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Total returns

Performance review

• The S&P/ASX Small Ordinaries Accumulation Index 
returned 3.11% for the September quarter, with 
Consumer Discretionary and Financials the top 
performing sectors and Information Technology and 
Energy the weakest performers for the period.

• The Ralton Ex 50 portfolio returned 2.86% for the 
quarter, underperforming the benchmark by 0.25%.

• For the September quarter, being underweight 
Consumer Discretionary and Information Technology 
added relative value to the portfolio. The portfolio’s 
overweight to Communication Services and 
underweight to Consumer Staples were the key 
detractors from portfolio returns. 

Performance attribution

Key contributors

Key contributors Positioning
Independence Group Overweight
FlexiGroup Overweight
Bapcor Overweight

Independence Group (IGO, +36.44%) – significantly 
outperformed the market in the September quarter. 
IGO’s FY19 result has highlighted the company delivered 
excellent operating performance from Nova and 
consistent performance from Tropicana, while exhibiting 
good cost control. IGO has been further supported by 
a strong nickel price, which rallied 37% in USD over 
the quarter (AUD +42%), driven largely by an earlier-
than-expected Indonesian nickel-ore export ban that 
was scheduled for 2022, but will now be implemented 
on 1 January 2020. Looking forward we expect IGO’s 
negotiations for new Ni concentrate offtake contracts to 
result in higher payables (better terms), primarily due 
to the tightened nickel market. IGO also has an active 
exploration program that has potential to deliver another 
Nova-style deposit which would generate significant 
future value. IGO is our preferred investment for nickel 
exposure because of its quality assets that deliver good 
operating performance and strong FCF generation (net 
cash).
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Ralton Australian Equity ex 50 4.72 2.86 1.11 -4.58 4.14 8.99 11.76 10.43 7.64

Income return 0.83 1.27 1.52 2.73 2.71 2.85 3.14 3.49 3.67

Growth return 3.90 1.59 -0.41 -7.31 1.43 6.14 8.62 6.94 3.97
S&P/ASX Small Ord Accum. Index 2.61 3.11 6.98 3.95 8.80 9.61 6.98 4.55 2.14
Difference 2.11 -0.25 -5.87 -8.53 -4.66 -0.62 4.78 5.88 5.50

FlexiGroup (FXL, +56.44%) – was added to the portfolio 
during the quarter with the view that the below book 
value valuation and above market dividend yield 
undervalued the opportunity that the company is building 
in the buy now, pay later (BNPL) space. The company 
provided two positive announcements to the market in 
the quarter that resulted in strong price appreciation. 
Firstly, the FY19 result provided a platform for the new 
CEO, Rebecca James to outline her strategy to consolidate 
brands, take out duplicate costs and launch new products 
to drive growth. The latter has excited the market as FXL 
relaunched a product (Humm) in the BNPL space that 
is differentiated from current products and can be used 
for large items, as compared to Afterpay’s small item 
size. Secondly, in late September the company provided 
an update which indicated partner (retailer) uptake has 
been very strong and the Humm product has seen strong 
momentum. We are excited by the business strategy and 
look to further updates to provide evidence of partner 
addition translating to lending volumes and returns.

Bapcor (BAP, +31.90%) – performed strongly in the 
September quarter as the market regained comfort 
that the business retains its strong competitive position 
in the aftermarket auto parts supply chain as well as 
benefiting from an improved outlook for the consumer. 
BAP remains the leading distributor of aftermarket parts 
to a fragmented car service industry. Moreover, through 
acquisition, it has gained a strong presence in the retail 
market as well as back along its supply chain into parts 
and wholesale. The combination of structural growth in 
the number of cars in circulation, a strong store rollout 
strategy and a margin expansion story through private 
label penetration will allow the company to sustainably 
deliver 7-8% EPS growth over the next few years. We have 
a strong regard for management. As BAP is trading at a 
discount to global peers and its historical trading range, 
we remain confident that the company will continue to 
deliver strong share price performance in the year ahead.
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Key detractors

Key detractors Positioning
oOh!Media Overweight
Speedcast International Overweight
WorleyParsons Overweight

oOh!Media (OML, -26.67%) – underperformed during 
the September quarter as the company delivered a 
surprise downgrade to FY19 consensus expectations prior 
to its 1H19 result, driving the stock down as the market 
digested a weak start to the second half of the year. Prior 
guidance that a pickup in orders would be seen following 
the election was recently confirmed at the company’s 
AGM. However, it appears its confidence in certain 
segments of the economic recovery is taking longer 
than expected. Large spenders, banks and auto have all 
deferred spending until their respective industries show 
signs of improvement. We are seeing housing activity 
improve, and this aligns with management’s comments 
that the fourth quarter is looking significantly better. 
However, the elevated levels of uncertainty saw the 
market sell off OML aggressively. We remain focused 
on the company’s strong competitive position and 
the structural growth in the industry as it moves from 
traditional billboards to digital displays. Moreover, we 
believe the consolidation that has recently completed in 
the industry is positive for the competitive environment 
and should lead to greater stability of returns. OML is 
trading at an attractive valuation with the potential to 
deliver consistent double-digit EPS growth, and, with 
abundant balance sheet flexibility, we expect the share 
price to re-rate.

Speedcast International (SDA, -64.80%) – 
underperformed during the September quarter as the 
market was hit with two negative announcements from 
the company. The first occurred in early July in which 
the company indicated the full year result would be 
impacted by delays in key project renewals in the once 
defensive maritime division as well as a disappointing 
loss of momentum in the newly acquired Globecomm 
business. The severity of the price fall reflected a further 
loss of confidence in the board and management as 
well as increasing risk that the balance sheet will need 
to be fixed by way of a capital raising. As such, SDA 
was removed from the portfolio. While selling optically 
cheap stocks that have underperformed is far harder 
than selling fully valued stocks that have outperformed, 
it was a lesson in process discipline as when we entered 
the August reporting season, less than 2 months later, 
the company disappointed the market again. While SDA 
had already underperformed, the share price move 
following the second downgrade was more severe as it 
became evident that the company was under significant 
financial pressure. A poor working capital result and a 

stretched balance sheet drove the auditors to conclude 
that “material uncertainty exists that may cast significant 
doubt on the Group’s ability to continue as a going 
concern.” Following our exit from SDA, we recycled the 
funds into a range of positions that contributed to strong 
September performance.

WorleyParsons (WOR, -11.56%) – underperformed 
the market in the September quarter. WOR’s strong 
correlation with the oil price has meant that it was 
adversely impacted by the sharp fall in the Brent oil 
price in early August, mainly due to perceptions of an 
acceleration in global oil production over the next year 
as trade tensions crimp global growth and reduce the 
outlook for global oil demand. WOR’s FY19 result also 
appeared to confuse the market as to whether the result 
was a miss or in-line, largely due to the limited disclosure 
around underlying performance ex-Jacobs. WOR’s new 
FY20 forward guidance was also limited to industry macro 
outlook factors, which did little to ease investor concerns. 
WOR’s competitive advantage stems from its position 
as a pre-eminent global provider of professional project 
and asset services, its proven experience in successfully 
delivering world class engineering solutions, and its 
established long-term blue-chip customer relationships 
making it the partner of choice for its customers. We 
believe the Jacobs ECR business remains on track to 
successfully deliver material EPS accretion, revenue and 
cost synergies.

Portfolio changes

Key additions and material adjustments

Bought
OZ Minerals (OZL) 
Spark New Zealand (SPK) 
FlexiGroup (FXL)
Smart Group (SIQ)
Credit Corp Group (CCP) 
Webjet (WEB) 
Freedom Foods Group (FNP)
Nufarm (NUF) 
Shopping Centres Australasia (SCP) 

We added OZ Minerals (OZL) to our portfolio during 
the quarter for its quality assets and growth in copper 
and gold production. OZL has a portfolio of long life/
low cost assets that generate robust cashflows backed 
by the Prominent Hill operating mine. Future growth in 
copper and gold production is driven by Carrapateena, 
which clocked its first ore in April 2019 and is on track for 
commissioning from 4Q 2019.

Spark New Zealand (SPK) is a key player in the NZ 
broadband and mobiles market and was added to the 
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portfolio during the quarter. The business has undergone 
a significant cost out exercise which has left SPK in a 
strong position to benefit from its recently announced 
growth initiative. The company offers an attractive yield 
and growth outlook and is trading at a discount to the 
Australian telco market.

FlexiGroup (FXL) was added to the portfolio during the 
quarter. As FXL is trading at a discount to its book value, 
we view the company’s growing presence in the buy now, 
pay later space as unappreciated by investors. Recent 
trends and the signing of key partners supports the 
businesses’ momentum.

Smart Group (SIQ) was added to the portfolio during 
the quarter as the company has proved itself to be a 
well-managed leader in the leasing space and is exposed 
to structural growth in government employment. Post-
election, we view the risk of regulatory change as low 
and recent stimulus should drive an improved outlook for 
SIQ’s important car leasing division.

We decided to add Credit Corp Group (CCP) back into the 
portfolio during the quarter after reviewing the recent 
result.   CCP has three business lines. The Australian 
debt ledger (or books of bad debts to recover) has been 
growing slowly in recent years given the increasingly 
competitive environment.  These conditions have 
improved for CCP as the major banks become more 
focused on the way their customers are treated during 
the debt recovery process following issues flagged 
during the Hayne Royal Commission.  Price alone is no 
longer the sole motivating factor for the banks.  CCP also 
announced the acquisition of another key player in the 
space, Baycorp, during the quarter.  This takes another 
competitor out of the market.  CCP is looking to replicate 
the same business in the US and has finally started to 
make good inroads in that market after 6 years. The 
US operation will be a crucial driver of future growth.  
Finally, the group provides personal loans with an average 
duration of around 20 months.  This book continues to 
grow as the banks pull back from the personal lending 
business.  Subject to economic conditions, we expect CCP 
to provide sustainable growth in coming periods from its 
key business lines.  

Webjet (WEB) has successfully diversified away from its 
domestic flight and hotel business and has invested to 
build the second largest global position in the provision 
of hotel beds to aggregator partners. The company is 
consistently delivering strong growth at a group level. 
The current valuation does not reflect the strong market 
position or the sustainable growth and, as such, we 
added WEB to the portfolio. Management’s track record 
remains strong and the balance sheet provides strength 
and optionality for incremental earnings through further 
M&A.

Freedom Foods Group (FNP) was added to the portfolio 
during the quarter following a strong result. FNP had 
suffered from a period of weakness as the market had 
concerns around the company’s ability to access milk 
given the impact of the drought on the dairy industry. The 
company showed the benefits of its vertically integrated 
platform as it accessed milk from its own farms as well 
as the benefits of its diversification by product and end 
market. FNP is set to benefit from a significant period of 
investment whereby earnings should grow ahead of peers 
as it drives sales of its dairy, plant-based and nutritional 
products into the broader Asian market. Trading at 
a discount to its own historic trading range with the 
expectation of increasing returns, FNP should deliver 
outperformance in a market that is seeking growth at a 
reasonable price.

Nufarm (NUF) was added to the portfolio during the 
quarter as we believed the market was capitalising in the 
current unfavourable seasonal environment indefinitely.  
This provided us with an opportunity to acquire shares 
at an attractive and substantial discount to intrinsic 
value.  We expect the recovery of earnings as seasonal 
conditions improve to result in a material re-rating of 
the share price.  NUF is a leading domestic and global 
player in crop protection products, with geographically 
diversified operations across Australia, North America, 
Latin America, Europe, and Asia. The company has a high 
margin seed technology and treatment business and 
is also developing an Omega-3 canola alternative feed 
product for the global aquaculture market. With a heavily 
depressed valuation and several positive growth drivers 
in the pipeline, we remain positive on the outlook for the 
stock.

Shopping Centres Australasia (SCP) was added to the 
portfolio during the quarter for its attractive yield and 
defensive attributes. Although the retail sub-segment 
of the Australian real estate sector has been suffering 
for much of the past year, we prefer SCP because of its 
modest relative valuation and its high exposure to non-
discretionary spend in supermarkets. SCP owns a portfolio 
of sub-regional and neighbourhood shopping centre 
assets with a 50/50 split between anchor and specialty 
tenants, both of which are subject to fixed periodic rent 
reviews and turnover rents. With its portfolio made up 
primarily of stalwart tenants such as Woolworths and 
Wesfarmers, SCP has a high degree of earnings and 
distribution certainty and is expected to offer a very 
attractive yield.
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Key disposals and material adjustments

Sold
ARQ Group (ARQ)
Blackmores (BKL)
Beach Petroleum (BPT)
Speedcast International (SDA)
OFX Group (OFX)
Super Retail Group (SUL) 
Spark Infrastructure (SKI)

ARQ Group (ARQ) has failed to capitalise on corporate 
investment in digital customer solutions. Recent 
execution has been poor and the recent share sale by the 
CEO prior to an earnings downgrade does raise concerns 
about the quality and alignment of management. 
Consequently, we removed the stock and reinvested the 
funds in more attractive risk/return opportunities.

Blackmores (BKL) is exposed to the attractive growth 
opportunity in Asian wellness supplements. However, 
we are increasingly concerned as the company makes 
changes to its distribution channels. Further, recent 
management changes increase risk. As valuation does not 
yet reflect these risks, we moved to exit the position.

We have elected to sell our Beach Petroleum (BPT) 
holding as its share price has responded favourably to 
recent company FY19 production and EBITDA guidance 
upgrades and the stock now exceeds our price target/
valuation.

While operating in an attractive industry, Speedcast 
International (SDA) has executed poorly in capturing 
industry growth as well as extracting benefits from its 
acquisitions. The company’s balance sheet is under stress 
as a result of recent earnings downgrades. Consequently, 
we removed the position and recycled the funds into 
more attractive opportunities.

We decided to remove the portfolio’s holding in OFX 
Group (OFX) during the quarter in favour of more 
attractive opportunities.

Super Retail Group (SUL) was removed from the portfolio 
following a strong FY19 result in which the company 
indicated that they continue to manage a challenging 
retail environment better than peers. However, the 
valuation opportunity at the time of investment has been 
achieved and we see comparatively greater upside from 
other opportunities in names exposed to an improving 
consumer.

We elected to sell the position in Spark Infrastructure 
(SKI) during the quarter as business conditions and SKI’s 
distribution outlook have deteriorated from the start of 
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Top 10 holdings#

Company name ASX code
Independence Group IGO
NIB Holdings Limited NHF
Healius HLS
Seven Group Holdings SVW
Steadfast Group Ltd SDF
Cooper Energy Ltd COE
Tassal Group Limited TGR
Bapcor Limited BAP
Nextdc Limited NXT
Premier Investments PMV

the year and we now see more attractive opportunities 
elsewhere in the market.

Sector allocation

GICS sector Ralton Index +/-
Financials 14.2% 11.0% 3.2%
Real Estate 5.1% 13.0% -7.9%
Industrials 9.4% 8.0% 1.4%
Materials 21.9% 20.8% 1.1%
Energy 6.0% 2.9% 3.1%
Telecommunication Services 6.2% 5.1% 1.1%
Consumer Discretionary 15.1% 15.2% -0.2%
Utilities 0.0% 0.6% -0.6%
Consumer Staples 6.0% 7.7% -1.7%
Health Care 9.0% 7.6% 1.3%
Information Technology 7.1% 8.0% -0.9%
Total 100.0% 100.0% 0.0%
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Performance of the Ralton Australian Equity ex 50 Portfolio (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 
Australian Equity ex 50 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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