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Total returns

Performance review

• The S&P/ASX Small Ordinaries Accumulation Index 
returned 2.49% for the month of August, with 
Information Technology and Consumer Discretionary 
adding value to the index.

• The Ralton Smaller Companies portfolio returned 
0.81% for the month, underperforming the 
benchmark by 1.68%.

• The portfolio’s underweight to Information Technology 
and overweight to Telecommunication Services were 
key detractors from portfolio returns, partially offset 
by the portfolio’s underweight to Materials and 
Industrials. 

Performance attribution

Key contributors

Key contributors Positioning
ALS Ltd Overweight
Mayne Pharma Ltd Overweight
WorleyParsons Ltd Overweight

ALS Ltd (ALQ, +19.06%) – had a strong August post an 
AGM update which confirmed the company continued 
to benefit from the recovery in mining exploration 
and illustrated an improved outlook for its Life Science 
division. ALS provides professional technical services 
in the areas of testing, measurement and inspection, 
supporting environmental monitoring, food and 
pharmaceutical quality assurance; mining and minerals 
exploration; commodity certification, equipment 
maintenance and asset care operations. We expect ALS 
will continue to benefit from the recovery in greenfields 
and brownfields mining exploration, an improvement in 
margins in its Life Sciences business and the deployment 
of part of its under-geared balance sheet on further 
acquisitions.

Mayne Pharma Ltd (MYX, +19.70%) – continued its 
strong recent performance during reporting season as 
the company confirmed that industry pressures that 
marred recent results continue to subside. The company 
has seen a return to more normal levels of price deflation 
post significant pressure brought about by the merger 
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of key distribution partners. Broad industry pressure 
has seen key competitors reduce capacity as well as exit 
less profitable drug lines which has seen a lessening of 
competition. MYX has also undertaken initiatives to open 
new distribution channels that have driven both margin 
and sales. Key product releases will drive growth in 2019 
and beyond. Given its improving balance sheet, we expect 
the company to play a role in any industry M&A.

WorleyParsons Ltd (WOR, +11.75%) – delivered an in-line 
result, however, the company continued its stellar run 
as management reiterated its confidence in the outlook 
for the return of Oil & Gas related capital expenditure.  
Ralton continues to have a positive thesis on WOR since 
it was added to the portfolio mid-2016. WOR’s actions to 
downsize its operations are progressing well, and capital 
expenditure across the broader energy sector appears 
to be nearing a bottom, which suggests further steep 
declines in WOR’s profits are unlikely. We also expect 
CFO Honan’s actions to improve cash flow and repair 
the balance sheet to continue to progress. Assuming the 
OPEC-led production cuts in the oil sector hold, we expect 
the rebalancing of oil markets to be brought forward 
which should, in turn, stabilise prices and increase 
demand for new projects and therefore trigger increased 
demand for WOR’s services.

Key detractors

Key detractors Positioning
Speedcast International Ltd Overweight
ARQ Group Ltd Overweight
Primary Health Care Overweight

Speedcast International Ltd (SDA, -31.61%) – fell 
sharply in August as the company reported a 1H18 result 
below expectations. While earnings forecasts were 
revised down, the market further de-rated the stock as 
management credibility was brought into question as 
the company only recently confirmed their comfort with 
market expectations. The primary driver of the miss was 
the energy division, and while a recovery in activity is 
evident, it appears to be taking longer than expected 
to flow through to contract awards. Also, the company 
made an acquisition, and while boosting earnings in the 
future, it again brought SDA’s elevated gearing levels 
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into focus. Although a disappointing outcome, we view 
the share price decline as an overreaction and expect 
the stock to recover from depressed levels. We remain 
confident that sustained higher oil prices will result in 
improved performance in the energy division and move 
our expectations of recovery to the 2019 calendar year. 
In addition, we believe the current low valuation does 
not reflect the company’s strong industry position and 
the structural growth evident in demand for data that is 
driving organic growth across the broader group. 

ARQ Group Ltd (ARQ, -27.15%) – was a detractor from 
performance in August after the company’s 1H18 profit 
result came in well below expectations. There were a few 
drivers of the profit missing expectations, but a key one 
related to the loss of a contract with a major telco. The 
company continues to have strong growth opportunities, 
however, it will take time to win back the markets trust. 
ARQ is one of the leading online services and digital 
solutions providers in Australia and, with its recent 
acquisitions, is also one of the largest. 

Primary Health Care (PRY, -17.91%) – underperformed 
during the month of August as the company provided 
a subdued outlook for its operations in 2019 and at the 
same time announced a surprise rights issue to fund 
capital investment needed to execute the turnaround. 
The market, as well as ourselves, were surprised by 
the need for the capital raising as the company had 
previously flagged internal cash flows would fund all 
capital initiatives. However, following our meeting with 
management it is clear that the ability to bring forward 
investment rather than a phasing approach will enable 
strong financial returns to be achieved in the near term 
providing the opportunity for strong shareholder returns. 
We continue to support the strategic initiatives of new 
CEO, Dr Malcolm Parmenter, to deliver a turnaround 
across its operational divisions and see the potential for 
strong medium-term growth. We look for key indicators 
of success, such as GP hiring numbers, to gain increased 
confidence in the turnaround. As the stock is trading 
at a discount to the market and peers, we maintain an 
overweight position. 

Portfolio changes

Key additions and material adjustments

Bought
Downer (DOW)
Mineral Resources Ltd (MIN) 

The portfolio added a position in Downer (DOW) during 
the month. We are attracted to the positive outlook for 
Downer as we expect its key market of infrastructure 
and mining-related spending to strengthen over the 
forecast period. We think the market underappreciates 

management’s strong track record of operational 
execution and capital management which has driven 
growth and cash flow as the stock trades at a discount to 
the broader index.  

The portfolio added Mineral Resources Ltd (MIN) during 
the month, whose long term core business is mining 
services operations involving building, owning, operating 
and contracting out crushing and screening circuits 
for the Australian mining industry. MIN has crushing 
contracts with some of the world’s largest mining 
companies in iron ore, gold and lithium operations, 
as well as its own operating assets. MIN’s business 
operations range from being a pure contractor to partial 
and full ownership of ore bodies/mines. MIN’s lithium 
assets include the Mt Marion spodumene mine (43%) and 
the Wodgina spodumene development project (100%). 
Wodgina is the world’s largest hard-rock lithium asset. 
A key near-term MIN share price driver is an expected 
upgrade of the Wodgina resource and the proposed 
sell-down of 49% of the asset, as well as progress with 
the associated downstream spodumene and hydroxide 
plant development. MIN’s profit share business model 
and integrated operations from full pit-to-end customer 
services are a key growth area for the company.  

Key disposals and material adjustments

Sold
Nil

 
Sector allocation

GICS sector Ralton Index +/-
Health Care 12.3% 7.1% 5.2%
Energy 11.0% 7.0% 4.0%
Telecommunication Services 4.9% 2.7% 2.2%
Utilities 2.2% 0.5% 1.8%
Financials 8.9% 7.3% 1.6%
Consumer Staples 8.2% 8.8% -0.6%
Materials 15.8% 16.6% -0.8%
Consumer Discretionary 17.0% 19.7% -2.7%
Real Estate 7.1% 10.4% -3.3%
Information Technology 7.2% 10.7% -3.5%
Industrials 5.4% 9.2% -3.8%
Total 100.0% 100.0% 0.0%
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Performance of the Ralton Wholesale Smaller Companies 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 Small 
Ordinaries 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 (ABN 45 114 924 382) (Ralton) is the provider of the Ralton 
Wholesale Smaller Companies 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. 

1800 442 129 | clientservices@copiapartners.com.au | copiapartners.com.auCONTACT COPIA

John Clothier General Manager, Distribution 0408 488 549 | jclothier@copiapartners.com.au
Adam Tweedale State Manager, Southern Region 0425 804 727 | atweedale@copiapartners.com.au
Angela Vincent State Manager, Northern Region 0477 347 260 | avincent@copiapartners.com.au
Sean Paul McGoldrick Account Manager, Northern Region 0421 050 370 | spmcgoldrick@copiapartners.com.au
Iain Mason Director, Institutional Business 0412 137 424 | imason@copiapartners.com.au

Top 10 holdings#

Company name ASX code
WorleyParsons Ltd WOR
Bapcor Limited BAP
Steadfast Group Ltd SDF
Mineral Resources Ltd MIN
Ooh!Media Limited OML
Tassal Group Limited TGR
Super Retail Group Ltd SUL
Independence Group IGO
Nextdc Limited NXT
Mayne Pharma Ltd MYX
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