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Total returns

Performance review

• The S&P/ASX Small Ordinaries Accumulation Index 
returned -0.37 for the month of November, with 
Information Technology and Consumer Discretionary 
the top performing sectors and Energy and Industrials 
the weakest performers for the period.

•  The Ralton Smaller Companies portfolio returned 
-3.24% for the month, underperforming the 
benchmark by 2.87%.

• For the month of November, being underweight 
Materials and overweight Consumer Staples added 
relative value to the portfolio. The portfolio’s 
underweight to Financials and overweight to 
Consumer Discretionary were the key detractors from 
portfolio returns. 

Performance attribution

Key contributors

Key contributors Positioning
Collins Foods Overweight
Inghams Group  Overweight
Mineral Resources Overweight

Collins Foods (CKF, +14.66%) – performed strongly 
in November as the company delivered a better than 
expected 1H19 result confirming the positive outlook 
for the company. CKF is the largest franchisee of KFC 
restaurants in Australia and is investing in a growing 
network of KFC store fronts in Europe. The main driver of 
the result was strong store rollout and same store sales 
growth within its Australian network. This more than 
compensated for a weaker European result, largely driven 
by seasonal poor weather conditions. Looking forward we 
expect CKF to continue to generate above-market growth 
underpinned by a store rollout program in Australia, CKF’s 
recent entry into Germany and Netherlands, a disciplined 
focus on operational improvement and margin expansion 
as well as the potential for further acquisitions in key 
markets. Furthermore, the initial response to CKF’s pilot 
Taco Bell store in Queensland has proved positive and 
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the company will now execute a more aggressive rollout 
which should drive long-term growth. Valuation remains 
attractive.

Inghams Group (ING, +12.56%) – continued to 
outperform in November as the market rewarded the 
company’s defensive qualities and multiple growth 
drivers. Market concern surrounding the exit of well-
regarded CEO Mick McMahon and rising feed costs 
had kept the stock under pressure, however, the 
company continued to communicate confidence that 
price increases are able to offset input inflation and the 
company continues to execute on its cost-out program. 
Moreover, ING retains a strong balance sheet and at 
the FY18 result confirmed their intention to execute a 
buyback as well as invest in value-add and further cost 
out programs that will continue to see the company 
deliver sustainable growth for the foreseeable future. We 
expect ING to continue to deliver medium-term growth 
from a combination of top line growth, driven by volume 
and price/mix, and further cost out programs driving 
margins to levels enjoyed by global peers. Valuation 
metrics and dividend yield remain attractive.

Mineral Resources (MIN, +7.02%) – announced during 
November that it entered into a non-binding exclusivity 
agreement for the sale of a 50% interest in its 100% 
owned Wodgina lithium asset in Western Australia to 
Albemarle Corporation for US$1.15bn in cash (A$1.6bn). 
Importantly, MIN has also retained the rights to build, 
own, and operate the crushing plant. This transaction 
is also expected to lead to the commitment for the 
two parties to jointly develop a lithium hydroxide plant 
based on Albemarle’s proven design. Albemarle will also 
manage the marketing and sales of the lithium hydroxide. 
Overall, we view this transaction as an excellent result 
for MIN. It is a straightforward transaction with limited 
regulatory approval risk that introduces a value-adding 
partner that compliments MIN’s expertise. We expect 
increasing market recognition of the value of the Wodgina 
asset as its development progresses and the project de-
risks. A binding transaction agreement with Albemarle is 
expected to be exercised by 14 December 2018.
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Key detractors

Key detractors Positioning
OFX Group Overweight
Bapcor Ltd Overweight
Cooper Energy Overweight

OFX Group (OFX, -16.36%) – pulled back sharply, 
unwinding its recent outperformance, after releasing 
its results which did not meet the expectations of the 
market.  However, we were pleased overall with the 
result as progress continues to be made in developing 
the North American and Asian arms of the business and 
foreign exchange volatility (a driver of client transactions) 
remains subdued.  By way of background, OFX’s core 
business is online foreign currency transfers, targeting 
quality service at a far lower cost than the banks who, 
despite their high fees, still dominate this segment of 
banking.  Skander Malcolm (CEO) has continued to 
invest in the business to drive future growth, which is 
holding back profitability.  The results thus far suggest he 
is on the right track and we expect to see an improved 
performance in the company’s 2H19 result as the new 
staff added and the systems investment begins to 
generate further revenue for the business.  The balance 
sheet is in good shape and risk measures and compliance, 
which are vital for this type of business, appear to be well 
addressed.

Bapcor Ltd (BAP, -10.10%) – suffered by association 
from the broader set of weak updates provided by peers 
within the discretionary retail space. Furthermore, given 
the company is a key supplier of products and services 
into the Australian auto market, weaker new car sales 
figures have also weighed on sentiment. Despite short 
term headwinds, we expect the company to continue 
to deliver solid growth with lower volatility than the 
market over the medium term. BAP’s key competitive 
advantage lies within its supply chain, efficiently servicing 
the fragmented auto service sector. Furthermore, we see 
the opportunity for continued investment in wholesale 
parts, retail as well as the company’s initial investment in 
Asia as providing long-term growth which is yet to be fully 
appreciated by the market. 
 
Cooper Energy (COE, -11.83%) – underperformed the 
market during November as the oil price fell, despite the 
majority of its revenue being derived from natural gas 
sales. Also, during the month the company announced 
successful technical assessments of the Annie and Elanora 
Otway Basin exploration prospects, thus moving closer 
towards supporting their evaluation by future drilling 
activity proposed in 2019 which could deliver additional 
new developable resources for a gas-starved Eastern 
seaboard market. In addition, in November a leak was 
identified from a pre-commissioning pressure test of the 

pipeline for the Sole gas project development. This leak 
is expected to be repaired by the contractor Subsea 7 
and COE does not expect this to impact the date of first 
commercial gas from the company-transforming Sole gas 
project planned for July 2019. Once the Sole gas project 
is on stream, COE’s production will exceed 5 mmboe 
with ~90% of its revenue derived from gas contracts 
that are fixed price + CPI. COE has growing production 
and a strong balance sheet and continues to rate as our 
preferred investment vehicle for exposure to a tightening 
East Coast Australia gas market.

Portfolio changes

Key additions and material adjustments

Bought
Nil

Key disposals and material adjustments

Sold
Infigen Energy (IFN) 
Japara Healthcare (JHC)
Credit Corp (CCP)

Despite our view that Lynas Corporation (LYC) is 
delivering strong operational performance and has 
conducted its business operations in line with all of its 
regulatory requirements, we elected to dispose of our 
position during November, capturing a healthy profit. 
We could see increased LYC share price downside risk 
from the commencement of the public hearing by the 
LYC Review Committee in Malaysia on 11 November 
2018.  Furthermore, we believe that if LYC failed to gain 
timely Malaysian Government approval to its application 
to increase the annual volume of lanthanide concentrate 
that can be processed, it would possibly be forced to 
temporarily shut down its Lynas Advanced Materials Plant 
(LAMP) operations in Malaysia. We estimate a one-month 
closure of LAMP could reduce LYC December quarterly 
revenue by up to US$16m, assuming LAMP December 
quarter output of Neodymium and Praseodymium (NdPr) 
of around 1,400 tonnes (1,800 capacity) and similar NdPr 
pricing to that seen in the September quarter of US$40.5/
kg. We also disposed of the holding in Aveo Group 
(AOG) during the month, which has been a disappointing 
holding for the portfolio.  Whilst the stock trades at a 
very substantial discount to its net tangible assets (NTA), 
we believe the headwinds from the Royal Commission 
into the aged care sector, the weakening property market 
and its growing inventory of unsold properties are 
going to create a headwind to performance. Following 
a strong recovery from depressed levels, we also exited 
our position in Mayne Pharmaceuticals (MYX) during 
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November as we now see the risk-return as more 
balanced. MYX has re-rated as the broader generic 
pharmaceuticals industry has proved to be more rational 
than feared, and within this environment MYX has 
delivered improved operational performance. However, 
industry risk remains, and the company is yet to deliver 
a proven pipeline of products to justify the current 
valuation.
 
Sector allocation

GICS sector Ralton Index +/-
Consumer Discretionary 16.5% 13.5% 3.0%
Utilities 2.7% 0.4% 2.2%
Health Care 8.4% 6.3% 2.1%
Energy 9.3% 8.2% 1.1%
Telecommunication Services 8.5% 7.6% 0.9%
Consumer Staples 9.7% 8.8% 0.8%
Materials 18.8% 18.0% 0.8%
Information Technology 9.1% 10.5% -1.4%
Financials 6.8% 8.4% -1.6%
Industrials 5.4% 7.0% -1.6%
Real Estate 4.9% 11.3% -6.4%
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. 
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