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 accumulation index added 2.3% in September taking
the gain over the calendar year to 23% and the annual 12 month
gain to 13%.
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The ASX300 has risen every month this calendar year except
August.
While the broader index was fairly subdued, there was again some
major moves within sectors.
Banks were surprisingly the strongest sector given the tepid
economic outlook and the likelihood of further interest rate cuts.
NAB rose 8% in September with ANZ up 6%. Three major banks
NAB, ANZ and WBC will declare dividends in November which
adds to their appeal. There was also a value rotation in September
globally that saw broad buying of lower multiple stocks at the
expense of higher priced growth stocks.
This rotation saw defensive stocks weaken. Telcos were down 4%
while Healthcare fell 3.1%. REIT’s were weaker falling 2.7% after
big gains during the year.
The AUD/USD held at 67 cents. Gold fell below US$1,500 to
$1,478.
Oil was steady despite the attack on Saudi production. Iron ore
popped 10%. The US 10 year bond yield reversed in September
with a 20bp lift in yield.
We note the continued roll down in some high priced growth stocks
internationally. Since listing, Uber has now fallen 30%, Lyft is down
47% and Spotify is down 36%. The controversial WeWork float in
the US has stalled while Peloton fell 20% on debut. It seems the
market has become wary of profitless revenue growth and that a
“fear of missing out” has been replaced by a “fear of getting hurt.”
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Our best absolute performers were Catapult up 17%, James
Hardie up 10%, Oil Search up 10%, Reece up 9% and
newcomer Opticomm up 8%. The Dexus REIT was the only
disappointment falling 7% while Alacer Gold eased 5% after
nearly doubling over the last year.
Opticomm has been added to our portfolio after an IPO
conducted by Morgans in August. Opticomm is a network
infrastructure operator specialising in the last mile of connection
to homes in new housing estates. Opticomm competes with
NBN and holds 30% estate market share. NBN has 60%. We
like the economics here given the recurring earnings model and
increasing demand for connectivity. The $2 IPO price looks
good given last trade at $3.50.
In September we sold our holding in property services market
leader REA Group. This stock was acquired in April at prices
around $76. We have sold closer to $105. Our target price has
been achieved. We consider that at these elevated prices, there
is a considerable property recovery already built into the current
share price. It often happens that anticipated recovery is priced
so well in advance that it becomes more risky to await
confirmation of that recovery.
During September, we attended the A2 Milk Investor Days in
Shanghai. Quest bought into A2 Milk in August after a big
tumble in the share price. The trip highlighted both the potential
reward and the risks in this business. Our target price remains
well above current levels. A2 Milk has terrific brand strength
and high margins but the company does operate in a very
competitive environment. The recently announced increase in
marketing has spooked the market in the short term. Our
analysis suggests the stock will generate above average cash
flow over the next few years and we remain confident post trip
in our position.
In September the Australian milk formula producer Bellamy’s
was bid for by leading Chinese dairy manufacturer China
Mengniu. This takeover suggests there will be ongoing
corporate consolidation in this very fragmented industry.
Our team also attended the James Hardie Investor roadshow in
Europe and USA. Hardie is a larger position for us.

We have accepted the cash and scrip bid for Botswana copper
explorer MOD Resources by Sandfire Resources. While only
a small holding, the gain exceeds 25% in only a few months. It
makes sense for MOD to take this project forward with a larger
partner. The bulk of consideration is cash with a small Sandfire
holding arriving later in the month as the deal completes. MOD
Resources has now delisted pending completion.
Cash at the end of the month was approximately 3.5%.

While China may be absorbing pain from trade wars, it is
making major strides in renewable energy. Coal has decreased
from 74% of fuel consumption to 58% since 2006. Renewables
consumption is now above 25%, well above the USA and
Germany. China has the world’s largest high speed rail network
and the fastest growing subway system. China also has the
fastest global uptake of electric vehicles and the bulk of the
world’s electric buses. China is still however responsible for a
colossal 28% of global emissions but at least that contribution
is no longer growing.

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 RIO
and Amcor. We also look to add value outside of the major
stocks, recent examples being Prospa, Catapult, Carbon
Revolution and Lendi. The portfolio typically carries a number
of mid and smaller cap stocks where we believe our experience
in this field 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 August 2019) 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

