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Total returns

At 31 May 2017 1 mth % 3 mths % 6 mths % 1 yr % 3 yrs % p.a. 5 yrs % p.a. 7 yrs % p.a. 
Inception % p.a. 

(Feb 2008) 
Ralton Australian Shares -0.49 4.95 12.23 13.88 11.33 16.29 11.40 7.96

Income return 0.39 1.02 1.75 3.70 3.68 3.94 4.16 4.32

Growth return -0.88 3.93 10.48 10.18 7.65 12.35 7.24 3.65

S&P/ASX 300 Accum. Index -2.74 1.43 7.30 10.80 6.04 11.70 8.34 4.64

Difference 2.25 3.52 4.93 3.08 5.29 4.59 3.06 3.32

Performance review

• The S&P/ASX 300 Accumulation Index lost ground 
in May, falling 2.74%. Strength in Industrials and 
Telecommunications was not enough to offset 
weakness in other sectors, principally Financials. 

• For May, the Ralton Australian Shares portfolio 
returned -0.49%, outperforming the benchmark by 
2.25%. 

• For the month, our portfolio benefited from being 
overweight Consumer Discretionary and Energy, but 
also being underweight Financials (principally banks) 
and Materials.

Performance attribution

Key contributors

Key contributors Positioning
Aristocrat Leisure Limited Overweight
Caltex Australia Overweight
Macquarie Atlas Roads Limited Overweight

Aristocrat Leisure (ALL, +11.0%) – continued its strong 
rise, gaining a further 11% for May. ALL’s half-year profit 
results were warmly received by investors. Highlights 
came from nearly every business segment, with North 
America, Digital and International Class III gaming 
results all above expectations. Market share gains were 
consistent with industry feedback that ALL’s current 
product suite is being well received by both venue 
owners and end users alike. For Digital, ALL continues to 
add users and grow daily user fees, with market analysts 
now expecting earnings of $160m for the full year from 
a business which was only established a few years ago 
after the acquisition of a fledging player in the space for 
approximately US$20m. The new CEO, Trevor Croker, has 
continued the group’s commitment to strong product 
investment (R&D spend). This R&D spend continues to 
support ALL’s core business, but also moves into adjacent 
categories such as the new Class II and Class III Stepper 
games scheduled for release in the US in 2H17.

Caltex Limited (CTX, +10.7%) – shares added value in the 

month as investors began to revisit this name. We bought 
the stock early this year when the share price fell after 
the loss of the Woolworths petrol station supply contract 
due to the business’ acquisition by BP. CTX already has 
a strategy to replace the lost profits and it has recently 
made two small acquisitions that assist in partly filling the 
earnings gap. CTX is also expected to announce a broader 
restructuring program and productivity drive mid-year. 
We expect an enhanced emphasis on CTX’s retail division 
with pilot programs around a new ‘Foodary’ convenience 
offer likely to be rolled out across its store network. 
CTX is well capitalised, providing potential for further 
acquisitions, further investment in CTX retail locations or 
alternatively capital management (there is large pool of 
franking credits).

Macquarie Atlas Roads (MQA, +9.6%) – shares in toll 
road asset manager, MQA, performed strongly during 
the month. MQA’s principal asset is the APRR toll-road 
located in France. There were three key drivers for 
MQA during the month: 1) the election of Emmanuel 
Macron as French President was a positive as it removes 
the potential political risk around the asset and should 
stimulate economic growth if he delivers on his reform 
platform, 2) the strengthening of the Euro against the 
Australian dollar assisted the translation of the value of 
the asset for domestic shareholders, and 3) the decline in 
bond yields during the month have also been supportive 
of infrastructure assets. 

Key detractors

Key detractors Positioning
The Star Entertainment Group Overweight
Orora Limited Overweight
ANZ Banking Group Ltd Overweight

The Star Entertainment Group (SGR, -7.7%) – was 
one of several Australian consumer-facing stocks that 
underperformed across May. An investor update during 
the period highlighted a moderation in core revenue 
growth below the level expected by us and the market.
Revenue growth for the period remains at a healthy 
4.1%, marking a reversal from the first-half period where 
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disruptions from significant capital works at the Sydney 
and Gold Coast casinos were a headwind to revenue 
growth. As we expect the soft consumer outlook to 
remain for a period (given low wage growth and rising 
interest rates, electricity costs, health costs, etc.), we have 
reduced the position in the portfolio. Medium term, we 
continue to expect SGR will benefit from growing tourism, 
with continued strong arrivals from China expected to 
drive continued demand at its casinos. Further, SGR’s 
operational improvements should see it continue to win 
market share in the local Sydney market – a reasonable 
tailwind for Star’s core asset, the Star Casino in Sydney. 

Orora Limited (ORA, -6.6%) – shares in global packaging 
materials company weighed on the portfolio during May. 
There was no company-specific news flow of note during 
the period and hence we expect there was an element 
of profit taking to ORA’s underperformance. The spectre 
of rising electricity prices across east coast Australia 
was perhaps an overhang from an investor perspective. 
Should recent electricity prices from the forward curve 
flow through to ORA’s input costs, we would expect ORA 
would take a couple of years to pass on the additional 
costs to its customers, and hence there will be a modest 
impact on near-term profits at a group level. ORA has 
a strong pedigree on this score, continuously driving 
productivity benefits through innovation and passing 
costs onto its suppliers in a phased, managed manner. 
Since the demerger from Amcor (AMC) in 2013, ORA has 
been using its strong cash flow and balance sheet to build 
out its US operations which we expect will contribute 
over 50% of group profit in the coming years.

ANZ Banking Group (ANZ, -14.5%) – the Federal 
Government’s decision to introduce a ‘bank levy’ as 
part of the May budget was a key trigger for share price 
weakness across the banking sector. The bank levy is 
seeking to charge Australia’s largest banks a cumulative 
$6.2bn over the four-year ‘forward estimates’ period. 
While our holding in ANZ detracted from performance 
during the month, our underweight positioning in the 
banking sector was a solid contributor to the portfolio’s 
outperformance during the period. This positioning 
reflected our struggles with the valuations given the 
headwinds all the banks face. However, the banks 
continue to offer an attractive yield and bad debts remain 
benign given the very low level of interest rates. With this 
backdrop, we are comfortable with our positions in the 
banks.

Portfolio changes
 
Key additions and material adjustments

We added three new stocks to the portfolio in May.

Bought
Pact Group (PGH)
Lend Lease (LLC)
Vicinity Centres (VCX)

Pact Group (PGH) – we added PGH back into the 
portfolio following a pull-back in the share price. Pact is 
a packaging and manufacturing company with multiple 
manufacturing plants across Australia, New Zealand and 
Asia, producing a broad range of simple and specialised 
packaging products for clients that are largely in the food 
and consumer industries. PGH has dominant market 
share in its industry segments, where typically there are 
few competitors of scale and concentrated market share. 
If you look in your fridge, you are highly likely to find a 
milk, yoghurt or orange juice package manufactured by 
PGH. 

Under CEO, Malcolm Bundey, PGH has been expanding 
its product offering, winning contracts and continuing to 
make bolt-on acquisitions. Bundey brings considerable 
international experience to PGH and is overseeing a 
considerable productivity drive across its manufacturing 
footprint. Reflecting a soft economy and some impact 
from the timing of Easter holidays, PGH reported volume 
softness in April, triggering a share price pull-back and 
our opportunity for the portfolio to revisit this name.

Lend Lease (LLC) – we bought an initial position in LLC 
during May, increasing the portfolio’s exposure to the 
Australian east coast infrastructure theme. As was 
evident in the recent Federal Budget, governments 
are intent on boosting infrastructure as a means of 
simultaneously driving economic growth, productivity 
and voter services. Lend Lease recently restructured its 
infrastructure team with a view to deliver some $4-$5bn 
in annual revenues from this division. This would imply a 
near doubling of current revenues, with LLC also seeking 
a commensurate improvement in margins. We retain a 
positive outlook toward LLC’s other divisions, including 
US and UK construction and property funds management 
(Investments). LLC’s domestic apartment division has 
likely peaked for this cycle. Pleasingly, LLC’s mid to high-
end apartment product has served the company well, 
with strong demand and no material evidence to date of 
defaults on settlement. 

Vicinity Centres (VCX) – we added a position in the retail 
REIT, VCX, during the period. Vicinity owns multiple retail 
properties or shopping centres across Australia, although 
is perhaps best known for its ownership of Chadstone – a 
retail mega world with an emphasis on high-end fashion, 
located in Melbourne’s south east. Shares in many of 
the retail-exposed REITs have been weaker since late last 
year, with global bond yields rising and concerns about 
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the impact of Amazon’s Australian entry on what has 
been a muted retail sector. These concerns provided an 
opportunity to acquire the shares below their current 
asset value. While there is likely downside to rental levels 
in the future, we believe the share price weakness has 
been overdone. Tenant leases are typically long dated and 
will allow for change in tenant mix across time as Amazon 
and others force traditional retailers to adapt and change. 
We expect the quality of VCX’s overall portfolio and focus 
on rental growth to support the shares and maintain its 
strong dividend yield. 

Key disposals and material adjustments

Sold
Speedcast International (SDA)
Steadfast Group (SDF)

We made two outright sales for the month. 

Speedcast International (SDA, +2.6%) – following an 
eventful 2016 for SDA, including a large-scale merger 
and headwinds in end markets such as the energy 
segment, the recent share price recovery of SDA gave us 
an opportunity to exit our position. We harbour some 
concerns in relation to SDA’s integration capability, 
particularly as it relates to accounting and other back-
office systems. The acquired businesses and operations 
are literally spread across the globe given the business 
operates remote telecommunication services, adding 
further complexity to the task. We will look to revisit the 
investment if such concerns can be overcome.

We also exited our successful investment in Steadfast 
Group (SDF) during May. The shares had rallied strongly 
in recent periods, reflecting expectations of rising 
premiums in the Australian SME insurance market. 
Our research indicates the cycle for SME pricing is now 
turning, driven by the lack of profitability in a number of 
key lines for insurers. The market has now factored in a 
substantial amount of recovery in insurance premiums. 
With the stock trading around fair value, we elected to 
sell our holding. 

Sector allocation

GICS sector Ralton Index +/-
Consumer Discretionary 11.8% 5.2% 6.6%
Materials 19.7% 16.0% 3.7%
Energy 7.8% 4.4% 3.4%
Information Technology 3.9% 1.3% 2.6%
Consumer Staples 7.5% 7.2% 0.2%
Telecommunication Services 3.5% 3.8% -0.3%
Utilities 1.6% 2.4% -0.8%
Health Care 5.8% 7.1% -1.3%
Industrials 4.5% 7.5% -3.0%
Real Estate 3.4% 8.8% -5.4%
Financials 30.5% 36.4% -5.8%
Total 100.0% 100.0% 0.0%

Top 10 holdings#

Company name ASX code
Commonwealth Bank of Australia CBA
ANZ Banking Group Limited ANZ
BHP Billiton Limited BHP
Woolworths Limited WOW
Westpac Banking Corp WBC
Aristocrat Leisure Limited ALL
QBE Insurance Group Limited QBE
Computershare Ltd CPU
Boral Limited BLD
Telstra Corporation TLS

Performance comparison of $20,000*
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Jacinta King Business Development Associate 0413 962 922 | jking@copiapartners.com.au

Performance of the Ralton Wholesale Australian Shares Model Portfolio is based on a model portfolio and is gross of investment management and 
administration fees, but net of transaction costs. The total return performance figures quoted are historical and do not allow the effects of income tax or 
inflation. Total returns assume the reinvestment of all portfolio income. Past performance is not a reliable indicator of future performance.
 
*The performance comparison of $20,000 over 5 years is for illustrative purposes only. Performance is calculated on a gross basis. Actual performance will 
vary depending on the amount of fees charged by the relevant platform that a client uses to implement the portfolio. The comparison with the S&P/ASX 
300 Accumulation Index is for comparative purposes only. Index returns do not allow for transaction, management, operational or tax costs. An index is not 
managed and investors cannot invest directly an in index. There is no guarantee these objectives will be met.
 
#Portfolio holdings may not be representative of current or future recommendations for the portfolio. The securities listed may not represent all of the 
recommended portfolio’s holdings. Future recommended portfolio holdings may not be profitable.
 
This document is for general information only and does not take into account the specific investment objectives, financial situation or particular needs of 
any specific reader. As such, before acting on any information contained in this document, readers should consider whether the information is suitable for 
their needs. This may involve seeking advice from a qualified financial adviser. Ralton Asset Management (AFSL 298210, ABN 45 114 924 382) (Ralton) is the 
provider of the Ralton Wholesale Australian Shares Model Portfolio. To subscribe, contact Copia Investment Partners Ltd (AFSL 229316, ABN 22 092 872 056) 
(Copia) by calling 1800 442 129 or email clientservices@copiapartners.com.au. Any opinions or recommendations contained in this document are subject to 
change without notice. Ralton and Copia are under no obligation to update or keep information contained in this document current.  


