise of populist governments (most particularly in the US) will herald a “new paradigm” of stronger structural 
growth, materially higher inflation and the return of the normalisation of long term interest rate levels. Our view is that the 
paradigm of low global growth and historically low interest rates will persist for the foreseeable future.

We are mindful of the risks currently in place across asset prices. As such, we are respectful of this uncertainty through: having 
exposure to a wide diversity of returns; prudent portfolio position sizing and having sufficient liquidity through maintaining cash 
weightings around 10 per cent.



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   
representation 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 fut ure 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 Blended Australian Equities 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 
Service Product Disclosure Statement dated 1 July 2016 (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, September 2016. 
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