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.

World markets appear to be in a drawn out search for direction.
The Dow was up 2.1% but down 1% for the calendar year. The
S&P500 was up 2.8% but up only 1% for the calendar year. Europe
bounced back after a weak first quarter; the FTSE rose 2.2% while
Shanghai was flat.
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There were many May highlights. Locally, CSL became the fourth
largest stock in Australia ahead of ANZ and National Bank and
closed at $186. AMP management were roasted by the Royal
Commission and lost both Chairman and CEO. AMP is down 25%
this year to $3.90, the lowest since 2010. Telstra fell 12% in May to
$2.80.
The continuing decline of AMP and Telstra is a reminder of why
investors need professional managers. Thousands of investors
continue to hold these stocks due to some sense of loyalty that
remains unearned. The ownership of a stock that maintains hope
as a strategy usually leads to disappointment.
The US 10 year bond reached 3% from 2% only 6 months ago. It is
now almost two years since the 10 year yield hit a low at 1.36%.
There continues to be many reasons for investors to worry about
global markets but that has been the case for the last three years.
The imposition of US tariffs continues to periodically spook markets
with Chinese military expansion in the South China Sea creating
further uncertainty. Interest rates in the US are rising and inflation
is apparent in US labour markets. Balancing this is the global thirst
for growth and yielding assets against a backdrop of global growth
and relatively cheap money.
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The Quest portfolio exceeded market returns in May.
Netwealth Group has had a spectacular six months since
debut in November and has now surpassed our lofty target. A
growth business independent of the banks and a scarcity of
scrip (with only 38% of the stock tradeable) has created a
tight register. Netwealth has burst through $9 after floating at
$3.70 last November, a 240% gain. The float of 2017!
Vista Group rose 14%, Reece 13%, Alacer Gold 12%, and
iSelect and CSL both added 9% in May. Boral was the only
holding that disappointed falling 9%. iSelect recovered after a
poor April and appears likely to be the subject of some
corporate action. A competitor has built a 19% holding since
the downgrade. Quest gained relative performance by not
owning AMP and Telstra.
There were a few portfolio changes in May. The team
continued to reduce positions in stocks that have delivered big
gains, some of which seem to be surging on a new wave of
money searching for growth stocks regardless of the price.

The Quest Ex-20 portfolio is now receiving flows from
sophisticated investors. The portfolio is currently running at
7.3% ahead of the benchmark over 1 year with a return of
20.5% pre fees. Best performers this year have been
Updater, Pushpay, Bingo and Bravura.

The Economist reports that active managers owned an average of 120
stocks in portfolios in 2007 but only 60 on average in 2017.
A good sign and expect this to continue! Quest currently carries only 28
stocks in the HNW portfolio with a 35 maximum.
The best way to fight back against passive managers is to beat the index
post fees and it seems that fair dinkum managers have been lifting
concentration for a while.

As a result we reduced positions in Bingo Industries, Lend
Lease, Pushpay, Bravura Solutions and Netwealth.

The Quest team invest to make an above average return; not to
beat an index.

Portfolio additions included Westpac prior to the dividend ex
date, CBA, Amcor and Woodside. Our team is rotating away
from smaller stocks at this time.

A Quest portfolio includes known names such as
Commonwealth Bank and industrials such as Lendlease. We
also look to add value outside of the major stocks. The portfolio
typically carries a number of mid and smaller cap stocks where
we believe our experience gives us an advantage.

The Financial Services Royal Commission rolls on and has
highlighted numerous deficiencies. There will be a new layer
of compliance, improved practices and a weeding out of
individual scoundrels as well as some financial penalties. We
do not however see a threat to dividend yields on banks which
are now between 5.7% and 7.3% fully franked. Capital
requirements as measured by CET1 are already at 2020
targets suggesting that some banks could commence Capital
Management programs should further funds be raised from
asset sales. ANZ already has a buy-back. CBA are looking to
sell Colonial while NAB may sell MLC. More excess capital
means more buy backs from the banks plus the dividends.
The prolonged underperformance of banks may be at an end.
Cash is currently 3%.

Phone 02 9409 2300 for Michael, 9409 2301 for Chris and
9409 2303 for Troy.
Suite 8.07, 6A Glen St, Milsons Point NSW 2061

quest@questap.com.au www.questap.com.au

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 September 2017) 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

