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Inception p.a. %
At 30 November 2015 1 month%| 3 months % 1year % | 3yearsp.a.% | 5yearsp.a. % (Feb 2008)

Ralton Leaders 0.92 1.45
Income return 0.76 1.49
Growth return 0.16 -0.05
S&P/ASX 100 Accum. Index -0.75 0.22
Difference 1.66 1.23

Performance review

e The S&P/ASX 100 Accumulation Index returned -0.75%
for November, with strength in the Financial sector
offset by weakness in the Materials sector, largely
metals and mining stocks.

e The Ralton Leaders portfolio added 0.92% for the
month, outperforming the index by 1.66%.

e For the month, being underweight metals and mining
stocks, together with an overweight position in
Healthcare, added to relative performance.

Performance attribution

Key contributors

Key contributors

CSL Limited Overweight
Computershare Limited Overweight
Asciano Limited Overweight

CSL Limited (CSL, +6.7%) - shares in blood plasma
producer, CSL, were the top contributor to performance for
the period. Now a $45b company, CSL has grown strongly
over many years, benefiting from ongoing demand growth
for its mainstay plasma products. At the same time, CSL
has invested heavily in research and development (R&D),
for both its mainstay blood plasma products, but also
‘specialty’ products for niche diseases, flu vaccines and
more recently cancer treatments — the latter mainly with
larger drug company partners. The next two years will,
however, bring what CSL is hoping is a step change in new
product launches with CSL aiming to release two new
‘recombinant’ or bacterially grown products for treatment
of haemophilia and related conditions. These ‘new’
products aim to reduce treatment frequency by increasing
drug life in the body and also lowering the complication

or reaction rate from continued dosing these patients
typically suffer from. Our positive view on these new
products has been a key reason behind our large holding in
CSL.

Computershare Limited (CPU, +7.8%) - has struggled for
growth in recent periods, with its core business (focused on
data and cash management for individuals and corporates)
facing margin pressure and fewer opportunities to
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acquire similar assets. Margin headwinds are coming as
competitors continue to nip at CPU’s heels and corporates
continue to seek to extract cost savings from service
providers such as CPU. CPU holds considerable cash
balances on behalf of clients and in our view, should be a
beneficiary of an upward move in the global yield curve.
Given the likelihood the US Federal Reserve is about to
raise short-term rates for the first time in nearly eight years
during December and this should feed through to a lift in
rates across the yield curve —to an extent this has already
started — CPU is well placed.

Asciano Limited (AlO, sold intra-month) - as we discussed
last month, Asciano has become subject of a competitive
bidding process, with two parties now in the race to
acquire the ports and rail operator. The first bidder,
Brookfield, is facing regulatory headwinds after Australia’s
competition regulator, the ACCC, raised ‘red light’ concerns
as to Brookfield’s acquisition of AlO. The second bidder,
specifically a consortium of investors led by Qube Holdings
(QUB) and two large global sovereign funds, have made an
indicative, non-binding approach to AlO. From our vantage,
it appears Asciano is now highly likely to be acquired — it

is just a matter of which of the parties succeed. Various
options, including asset splits and even the introduction

of new investor partners potentially to circumvent ACCC
concerns, is also a possibility. As such, with AlO trading

at only a modest discount to the implied offers and some
water to flow under the bridge, we elected to take profits
and sell our position.

Key detractors

Key detractors

QBE Insurance Group Overweight
The Star Entertainment Group Overweight
Transpacific Industries Group Overweight

QBE Insurance Group (QBE, -5.9%) - was weaker during
November and detracted from returns. The weakness
was driven by commentary at the AGM, with QBE flagging
softer premium growth in some of its business lines and
insurance margin pressure. Irrespective of the market
weaknesses highlighted, we have been impressed by cost
efficiencies delivered by QBE in recent years and expect
there is more to come. Further, QBE has also made major



strides in improving the quality of its capital position
and reducing the risk associated with its insurance book.
Looking forward, QBE also has material exposure to
rising interest rates which, given the likelihood the US
Federal Reserve is about to raise short-term rates for the
first time in 10 years, and assuming some flow through
to longer-dated interest rates — to an extent this has
already started — QBE is well placed. Finally, after many
years of shrinking the business and focusing internally,
QBE management is able to target growth across its
businesses by acquiring specialist underwriting teams,
something that would be well received by investors.

The Star Entertainment Group (SGR, -5.7%) - formally
known as Echo Entertainment Group, SGR retraced
some of its recent gains across November. Mid-

month, SGR entered into a formal agreement with the
Queensland government for the Queens Wharf Brisbane
development, having won the tender process in July

this year. Of the $2b project, SGR will fund $1b with its
partners funding the balance. With more than 50% of
the project funded by debt, we are comfortable SGR can
fund its share of the capital requirement without the
need to call on shareholders. We also viewed the gaming
table allocation as positive and the timetable of 2022 as
favourable. SGR’s AGM held earlier in November, also
confirmed recent trading conditions remained positive
and broadly in line with both management and market
expectations.

Transpacific Industries Group (TPI, -3.7%) -
underperformed during the month and hence continued
to weigh on portfolio returns. During the month we
attended the TPI investor day, including management
presentations and site visits at the Clayton and Werribee
landfills. We had three key takeaways from the day,
namely:

1. New CEO, Vik Bansal, has significant experience
running industrial companies and is heavily focused
on business simplification initiatives at TPI.

2. The Clayton landfill is a low-quality asset: poorly
planned, short-life asset that was badly managed by
TPl in the past. The necessity of a costly remediation
(announced in August 2014) to cover these shortfalls
is understandable, although frustrating in that it
limits free cash flow in the near term.

3. Melbourne Regional Landfill (MRL) in Werribee is a
premier asset, with long life, low cost and features
many of the ideal traits you would hope to obtain in
a landfill asset.

The contrast between the two assets highlights where
the company has been and what it is aiming to achieve
on a go-forward basis. Critically, the MRL is a scarce asset
and hence highly strategic to the future of TPI. Although
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this has been a frustrating turnaround for our investors,
we do believe progress is slowly being made. The market
appears to have taken a cautious view here — investors
will want to see the results delivered before they are
willing to re-rate the stock higher.

Portfolio additions and disposals

Key additions and material adjustments

IOOF Holdings Limited (IFL)

I00F Holdings Limited (IFL) - we further increased our
position in financial stocks, adding IOOF to the portfolio.
IFL generates organic growth through its exposure

to the flow of investor funds into the various phases

of the investment cycle where it now has extensive
representation. Further, IFL has also been very successful
as a major consolidator in the wealth management space,
where its integration skills tend to mean it retains the
core value of its acquired businesses while stamping out
unnecessary costs. Like other financial service companies,
IFL has faced external criticism over internal processes

at the organisation. We do not dismiss such issues

lightly and, while disappointing, we take comfort from
the statements made by management and the board

and highlight their favourable track record over many
years (i.e. the matters raised appear isolated and not
systematic).

Key disposals and material adjustments

Asciano Limited (AlO)

Asciano Limited (AlO) - as highlighted in the earlier
section, we sold AlO.
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Sector allocation

(Gicssector | Ralton | _index | _+/-

Consumer Discretionary 7.2% 3.1% 4.1%
Health Care 10.8% 6.7% 4.1%
Energy 8.5% 4.6% 3.9%
Consumer Staples 9.8% 6.7% 3.0%
Information Technology 3.1% 0.6% 2.5%
Industrials 6.8% 7.8% -1.0%
Financials (ex-Property) 40.7% 42.4% -1.7%
Materials 10.0% 12.2% -2.2%
Utilities 0.0% 2.5% -2.5%
Telecommunication Services 1.4% 5.5% -4.1%
Property 1.8% 7.9% -6.1%

Total | 100% | 100% | |

Top 10 holdings*

Company name ‘ ASX code
National Australia Bank Limited NAB
CSL Limited CSL
Commonwealth Bank of Australia CBA
Westpac Banking Corporation WBC
QBE Insurance Group Limited QBE
Amcor Limited AMC
ANZ Bank Group Limited ANZ
Origin Energy Limited ORG
Brambles Limited BXB
BHP Billiton Limited BHP
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