The Quest Australian Equities Concentrated Portfolio is a
Separately Managed Account (SMA), actively managed by
Quest Asset Partners Pty Limited. Our objective is to
outperform the S&P/ASX300 Accumulation Index. SMA’s are
professionally managed portfolios that allow the investor to
retain beneficial ownership of underlying securities while
maximising transactional visibility.

The ASX 300 finally pushed through the all-time high on the second
last day of July with the previous record of October 2007 receding
into history. The technically minded will have noted that the
Accumulation index high had already been broken in June (which
adjusts for dividends paid). Regardless, the bull run is now more
than 10 years old since the nadir post the GFC.
The market is all about interest rates as the US Fed lowered rates
as expected for the first time in 11 years. Locally, the expectation
is that the Australian Reserve Bank will also cut rates again,
possibly twice in the next 12 months. The latest CPI figures show
the 1.6% annualised inflation rate to be below the RBA target of 23% once again, a situation that has persisted for over 4 years.
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Interest rates are now negative in some parts of the world. It is
important to grasp the enormity of this new paradigm as investors
are actually paying to hold government debt. Rates are negative in
Germany, France, Belgium, Sweden, Slovakia, Italy and others.
The discount rate applied to future earnings is falling over time
encouraging asset prices to rise. The market has risen now for 7
months in a row this year.
As rates fall the pressure to buy yield increases and it is obvious
where this has led investors. The four major banks are up 16% pre
dividends on average in 2019. The REIT’s index has risen 21% this
year. The search for growth has sent some tech stocks to very high
levels; in some cases, stupid valuations.
As such we are increasingly concerned at the herd buying of
many stocks that looks similar to the behaviour seen in
August last year just prior to a major stock price correction.
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The RBA cut another 25 bp at the beginning of July following
the June rate cut which was the first since August 2016. This
lowers the cash rate to a record low of 1.0%.
While rates are the biggest driver of valuation, the persistent
ramp up in global tensions needs to be considered. Sentiment
has played such a big role in this bull market.
Unfortunately the Trump tactic of “poking the bear” has spread
from China to Russia and now the Middle East resulting in
investment sentiment being highly jittery. Hong Kong is not
helping either. The chance of someone lashing out, other than
Donald Trump, is a concern to us as investors. The continued
pressure on the gold price, which is now well above US$1,400,
confirms a widespread concern about the world order.
In July we did not add a new stock to the portfolio as nothing
was found to satisfy our parameters. This has happened before
and ironically these times are often followed by a correction in
the market. A prolonged period of “nothing to buy” usually
means the market is too high. The current climate, in our view,
is very similar to August of last year, which was the start of a
correction that lasted for four months.
Our best attribution performers were Prospa, Mineral
Resources, Alacer Gold, CSL and Worley Parsons. Quest
had no disappointments other than in a relative sense where
our nil position in Wesfarmers and Woolworths worked
against us. Both stocks were firm in July.
Our holding in Pushpay Holdings was sold in July. Recent
results, while solid, have led to a lower valuation under our
methodology. The stock has been held for two years and has
delivered a solid 130% return.
We have also reduced our successful investment in REA
Group as the price closed on the $100 level. REA has
performed very well in this tech driven market.
Quest continued to build our position in Investec Australia
Property Fund (IAP) which listed in early June. Investec own
fringe office and industrial sites mainly in Sydney and
Melbourne. The business has no residential or retail assets.

Our holding in small business lender Prospa (PGL) was
increased after a June IPO. Prospa is lending to the SME
sector as an alternative to the major banks.
Our cash is again above average at over 7%.

The recent Household income and Labour Dynamics
Survey (HILDA) released in July contains some interesting
social statistics for the nation. The median (as opposed to
the average) household income post GFC between 2009
and 2017 actually fell after rising prior to the GFC.
The percentage of 18 to 29 year olds living at home lifted
from 47% for males and 37% for females in 2001 to 56% for
males and 54% for females in 2017.
HILDA is a longitudinal survey covering 17,000
Australians conducted by the Department of Social
services since 2001.

The Quest team invest to make an above average return. We
pay less heed to beating an index.
We research investments from the ground up and invest based
on our assessed valuation. We seek minimum 15% upside.
This valuation becomes our target price.
A Quest portfolio includes known names such as CSL and
industrials such as Amcor. We also look to add value outside
of the major stocks, recent examples being Prospa, Catapult,
Bravura and Bingo Industries. The portfolio typically carries
a number of mid and smaller cap stocks where we believe our
experience gives us an advantage.
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Disclaimer
This report has been prepared by Quest Asset Partners Pty Limited, AFSL 279207 (wholesale), ABN 47 109 448 802. It should be regarded as general information only rather than advice.
It has been prepared without taking into account any person’s objectives, financial situation or needs. Whilst Quest has used its best endeavours to ensure the information within this
document is accurate it cannot be relied upon in any way and recipients must make their own enquiries concerning the accuracy of the information within. Past performance is not a
reliable indicator of future performance. All performance figures are based on the JBWere Multi-Asset platform seed portfolio. Performance can vary by platform and client due to mandate
restrictions and other constraints. Before making any financial investment decisions we recommend recipients obtain legal and taxation advice appropriate to their particular needs.
Investment in a Quest Asset Partners Separately Managed Account can only be made on completion of all the required documentation. As Quest hold a wholesale AFS licence, this report
should not be passed on to any retail client.
The Lonsec Rating (assigned October 2018) presented in this document is published by Lonsec Research Pty Ltd ABN 11 151 658 561 AFSL 421 445. The Rating is limited to “General
Advice” (as defined in the Corporations Act 2001 (Cth)) and based solely on consideration of the investment merits of the financial product(s). Past performance information is for illustrative
purposes only and is not indicative of future performance. It is not a recommendation to purchase, sell or hold Quest Asset Partners Pty Limited product(s), and you should seek independent
financial advice before investing in this product(s). The Rating is subject to change without notice and Lonsec assumes no obligation to update the relevant document(s) following
publication. Lonsec receives a fee from the Fund Manager for researching the product(s) using comprehensive and objective criteria.
For further information regarding Lonsec’s Ratings methodology, please refer to our website at: http://www.lonsecresearch.com.au/research-solutions/our-ratings

