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Welcome to the first edition of The Investing 
Times for 2014. A year where we expect to see 
further consolidation in the worldwide economic 
recovery.  

Despite the global economy still shy in the midst 
of restoring its pride, most global share markets 
brazenly basked in a year to remember. The 
‘easy money’ was made in the market last year 
as global and domestic equities moved higher 
on positive momentum out of the US, and to a 
lesser extent, Europe. If you did not have the 
appropriate level of exposure to developed 
equities, then your would have invariably 
underperformed. 

Locally, the S&P/ASX200 index returned an 
impressive 15.1%, while in the US, the Dow Jones 
piled on 26.5% and the S&P 500 accelerated 
29.6%. London’s FTSE 100 bounced 14.4%, but 
the emerging markets and China were not able to 
extend gains (down 2.4% and 3.9% respectively). 
The story of the year was Japan’s Nikkei 225, 
which surged a massive 56.7% for the year after 
a five year slump, where the index simply trended 
sideways. As a whole, global equities returned 
24.1%, with all returns quoted being exclusive of 
dividends.    
Commodities didn’t fare as well, feeling the pinch 
of a Chinese economy cooling its heels, with 
iron ore (-7.4%), copper (-6.7%), lead (-5.4%), 
aluminium (-14.0%), nickel (-18.6%), and silver 
(-35.8%) all losing considerable ground. Gold 
(-28.8%) had its worst year since 1981, and bonds 
experienced some of the biggest losses in nearly 
two decades. 

The RBA continued to ‘jawbone’ the AUD with 
statements such as “uncomfortably high”. 
Thankfully, the currency retreated on the back 
of these comments (and other factors over 
the course of the year) and depreciated 14.2% 
against the Greenback – which no doubt pleased 
the Governor. 

2014 – What’s in store?
We see the Australian share market at or around 
fair value at present. There’s been a rapid PE 
expansion for many of our larger companies 
throughout the bull market, but we don’t believe 
the Australian market is at a great risk of a fall. 
Much of our market should be underpinned by 
healthy dividend yields. Monetary policy and 
inflation remain favorable for investment into 

equities, and global growth is expected to keep 
on improving.  

Equities in Australia that are levered to a 
weakening AUD are expected to be standout 
performers in 2014 as US tapering continues. 
Should this unfold, it will also provide a further 
tailwind to total export earnings from resources 
and energy in 2013-14 which are expected to 
increase by 17% due to higher export volumes 
and a softer dollar (according to a report 
released by the Bureau of Resources and Energy 
Economics).   
The level of caution now required at this stage 
of the economic recovery has significantly 
reduced, although earnings growth globally is 
likely to remain tough in 2014 and this will be 
the linchpin in sustaining positive returns both 
here and abroad. Although global economic data 
has progressively become more upbeat, we do 
not expect returns in equities this year to match 
those of last year. All in all though, equities stand 
a good chance of becoming the best performed 
asset class once again, and Lachlan Partners’ 
Research Analyst, Simon Bridgland, gives some 
further insights as to how markets may behave in 
2014 on pages 2 and 3 of this edition.

In this issue
As we turn the corner and enter a new year, 
Stuart Graham tackles a couple of issues that are 
making headlines at the moment – the potential 
risks that the emerging markets pose, and share 
market volatility. He also assesses whether the 
share market rally can be sustained in 2014. 

David McCrorie gives everyone a refresher 
on TTR’s, and Ali Cain takes a look at whether 
interest rates may have bottomed or if there’s still 
further easing to come.  

Mark Bennetts continues with his series 
of articles on divorce and estate planning, 
while Mark Sullivan gives us a crash course in 
transferring a UK pension to an Australian super 
fund.  

Tech, Tech, Boom – Roberto Tappero discusses a 
hot topic for all the traders out there, and finally, 
Scott Dixon gives us a few tips on how to make 
money from an ageing population.       
We wish you profitable investing in 2014 and as 
always, we welcome your thoughts and feedback. “Don’t be afraid to go out on a 

limb.  That’s where the fruit is.”

Arthur F. Lenehan

a year to remember
by Philip Pezzi

Philip Pezzi, Head of Lachlan Partners.
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continued on page 3

outlook snapshot

• economic: Global economic data has generally been more upbeat, particularly from 
Europe and the US. For the most part, the US shrugged off the government budget 
impasse and consequent fiscal uncertainty to come out the other side and continue 
in its recovery. The Australian economy is still growing below trend and this looks 
set to continue over the short-term at least. The RBA has worked hard and lower 
interest rates and a lower AUD may finally be gaining traction. There are some small 
signals suggesting that non-mining and consumer spending may gradually pick-up, 
which would be a relief given the weakening mining sector that continues to drag on 
growth.       

• equities: Domestically, we still expect earnings growth to remain tough in 2014 and 
this is likely to be the linchpin in sustaining positive returns in our equity market. 
Earnings growth has been hard to come by over the past two years. Appreciation 
in Australian equities has largely been driven by positive momentum in the US as 
a result of the Fed’s continuing stimulus. Companies have been forced to reduce 
costs as much as possible in order to increase profit margins in a period where true 
earnings growth has been elusive for the majority of Australian companies. It is 
probably wishful thinking to imagine the S&P/ASX200 could generate a return in 
excess of 20% in 2014 as it did in 2013 with earnings growth virtually non-existent 
at this stage. In saying that, we do not see a huge correction in stocks given interest 
rates and inflation are low, (which are favourable for investment in equities) and 
global conditions and growth particularly in the US and UK are also on the up. 

• Fixed interest: Corporate bonds remain our preferred debt exposure over 
government bonds in this low interest rate environment. As the US Federal Reserve 
continues to wind-down its asset purchases throughout the course of 2014, long-
term yields should gradually rise as the Fed slowly exits as a buyer. Rising interest 
rates are also a source of risk, but we don’t see this playing out for some time to 
come and there is probably an easing bias in Australia at this early stage in the new 
year.     

• Property: The housing market has continued to strengthen with Australia’s official 
cash rate remaining at an all-time low of 2.50%. In the year to December, house 
prices rose 9.9% with the data revealing that prices increased across all capital 
cities in 2013. Sydney was the best performing market with prices rising by 15.2%, 
whilst the lowest returns were from the ‘City of churches’, Adelaide growing only 
3.0%. 

• alternative assets: Alternative assets such as diversified managed futures provide 
an alternate source of return which is uncorrelated to traditional asset classes, 
particularly during periods of share market weakness and above average volatility. 
Alternative assets are like insurance for your portfolio – you don’t need it, until you 
need it – so, consider alternatives as part of your 2014 portfolio.  

• Currency: After the AUD/USD shot up to 0.9758 in October, we’ve since seen a 
steady decline as the expectation of the Fed tapering its asset purchases became 
a reality and some jawboning from the RBA also put the AUD under some selling 
pressure. Further tapering from the Fed should theoretically continue to weaken the 
AUD. The expected narrowing of the Australian/US interest rate differential, weaker 
growth in Australia, mixed outlook for commodities and decreasing terms of trade 
should also drive the AUD lower. 

economic outlook
After months of anticipation and a false start, the US Federal Reserve announced that it 
would commence tapering its quantitative easing program and reduce its asset purchases, 
which are now down to US$65bn per month. The asset purchasing program is designed to 
stimulate the US economy, but as economic data has continued to improve, the US Federal 
Reserve deemed that the data was strong enough to commence tapering. But in doing so, it 
made a promise to keep interest rates lower for longer than the market had been anticipating. 
Australia’s economy is in decline and in some ways is not faring as well as the US, lacking 
the support and stimulus of our US counterparts. Our labour conditions are deteriorating 
and retail sales continue to be weak despite the record-low interest rate environment. 
One positive sign is that retail sales have just ticked above the 10 year average. So, if you 
take the glass half-full approach to the retail sales data, perhaps there are signs that low 
interest rates are starting to make an impact. 
Unfortunately for investors, we expect to see further deterioration in mining investment 
and the unemployment rate, before we see an overall uplift. 
Australian residential property prices have surged over the past two years and this is 
providing families with some levels of optimism and confidence, with prices rising circa 

by Simon Bridgland
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10% in 2013. Unfortunately this puts the RBA in a precarious position as parts of the economy could well benefit from lower 
rates, such as the employment market and tourism, but further rate cutting could risk creating a property bubble. 
The bottom line is that parts of the Australian economy continue to struggle. The AUD/USD was four cents weaker in the 
December quarter and the benefits of this will flow through to exporters and those Australian companies that do most of 
their business offshore. Recent housing data increases the likelihood that we are at the bottom of the interest rate cycle and 
that hikes rather than further cuts are more realistic this year. 
One shining light for the Australian economy can be taken from a survey of Bloomberg economists suggesting the 
Australian economy will expand 0.7% in 4Q13 and then move up to 0.8% for the 2015 corresponding period. 
                

Investment strategy
Investors need to remain patient 
and realistic and ride out the 
continuing global economic 
recovery. 
Although the global economy has 
stablised, there are still downside 
risks to all asset classes, including; 
a tapering that is “too sudden” 
and subsequently stalling the US 
recovery; a struggling Eurozone; 
a rather lacklustre Australian 
economy; the potential for global 
interest rates to rise; an elevated 
AUD; and slowing growth in China 
(albeit not as soft as many pundits 
suggested was going to be the case). 
 
 
 

equities  
Equities, particularly global equities, rallied strongly over the December quarter. We are now in the midst of the US 
reporting season and as discussed above, it hasn’t set the world on fire yet. February is the time that the bulk of Australian 
listed companies report 1H14 earnings to the market and we are expecting companies to vary in great degree from sector 
to sector. We think there could still be some surprises on the downside for miners, mining services and retail; while sectors 
that could deliver good performance are likely to be within healthcare, utilities, consumer staples and the financial sector. 
Companies that disappoint the market with earnings are often punished too severely so there could be a few 
opportunities that arise after the dust settles. 
As discussed in the last September Quarterly Global Outlook, very little was provided by company management in terms 
of a 12 month outlook because, at the time, there was a lack of confidence and economic stability surrounding the pending 
federal election. It will be interesting to see what boards opt to do throughout February.  
We continue to recommend that a neutral weight is maintained across all risk profiles, with an appropriate mix to long/
short strategies and small cap stocks in your portfolio, with positions in global and Australian equities, as well as exposure 
to the growth engine that is the emerging markets. 
Property 
We expect low growth in property values through the commercial sector which is supported by reasonable demand given 
the level of supply. Rents remain healthy and thus the sector should continue to provide good income with underlying 
property values steady or slightly improving. Listed property is more volatile than unlisted property, but it continues to be 
supported for its good income generation ability and stability in underlying property prices, combined with the favourable 
liquidity characteristics that this form of property investment provides in comparison to unlisted property.
alternative assets 
Managed futures are our preferred alternative assets exposure in order to provide diversification of both returns and risk.  
Managed futures have a near-zero correlation with other more traditional asset classes such as equities and property, thus 
they continue to play a pivotal role in a diversified portfolio. 
Fixed Interest 
Poor returns on cash and the uncertainties in the world are resulting in government bonds remaining supported. However, 
we believe government debt carries more risk than corporate debt due to the risks from unexpected relative economic 
growth and improved levels of confidence around the globe. We are therefore comfortable to retain our underweight 
exposure to government debt. Corporate debt with low duration (sensitivity to interest rates) remains our preferred 
diversified fixed interest exposure. Low-growth environments have historically provided corporate bonds with the best 
conditions for returns and we therefore are comfortable to maintain our overweight exposure to corporate bonds. We 
expect this exposure to fixed interest to provide returns that are superior to cash and therefore continue to support an 
overweight position to fixed interest via corporate debt and an underweight exposure to cash.
Simon Bridgland, Editor of The Investing Times and Research Analyst, Lachlan Partners.
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reviSiting tranSitiOn tO retireMent (ttr) penSiOn StrategieS

For those individuals continuing to work beyond 
their preservation age, from a strategic perspective 
it is generally advisable to implement a Transition to 
Retirement (TTR) Pension.

Under current taxation regulations this strategy is 
usually more beneficial  for individuals aged 60 years 
and over,  as payments received from a TTR pension are 
not subject to personal income tax and do not need to 
be included within an individual’s personal income tax 
return. 

However, for individuals aged between 55 and 59, 
personal tax rates do apply on the taxable component 
of the pension at their respective marginal tax rate, 
less a 15% pension rebate, therefore any benefits of 
implementing a TTR pension strategy are likely to be 
more marginal.

How does the strategy work? 
 
The basic premise of the strategy involves the 
individual retaining the same net after tax cash 
position, firstly by converting their existing 
superannuation member account into a TTR pension, 
secondly by drawing a pension from the new TTR 
pension account (subject to a minimum/maximum) 
and thirdly making both salary sacrificed and non-
concessional superannuation contributions with the 
surplus cash flow.

There are two key benefits for the individual in 
implementing this strategy. Firstly an improvement 
in their own personal taxation position and secondly 
within the TTR pension account balance itself. In the 
case of the former, pre-tax salary is replaced with tax 
free pension income and for the latter, the assessable 
earnings within the TTR pension account are tax free, 
compared to the 15% tax rate that applies for earnings 
within superannuation accumulation accounts.

We illustrate the position for an employed individual 
turning 60 years of age in June 2014 and implementing 
a TTR pension strategy with effect from 1 July 2014. 
The commencing gross salary is $120,000 indexed 
by 3% per annum with superannuation guarantee 
contributions commencing at 9.5% increasing to 
11.5% in the final year. Salary sacrificed contributions 
are then made for the balance of the concessional 
contribution limit up to the current maximum limit of 
$35,000.
 
The minimum TTR pension of 4% of the pension 
account balance is withdrawn each financial year and 
non-concessional contributions are made with the 
surplus cash savings, leaving the net cash position at 
the personal level unchanged.   

We have assumed an income earning rate of 3.75% 
with growth of 4% per annum and no allowance 
has been made for refundable franking credits and/

or realised capital gains. At the end of each financial year the 
accumulation account balance is combined with the existing 
TTR pension account to purchase a new TTR pension at the 
commencement of the following financial year to ensure maximum 
tax efficiency of the strategy is retained.

 
Over the 5 year forecast period at current tax marginal rates, 
estimated total personal tax savings to the individual are $42,089 
with no change to the personal net cash position. The table below 
shows the estimated TTR pension and superannuation account 
balances at the end of the 5 year period before and after the 
strategy is implemented.

As shown above there is a potential improvement in the 
superannuation pension account balance of $52,458 by 
implementing the TTR pension strategy each financial year.

Does this strategy require review?

The TTR pension strategy does require regular review to 
ensure that it remains appropriate to the individual’s personal 
circumstances.  Under the example presented to ensure the 
maximum potential benefit is achieved, it is crucial the surplus cash 
produced at the personal level, is  contributed to superannuation, 
so discipline is required to ensure the surplus is not alternately  
utilised to increase personal consumption.

by  David McCrorie

David McCrorie, Principal - Private Client Advisor, Lachlan Partners Wealth Management, Melbourne.
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As we turn the corner into a new year, the question on most 
investors’ minds is whether the Australian stockmarket can 
propel itself to highs not seen since 2008, or are we destined 
for another pullback like those that occurred in 2010 and 2011. 
Certainly global economic sentiment starts the year in pretty 
good shape after a strong finish at the end of 2013. 

The US economy appears to be on track with the unemployment 
rate clearly retreating to more normal levels, housing starts on 
the recovery path, and the US Federal Reserve set to continue 
tapering its monetary stimulus program. That said, the US fiscal 
deficit is still at uncomfortable levels and it will take the economy 
a good decade to get the public debt side back to some sort of 
balance. 

In Europe, economic growth is set to receive a boost from a 
decline in the Euro, with the outlook for  the UK the brightest it 
has been for some years. 

emerging markets - potential risks

The emerging markets are however causing some concerns. In the 
last couple of weeks investors’ short term confidence in developing 
economies has taken a hit with the backdrop of reducing global 
monetary stimulus. Argentina has devalued the peso in an attempt 
to stimulate its economy, while the Turkish lira has tumbled to 
a new low against the dollar, causing a sell off in other emerging 
market currencies. 

In China, a report towards the end of January suggesting that 
manufacturing might contract for the first time in six months 
has raised concerns that Chinese growth is losing momentum. 
In addition, questions are being asked again about China’s $4.8 
Trillion ‘shadow banking’ sector and the effect of potential defaults 
in the sector. ‘Shadow banking’ refers to risky investment products, 
private lending between individuals, pawnshop and loan-shark 
operations in emerging markets, as well as more traditional 
financial activity such as derivatives, money-market funds, and 
securities lending. 

The risk is with these assets sitting outside the normal banking 
system, it makes it difficult for authorities in China and India 
especially to control their economies through normal interest rate 
and lending channels. Analysis of this issue ranges from extreme 
concern to those who believe the  problem will resolve itself over 
the next decade with little impact on the real Chinese economy. The 
shadow banking does assist in oiling the wheels of commerce in 
developing nations, with small businesses getting the lending they 
need and savers receiving returns higher than inflation.  A severe 
government crackdown on the sector could therefore be a knockout 
punch to economic growth, so the preferred approach is try to rein 
in the sector gradually whilst improving regulation and prudential 
controls.

It is worthwhile noting that one-third of investors surveyed in a 
Bloomberg Global Poll this month said an economic slowdown in 
China is the world’s major risk, up from 26 percent in November. 
 
market volatility 
 
For  these reasons it is likely that volatility in world stockmarkets 
could be quite high during the course of 2014 as investors price in 
the positive news from accelerating growth in Europe and the US

tHe oUtLooK For 2014
by Stuart Graham

against the negative effects of risks in the emerging 
markets. With 2013 seeing strong gains on both the 
Australian and global markets, it is fair to say the easy 
gains are now behind us – further rises in share prices 
will rely on growth in underlying company earnings.  
Factors which support shares continuing to march 
forward this year include:

•    Measured against historical price-earnings ratios, 
Australian and global shares are probably at around fair 
value at the moment, rather than overpriced; 

•    The difference between company earnings yields and 
bond yields is still fairly wide – it is normally only when 
this gap narrows or becomes negative that analysts warn 
of a potential correction to shares;   

•    We have only had a run of two of years of positive 
stockmarket returns since the most recent stockmarket 
low in 2011 – historically, on average bull markets in 
shares tend to run for much longer and show much higher 
total gains; and  

•    Monetary conditions both here and overseas are 
still accommodative and will serve to support economic 
growth for quite some time even if rates start to trend 
higher. 

Most analysts see the market trending higher this year, 
with a survey from the Australian Business Economists 
executive suggesting that the ASX 200 will finish the year 
at around 5570 points (a return of 5.6%) while AMP’s 
Shane Oliver is a little more bullish, forecasting 5,800 
points by the end of 2014. After a very solid 2013, our 
view is that if the Aussie sharemarket can achieve a high 
single digit return across the calendar year, investors 
will have been rewarded for holding growth assets.   
 
Longer term outlook

Vanguard Investments recently released their latest 
economic and investment outlook, which reviews 
growth, inflation interest rates and share and bond 
returns over the next 10 years. 

Vanguard sees the global recovery continuing at a 
below-average pace through a period of low interest 
rates, continuing high unemployment and debt levels, 
and elevated policy uncertainty. For the US, still the 
world’s largest economy, further acceleration of business 
investment (potentially driven by growing confidence in 
the economic recovery) is crucial if US economic growth 
is to continue recent gains. The health of US corporate 
balance sheets and profit margins indicate that this is 
quite feasible (although not guaranteed!). 

Stuart Graham, Private Client Advisor, Lachlan Partners Wealth Management, Melbourne.
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The baby-boomer effect is well known, but far too often is 
misunderstood. We have an unprecedented rise in the over 65 
age group and our working population is growing at a more 
modest rate. This article will detail the real problems we face 
and how you can profit from it.
 
australia’s ballooning retirees

The fact is that Australia’s overall population is rising by 
407,027 people per year, which comprises approximately 
97,000 growth in the 0-25 year old bracket, a 190,000 
growth in the 25-64 year olds and a 120,000 growth in the 
over 65s.

Just to clarify - this does not mean that we are accepting 
190,000 new migrants or magically giving birth to a 76 
year old… Rather, we are seeing a significant shift in our 
“demographic curve”. More specifically, the over 65 segment 
is growing at an unprecedented rate.

    

Source: ABS 

This spike in the over 65s has widespread implications. 
First and foremost, the Liberal Government is going to 
have a tough time getting the books to balance. The logic is 
that we have fewer taxpayers and more claiming benefits; 
and this ratio of workers to non-workers takes its toll on 
the Government’s finances. This means that the revenue 
collected in taxes will be unable to meet the increase in 
social security payouts (Centrelink payments such as the 
Age Pension) and is a significant headwind when trying to 
turn around a deficit into a healthy surplus. Unfortunately 
for Tony Abbott and his successors, this is a structural 
change and will most likely be with us for a long time. 

But rather than looking at the negatives; there are also 
positives. More specifically, many intelligent people 
are pointing to this spike in the over 65s as an area of 
opportunity. The theory is that the retirees (typically the 
over 65s) tend to increase spending on healthcare services 
and household necessities whilst reducing spending on 
other areas.

For this reason, healthcare services should theoretically be 
expected to increase their profits at a faster rate than other 
sectors. And in this anticipation, we see a premium in the 
price people are willing to pay for healthcare stocks.

HoW to maKe moNey From aN aGeING PoPULatIoN
by Scott Dixon

continued on page 7

      
Source: Bloomberg

As an investor, your job is to find a high quality asset and 
preferably pay a low price for it. This willingness to pay more 
for healthcare is an example of its popularity as an investment 
choice. The allure is understandable given the defensive 
nature of their income streams, but investors need to 
comprehend the fact that the majority of the upside is already 
priced in.  

For contrarians that would prefer a bargain, you will be hard 
pressed finding anything in the healthcare sector with a 
Price/Earnings ratio of under 15-20x (the majority are over 
25x). For this reason, most of the “value” managers worth 
their salt are avoiding healthcare. After all, the last thing you 
want is an expensive stock that is a dud.
 
Why the working population matters more

Outside of equities, the data analysis also showed us 
something extremely insightful. It appears that the movement 
in our working population has a far greater predictability of 
future opportunities than the over 65s category.

Source: ABS
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HoW to maKe moNey From aN aGeING PoPULatIoN
continued from page 6

    

Dates
Change in the growth rate 

of 25-64 year olds
Crisis event

1927-1930 -30.8% Great Depression
1940-1944 -52.6% World War 2
1950-1954 -56.5% 2 years in a row of share-market losses
1972-1976 -35.1% 1974 share-market slump
1989-1991 -29.5% Australia's last recession
1997-2002 -23.6% Tech Wreck
2009-2012 -26.1% Great Financial Crisis

Source: ABS

If we look at the grey shaded areas in the chart on page 6, a significant correlation exists between the biggest falls in our 25-
64 year old growth rate and our most troublesome times. Said another way, in every single period noted above, the share-
market fell sharply at some point during the time in which the working population suffered a setback.

At first glance, the naysayers might say this was coincidental or even causal; and they may be right. For example, World War 
2 was not caused by a change in the Australian working population (it was clearly the other way around). Yet regardless of 
cause and effect, the pattern is certainly striking and worthy of your consideration. 

We would not be so complacent to say that the prosperity of the economy or share-market hinges precisely on the number of 
25-64 year olds in Australia. Clearly it is a small fish in a very large pond. 

Yet in a world where it is getting increasingly harder to outwit your competition, keeping an eye on this type of data can 
uncover something that the experts overlook. 

How to invest in the face of this major change

Identifying a structural change is only half the battle, and requires another level of skill to profit from it. To reiterate our 
earlier point; the majority of demographics articles point investors to think about services for the elderly (healthcare, 
retirement villages and even funeral homes come to mind). This is all logical, but the premium to buy a company in these 
sectors arguably offsets the opportunities to gain.

Instead, recognise that an ageing population can create conservatism. It is a simple way of saying that as we age we tend 
to become more risk averse, meaning that bonds and other defensive investments (that offer conservative returns) will 
increase in popularity as our population ages.
 
The same principle applies to shares, with the added complexity of value. For those wanting a tactical tilt, retirees are 
hungry for secure earnings and a fat dividend cheque. Therefore, whilst far too many are focused on healthcare, there 
are many stocks that cater to the elderly with preferable valuation metrics. In this space, household utilities and personal 
product companies such as Spark Infrastructure and blackmores are trading on a Price/Earnings ratio of less than 15x 
and look far more fundamentally attractive than their healthcare peers. Challenger Financial Group is another. As always, 
doing your homework and turning over rocks can quite literally pay dividends.

 
 
                             Source: Bloomberg, FT.com

Scott Dixon, former Lachlan Partners Advisor, is a financial commentator and independent writer with expert opinions on viable investing strategies globally.
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   DIvorCe aND eState PLaNNING            

When a relationship ends it is important that you review 
your estate plan to ensure that there are no “loose ends” that 
can adversely affect your estate. 

The issues are quite complex for couples that divorce, but 
even more so for defacto relationships as there is often not 
a “formal” start and end date for the relationship and other 
potential estate beneficiaries may challenge the actual 
existence of the relationship. 

The legal recognition of relationships other than marriage 
and defacto, and the acknowledgement that they can co-
exist, further complicates the matter. 

Without careful planning and specialist advice an estate can 
find itself subject to multiple claims - some legitimate and 
some possibly opportunistic.

Wills

If you have a Will in place it can provide, in certain 
circumstances, a basic level of protection should you forget 
to review it after a relationship ends:

•   Your Will is automatically revoked if you subsequently 
marry unless your Will states that it has been prepared in 
anticipation of the marriage. 

•  Divorce automatically removes your ex-spouse as an 
executor and a beneficiary of your estate. It is important to 
note that, in the absence a “back up executor” nomination, 
your estate could be left without an executor and potential 
beneficiaries would need to apply to the courts to administer 
your estate. 

•  Ending a de facto relationship does not automatically 
remove your ex-spouse as an executor or a beneficiary of 
your estate.

Powers of attorney

Powers of Attorney are an effective tool that allow you to 
nominate a person (known as an Attorney) to legally act 
on your behalf in a variety of financial and non-financial 
circumstances. Neither divorce nor ending a de facto 
relationship cancels the nomination of an Attorney.

Personal insurance

Divorce or separation from your spouse does not change or 
revoke any beneficiary nominations you have made for your 
Life, Total and Permanent Disability (TPD), Trauma/Critical 
Illness, or Income Protection personal insurance policies. 

If you die any death benefit payments from your policies 
will go to your nominated beneficiaries or, in the absence 
of nominated beneficiaries, to the policy owner (the person 
paying the premiums). If you are the policy owner the 
benefit will be paid to your estate. 

It is interesting to note that the life insured and the policy 
owner will not always be the same person and that the 
policy owner controls the policy. If your relationship has 
ended acrimoniously it may be a little disconcerting to find 
out that your ex-spouse has retained a life insurance policy 
on your life!

Superannuation

Irrespective of the type of superannuation fund you have a 
death benefit payment can only be made from it to a person 
considered to be a “SIS dependant” being:

•   A current spouse (married or defacto) 
•   Children of any age of either or both of the spouses 
•   A person financially dependent upon the deceased 
•   A person in an interdependency relationship with the 
     deceased 
•   The deceased person’s executor 

If your ex-spouse can demonstrate that they were financially 
dependent or in an interdependent relationship with you 
they may be eligible for some or all of a death benefit paid by 
your superannuation account.  

Financial Dependant 
A person can be considered to be a financial dependant if 
they were receiving financial support from you at the time 
of  your death. Furthermore, there is no requirement for 
your ex-spouse to need or be fully dependent on the financial 
support.

Interdependent Relationships 
Each situation is evaluated on its merits and at the time 
of death of the superannuation member. The relationship 
would usually be non-sexual and involve people living 
together in a close personal relationship where support 
(financial, domestic, and/or care) is provided. Common 
examples would include siblings living together or a child 
living with elderly parents that require some degree of care 
or support. 

Superannuation Funds Generally 
If you are a member of a superannuation fund and you die 
the trustee often has discretion to decide how your member 
benefits (which could include insurance benefits) should 
be paid unless a valid “binding death benefit nomination” 
or “reversionary beneficiary nomination” is in place. In 
exercising this discretion a trustee could potentially make 
payment to: 

•   Any eligible SIS dependant - such as a financially 
     dependent ex-spouse 
 
•   The estate of the deceased 
  
•   Parties detailed in a “nomination of beneficiaries” 

Self-Managed Superannuation Funds (SMSF) 
If you die and you are a member of a SMSF the executor of 
your estate will step in and act as a trustee of your SMSF 
until the superannuation death benefits are distributed.

•   If you divorced, your ex-spouse will have automatically 
been removed as your executor preventing them from acting 
as a trustee in your SMSF.

•   If you ended a de facto relationship but have not removed 
your ex-spouse as your executor they may now be able to act 
as a trustee in your SMSF. Given that trustees can, in certain 
situations, exercise their discretion when making benefit 
payments this could contrary to your wishes. 

Strategies & Opportunities

by Mark Bennetts

Mark Bennetts, Private Client Advisor, Lachlan Partners Wealth Management, Sydney.
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Sharemarket

total market
Price earnings  

(Pe) ratio
market average 

Div yield

Current  7/02/14 14.26 4.52%

Comparison  7/02/13 15.21 4.27%

CUrreNt PoSItIoN - INDICeS 7/02/14

Australia

All Ords 5,184.5 24.4% below November 2007 high of 6,853.6
50 Leaders 5,329.1 19.7% below November 2007 high of 6,636.5
United States

Dow Jones 15,794.0 4.7% below December 2013 high of 16,576.6 
S & P 1,797.0 2.8% below January 2014 high of 1,848.3

 Defensive  
assets 

Growth 
assets

Zone 1 90% 10%

Zone 2 72% 28%

Zone 3 50% 50%

Zone 4 28% 72%

Zone 5 10% 90%

After a strong rally in 2013 and in the lead-up to Christmas, global share markets seem to be taking a breather before deciding 
which route to take in 2014. Recently, global economic data has generally been more upbeat, particularly from Europe and the US. 
For the most part, the US has been able to shrug off the government budget impasse of last year and consequent fiscal uncertainty 
to come out the other side and continue its recovery. The Australian economy is still growing below trend and this looks set to 
continue over the short-term at least. The RBA has worked hard to lower interest rates and a lower AUD may finally be starting to 
gain some traction and this is likely to continue on further tapering from the US Federal Reserve. 
There are some small signals suggesting that non-mining and consumer spending may gradually pick-up which would be a relief 
given the weakening mining sector which continues to be a drag on growth.
The US Federal Reserve (Fed) looks likely to trim its quantitative easing program in an orderly manner i.e. by US$10bn per month. 
If this plays-out, as most market analysts and economists believe that it will, then the unprecedented stimulus package from the 
Fed would be wound up by year-end. If however the Fed opts for a ‘quicker taper’, then there is a risk that it will unsettle markets 
as it is likely that US$10bn per month has already been factored into asset prices.

CUrreNt PoSItIoN aND marKet mooD

aUStraLIaN SHareS – ZoNe raNKING eXtraCt For PerIoD JaNUary 1977 to Date
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Total Market
Price Earnings  

(PE) ratio
Market Average 

Div Yield

Current  24/6/13 14.58 4.70%

Comparison 24/6/12 12.49 5.07%

CURRENT POSITION - INDICES 24/6/2013

Australia

All Ords 4,654 32.1% below November 2007 high of 6,854
50 Leaders 4,817 27.4% below November 2007 high of 6,637
United States

Dow Jones 14,799 4.0%  below May 2013 high of 15,409
S & P 1,592 4.6% below May 2013 high of 1,669

 Defensive  
Assets 

Growth 
Assets

Zone 1 90% 10%

Zone 2 72% 28%

Zone 3 50% 50%

Zone 4 28% 72%

Zone 5 10% 90%

Global equity markets have been sold off heavily over the past few weeks, with all eyes on US Federal Reserve Chairman Ben 
Bernanke. 

Every word out of the Chairman’s mouth has been analysed, scrutinised and then reacted to by investors around the globe. 
Bernanke informed markets that the Fed will begin tapering its bond purchases toward the end of 2013 if economic conditions 
continue to improve, and the markets didn’t welcome the news too kindly.  

The Dow Jones sunk more than 550 points in the following two days, with the largest single day point fall occurring since 
November 2011. The VIX (volatility index) has spiked by more than 60% in the past 5 weeks, gold and gold stocks continue to be 
heavily punished and the AUD/USD finds itself at its lowest level since September 2010, providing some relief for exporters. 

Our market has been sold off, but it perhaps provides an attractive opportunity if you decide to take a long-term view.  

CURRENT POSITION AND MARKET MOOD

AUSTRALIAN SHARES – ZONE RANKING EXTRACT FOR PERIOD JANUARY 1977 TO DATE

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

200.0

300.0

400.0

500.0

600.0

700.0

800.0

900.0

J

a

n

-

7

7

J

a

n

-

7

8

J

a

n

-

7

9

J

a

n

-

8

0

J

a

n

-

8

1

J

a

n

-

8

2

J

a

n

-

8

3

J

a

n

-

8

4

J

a

n

-

8

5

Zone 3

Zone 5

Zone 4

Zone 2

Zone1

300.0

1300.0

2300.0

3300.0

4300.0

5300.0

6300.0

J

a

n

-

8

1

J

a

n

-

8

2

J

a

n

-

8

3

J

a

n

-

8

4

J

a

n

-

8

5

J

a

n

-

8

6

J

a

n

-

8

7

J

a

n

-

8

8

J

a

n

-

8

9

J

a

n

-

9

0

J

a

n

-

9

1

J

a

n

-

9

2

J

a

n

-

9

3

J

a

n

-

9

4

J

a

n

-

9

5

J

a

n

-

9

6

J

a

n

-

9

7

J

a

n

-

9

8

J

a

n

-

9

9

J

a

n

-

0

0

J

a

n

-

0

1

J

a

n

-

0

2

J

a

n

-

0

3

J

a

n

-

0

4

J

a

n

-

0

5

J

a

n

-

0

6

J

a

n

-

0

7

J

a

n

-

0

8

J

a

n

-

0

9

J

a

n

-

1

0

J

a

n

-

1

1

J

a

n

-

1

2

J

a

n

-

1

3

Moving 15 Year Trend

ASX All Ordinaries

 



10
Issu

e 363 - 15th Feb
ru

ary 2014

The

Investing
 Tim

es
The

Investing
 Tim

es
Sh

arem
ark

et

ASX  
Code

Name Sector
Current 
Price
($)

Movement 
(%) ̂

Dividend 
Yield
(%) ~

Franking
(%) ~

Grossed 
Yield 
(%) ~

P/E Ratio 
(x)  ~

Sector 
P/E (x) ~

EPS Growth (%) ~ Net Debt/ 
Net Debt 
+ Equity 
(%) ~

Interest 
Cover 
(x) ~

Dividend 
Cover 
(x) ~

Return 
on Equity 

(%) ~

Cyclical 
Y/N

Yr 1 Est Yr 2 Est

WES Wesfarmers Ltd Consumer Staples (Food & Staples Retailing) 42.45 -1.42 4.7 100 6.8 19.9 18 8.6 12 15.6 3.44 1.06 9.6 N

WOW Woolworths Consumer Staples (Food & Staples Retailing) 34.97 3.89 4 100 5.7 17.6 18 4.1 6.2 29.1 2.92 1.42 26.3 N

CCL Coca-Cola Amatil Consumer Staples (Food Beverage & Tobacco) 11.39 -3.39 5.2 100 7.4 16.9 18 -8.2 5.3 48 5.86 1.15 24.5 N

STO Santos Energy (Oil & Gas) 13.68 -5.33 2.3 100 3.3 23.6 16.7 -3.2 13.1 32.5 13 1.84 5.8 Y

WPL Woodside Petroleum Energy (Oil & Gas) 37.58 -2.62 7 100 10.1 15 16.7 -11.1 21.3 10.3 2.44 0.94 12.2 Y

AGK AGL Energy Utilities (Multi-Utilities) 14.95 1.01 4.3 100 6.1 14 16.1 -1.2 11.2 28.2 6.38 1.67 7.9 N

SPN SP AusNet Utilities (Electric-Utilities) 1.23 0.82 6.7 33 7.6 15.3 16.1 2566.7 0 61.3 12.97 0.98 7.4 N

ANZ ANZ Ltd Financials (Banks) 29.45 -7.33 5.8 100 8.3 12.1 13.4 5.9 5.9 N/A N/A 1.42 14.8 Y

CBA Commonwealth Bank of Australia Financials (Banks) 73.52 -3.17 5.2 100 7.5 14.7 13.4 3.6 4 N/A N/A 1.3 18.3 Y

NAB National Australia Bank Financials (Banks) 32.78 -4.32 6.2 100 8.8 12.2 13.4 5.9 5.7 N/A N/A 1.33 14.6 Y

WBC Westpac Bank Financials (Banks) 31.25 -1.01 6 100 8.5 13.4 13.4 1.6 4.4 N/A N/A 1.25 15.6 Y

AMP AMP Ltd Financials (Insurance) 4.24 -1.17 5.3 50 6.4 15.7 13.4 -17.6 14.3 51.4 85.63 1.2 10.2 Y

QBE QBE Insurance Financials (Insurance) 10.96 -4.61 3.3 20 3.6 14.1 13.4 -30.4 25.2 17.4 -2.17 2.13 2 Y

COH Cochlear Healthcare (Health Care Equipment) 57.61 0.80 4.3 100 6.2 26.7 21.1 -7.3 28.5 28.1 2.24 0.87 37.8 N

RHC Ramsay Health Care Healthcare (Health Care Services) 42.58 1.24 1.9 100 2.8 26.7 21.1 19.3 14.8 41.8 4.76 1.93 20.5 N

BXB Brambles Industrials (Commercial Services & Supplies) 8.68 -4.30 3.4 10 3.5 18.1 21.5 3.9 10.5 43.8 6.38 1.63 23.5 Y

ORI Orica Ltd Materials (Diversified Chemicals) 23.18 -1.61 4.2 35 4.9 13 12.4 8.2 9.4 36.7 6.04 1.82 16.3 Y

BHP BHP Billiton Materials (Diversified Mining) 36.09 -3.06 3.7 100 5.3 12.5 12.4 18 4.2 28.1 2.9 2.15 18.4 Y

RIO Rio Tinto Materials (Diversified Mining) 65.96 -1.17 2.8 100 4.1 11.4 12.4 2.9 13.2 26.6 3.92 3.08 18.4 Y

 

JBH JB Hi-Fi Consumer Discretionary (Computer & Electronics Retail) 18.47 -9.56 4.3 100 6.2 14.5 18.1 8 6 14.7 0.68 1.6 47.3 Y

IVC Invocare Consumer Discretionary (Diversified Consumer Services) 10.39 -3.44 3.3 100 4.7 26.6 18.1 -3 12.3 58.7 6.24 1.13 28 N

MTS Metcash Consumer Staples (Food & Staples Retailing) 3.01 -4.35 7.5 100 10.6 10.3 18 -10.1 -4.1 35.8 5.63 1.31 16 N

WOR WorleyParsons Limited Energy (Energy Equipment & Services) 15.66 -5.95 4.9 75 6.5 14 16.7 -20.2 15.9 22.6 3.44 1.46 12.4 Y

PTM Platinum Asset Management Financials (Asset Management) 6.69 1.67 4.2 100 6 22.2 13.4 31.9 13.2 N/A N/A 1.07 47.9 Y

PDN Paladin Energy Energy (Coal & Consumable Fuels) 0.49 8.89 0 0 0 N/A 16.7 79.7 104.9 42 93.55 N/A -10.2 Y

NCM Newcrest Mining Materials (Gold) 10.37 34.68 0 30 0 28.6 12.4 -38.4 58.4 29.7 9.8 N/A 2.9 Y

LONG TERM ASX LISTED SHARES — CORE AND TACTICAL LISTS — 7th FEBRUARY 2014
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ASX  
Code

Name
Current 
Price       
($)

Movement 
(%) ̂

Revenue 
Growth 
(%) ~

Stanrdard 
Yield (%)~

Franking 
(%) ~

Net Debt/
Net Debt + 
Equity (%)

Interest 
Cover (x) ~

Return on 
Assets (%) ~

Return on 
Equity (%) ~

Business Description (Major sector)

SYD Sydney Airport 3.90 4 1.1 5.8 0% 75 13.8 3.8 5.6 Majority stake holder and operator of Sydney Airport

TCL Transurban 6.79 0 0.9 5.1 23% 59.9 17.5 3.3 4.5 Toll roads throughout Australia and USIN
FR

AS
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RE
 

SE
CU

RI
TI

ES

ASX  
Code

Name
Current 
Price 
($)

Movement 
(%) ̂  

Standard 
Yield (%) ~

Franking 
(%) ~

Gross Yield 
(%) ~

P/E Ratio 
(x) ~

Sector P/E 
(x) 

EPS Growth (%) ~ Net Debt/
Net Debt + 
Equity (%) ~

Interest 
Cover (x) ~

Dividend 
Cover (x ) ~

Net Tangible 
Assets 
(NTA) ~

Return on 
Assets (%) ~

Return on 
Equity (%) ~

Yr 1 Est Yr 2 Est

SGP Stockland 3.66 3 1.1 0 1.1 15.2 13.4 8 7.9 24.5 55.3 1.01 4.3 6.7

WDC Westfield Group 9.94 1 1 0 1 15.1 13.4 1.5 3.5 42.8 16.5 1.29 5.2 9.2

ASX  
Code

Name
Current 
Price

Movement 
(%) ̂

Base Rate*
Margin 
(%) >

Bank Bill 
Swap Rate 

(%) **

Coupon 
Rate (%)

Grossed 
Up Yield to 
Maturity 

(%)

Grossed Up 
Running 
Yield (%)

Franking 
(%)

Years to 
Maturity

First Reset/ 
Maturity 

Date

Face  Value
 ($)

S & P 
Rating

Payment 
Frequency

ANZPB ANZ Convertible Preference Shares 100.75 0.60 90 Day BBSW 2.50 2.62 3.58 2.99 5.08 100 0.4 16-Jun-14 100.00 A+ Quarterly

PCAPA CBA Perls III 192.70 0.80 90 Day BBSW 1.05 2.62 2.57 5.54 3.81 100 2.2 06-Apr-16 200.00 A+ Quarterly

CBAPA CBA Perls V 202.00 -0.90 90 Day BBSW 3.40 2.62 4.21 4.51 5.96 100 0.7 13-Oct-14 200.00 A+ Quarterly

IANG IAG Reset Exchange Securities 104.58 -0.20 90 Day BBSW 4.00 2.62 4.63 5.57 6.33 100 5.9 16-Dec-19 100.00 A- Quarterly

SVWPA Seven Group TELYS 4 88.65 2.40 180 Day BBSW 4.75 2.66 5.19 N/A 8.36 100 N/A N/A 100.00 Not rated Half Yearly

WBCPB Westpac Stapled Preferred Securities II 101.50 -0.10 90 Day BBSW 3.80 2.62 4.49 4.04 6.33 100 0.6 30-Sep-14 100.00 A+ Quarterly

WCTPA Westpac Trust Preferred Securities 95.30 0.80 90 Day BBSW 1.00 2.62 2.53 5.83 3.80 100 2.4 30-Jun-16 100.00 A Quarterly
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Notes 

sell - Twenty-First Century Fox Inc. (FOX). This is a sell as the company recently announced that it would cease its ASX listing.

*   Base Rate is rate that the hybrid issuer uses to set the market rate for the coupon payment (distribution).

** Bank Bill Swap Rate (BBSW) is a major indicator that most hybrids use.

~   Percentages are the forecast for the forthcoming year.

^   Movement is change in price since last issue of Investing Times newsletter

>   The margin is a rate above the BBSW. Please Note: The data in the above tables are now provided by Bloomberg. 

The data is an average consensus of the leading brokers throughout Australia.  
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These lists may differ to the investment recommendations of the Lachlan Wealth Management Investment Committee.
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The post-Ben Bernanke era has officially commenced. 

The contrasting views on Bernanke’s performance are being spoken about in great controversy. He will either go down in 
history as someone that rescued an American economy on its knees or, he will be remembered for deploying one of the most 
reckless displays of monetary policy that the world has ever seen with dire consequences potentially on the horizon.  

At this point in time however, the verdict on Bernanke’s tenure is still well and truly up in the air, and his legacy now rests 
with the newly-appointed Yellen and her judgement in unwinding Bernanke’s unprecedented easing policy.  

So, let’s meet Janet Yellen and her money machine. She is now one of the world’s most powerful individuals having taken 
over as the Chairman of the US Federal Reserve succeeding Ben Bernanke.

 

 
The US Federal Reserve has two mandates: 

1)    Full employment

2)    Stable price level (i.e. low inflation) 

These mandates create a balancing act because actions that focus on full employment can negatively impact inflation, and 
vice versa. 

Is yellen a hawk or a dove?  

Hawks place a larger weighting on inflation whereas doves are more concerned with the state of the employment market. 
So, it basically all comes down to what rate she decides to taper bond and mortgage backed security purchases as to what 
type of feathers she wears. It must be said though that continued easing is having very little impact on inflation figures. 

How quickly the tapering process takes hold will solely depend on Yellen’s take on the US employment market. As Vice 
Chairman in March 2013, Yellen gave a speech and identified six indicators used to assess the US employment outlook, 
giving the market an early message that the labour market is of grave concern to her.

Unemployment 
Rate

Labour Force 
Participation 
Rate

Hire Rate Quit Rate* Layoffs and 
Discharges 
Rate

Payroll Growth

Current Figure 7.30% 62.8% 3.3% 1.7% 1.2% 204,000
Start of 
Recession 

5.00% 66.0% 3.6% 2.1% 1.3% 93,000

* A higher quit rate is better as it’s an indication of a worker’s confidence in finding a new employment opportunity

 
As displayed in the table above, four of the six indicators are still below the levels when the recession began. 
A couple of weeks ago, the US stimulus package was cut by a further US$10bn per month to US$65bn per month. So, even 
though there has been a changing of the guard at Federal Reserve level, it appears that the Fed is sticking to its plan for a 
gradual withdrawal and staying the course rather than completely turning off the sugar.  

changing Of the guard – hawk Or dOve?                   
by Simon Bridgland

continued on page 13
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Following the most recent meeting where the tapering was officially announced, the Fed mentioned that Labour market 
indicators were showing some improvement, but were still weak in relation to the Fed’s optimum target. It has certainly 
declined, but it still remains elevated. 

In practical terms, the Fed’s stimulus was designed to speed up the recovery from the worst recession since the Great 
Depression, so whenever stimulus is cut back, even in gradual doses as the economy improves, markets do become uneasy. 
To try and stabilise markets, the Fed reiterated at its meeting that it will most likely hold its target interest rate near 
zero,“well past the time that unemployment falls below 6.5 percent, especially if projection inflation remains below the 
Committee’s longer run goal of 2 percent.”

According to a Bloomberg survey, economists share the opinion that the Fed will continue to taper by US$10bn per month 
and end the program by December of this year at the latest. The early signs are that Yellen is on the same page. 

A US tapering does bring some concerns to the emerging markets region however, and recently, India, Turkey and South 
Africa all raised interest rates in an attempt to dampen inflation and support their own currencies. This action, combined 
with a tapering of stimulus in the US, has sent shockwaves throughout the emerging markets. Adding salt to the wound, 
there is now growing concern that a US tapering and the possibility of rising interest rates in the emerging economies will 
result in slower growth throughout these economies.  

In years gone by when the US was growing at a healthy pace with no Fed  support in place, American’s would buy more 
than they would sell and rapidly increase the demand for goods produced out of emerging economies. Now, a recovering 
US economy is experiencing a spike in home-grown production and it is buying less from the emerging markets in growth 
terms than they once were. New discoveries and exploration in oil and gas are helping encourage this trend. The US has 
the smallest current-account deficit since 1999 as displayed in the chart below, and these numbers don’t lie. Furthermore, 
a gradual reduction in stimulus is only likely to result in the current trend remaining intact which is what has triggered 
recent panic in the emerging markets.  

    

On this evidence, it quite clear that Yellen’s actions in the coming months will impact more than just the US. The emerging 
economies will continue to feel the pinch as the unwinding of stimulus rolls on. Given the Fed’s statement however, it 
appears that they don’t feel any responsibility for reactions throughout the emerging markets and it appears that this 
factor won’t be acknowledged at all when decisions are made on tapering. 

As for Bernanke’s time at the helm, Yellen’s reading of the situation and ultimate unwinding of the asset buying program 
will have a significant bearing on the way that we view Bernanke’s time in charge. Bernanke’s time in charge is likely to go 
down as a period that ultimately shapes the US and global economies – for better or worse – but only time will tell. 

Simon Bridgland, Editor of The Investing Times and Research Analyst, Lachlan Partners.

continued from page 12
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        tech tech BOOM – a BOOM, a BuBBle, a BuSt, and a reSurrectiOn                                                                                            
by Roberto Tappero

After years of cautiously being somewhat ignored by 
professional investors, a cluster of Technology (also 
referred to as ‘tech’ stocks) stocks are back on the radar. 
Tech stocks have had more than a decade to work off the 
bloated share price from the dot-com stock bubble but 
some say the Tech market is now partying like it’s 1999!

What creates a tech bubble?

According to Investopedia, a tech bubble occurs when 
a pronounced and unsustainable market rise occurs 
attributable to increasing speculation in technology 
stocks. In layman’s terms - where ‘massive’ companies are 
high on hype, but light on business fundamentals. 

We appreciate that current valuations on some of the 
listed tech stocks are quite hard to fathom. For example, a 
company such as LinkedIn on the US NASDAQ, delivering 
a marginal profit, is valued at US$11bn. But in saying that, 
let’s take a look at the key difference between the party 
of 1999, otherwise known as ‘Web 1.0’, and the current 
market conditions of this ‘so called overvalued tech space’.

Firstly, we are rapidly moving away from the old clunky 
PC computer to more of a mobile-cloud environment. Most 
people these days have a computer in the palm of their 
hands with a great deal of commerce generated by these 
devices. Secondly, most tech companies have rectified 
the mistakes of tech companies of eras gone by and have 
been able to translate this into real profits, sensible 
business models, and strong balance sheets. Thirdly, with 
worldwide outsourcing, we have created a new customer 
base for technology products with some of the biggest 
emerging markets in the world. With rising incomes 
in these regions there is an enormous new market for 
innovative service and products to fuel the rising needs of 
these developing countries. 

Now for the cautionary tale

The technology sector is arguably more prone to ‘bubbles’ 
than most other sectors as investors have a tendency to 
rush into the latest, BIG thing. However, any setback, even 
a very minor one, is likely to be a victim of a heavy sell-off.

Whether or not investors should concern themselves 
with valuations in the tech sector is a subject of ongoing 
debate, but perhaps the solution may be to seek out the 
companies that are likely to dominate in technology in 
the coming years. Key indicators may be companies that 
are innovative and well-placed in terms of market share 
and companies that have solid forecast revenue and profit 
metrics.

Let’s take a look at three very interesting companies in 
Australia that have direct exposure to the web and can 
potentially benefit from the new technological paradigm 
shift which seems evident.

Carsales.com (CrZ)

Carsales has captured the largest online audience 
of buyers and sellers of vehicles in Australia. Strong 
operating margins, no debt, and excess cash flow, enables 
Carsales to funnel funds into offshore minority interests 
to diversify its revenue base to develop and expand 
offshore.

Car Sales (CRZ)

revenue 
(m)

net profit 
(m)

Pe ratio ePS

2012 10.6 0.7 16.5 30.5

2013 18.3 0.5 23.8 34.10

2014 25.5 0.7 23.1 39.90

2015 33.7 2 18.8 48.90

market Cap 2,192 M

Current Price $9.10

Price target $9.92
* Bloomberg Consensus

Freelancer.com (FLN)  

Freelancer.com is the world’s largest freelancing, outsourcing, 
and crowdsourcing marketplace for small business. With 
over 10 million users, you can hire a freelancer to do your 
contract work at a fraction of the cost. Whether you need 
PHP developers, web designers, or content writers, you can 
outsource jobs within minutes.

Freelancer (FLN)

revenue (m) net profit (M)

2012 10.6 0.7

2013 18.3 0.5

2014 25.5 0.7

2015 33.7 2

market Cap 645 m
* Bloomberg Consensus  
iProperty Group (IPP) 

iProperty Group Limited  is engaged in developing and 
operating Internet-based real estate property portals. The 
Company owns and operates sites in Malaysia, Hong Kong and 
Singapore while holding investments in the Philippines and 
India. In addition, it owns and operates a software business in 
Singapore, and magazine and events business in Malaysia. The 
Company provides online and magazine advertising to real 
estate agents in Asian markets.

i Property Group (IPP)

revenue (m) net profit (M)

2012 15.5 -2.9

2013 19.9 1.4

2014 31.4 4.4

2015 40.8 7.8

market Cap 394 m

Current Price $2.16

Price target $2.52
* Bloomberg Consensus 

As with any investment, there are always risks involved. But 
by doing your fair share of  homework, this is a space that can 
provide above-normal returns, much like the biotech sector, 
if you are fortunate enough to find a diamond in the rough. 
If you make an informed investment decision by researching 
companies in this ‘volatile’ tech space and learn about their 
fundamentals and earnings outlook, it may be possible to pick 
the winners that lead to high returns.                 

Roberto Tappero, Associate Advisor, Lachlan Partners Wealth Management, Melbourne.
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UK PeNSIoN traNSFerS to aUStraLIaN SUPeraNNUatIoN FUNDS

With ever increasing migration between the United 
Kingdom (UK) and Australia, an advantageous 
strategy for those moving to Australia for their 
retirement from the UK is to consider transferring 
their UK pension benefits to a complying Australian 
superannuation fund, which for those over the age 
of 60 currently means a tax free pension/ income 
stream.  
 
Qualifying Recognised Overseas Pension Schemes

In order to transfer UK pension benefits to Australia, 
an individual must transfer their benefits to a 
Qualifying Recognised Overseas Pension Scheme 
(QROPS). Generally speaking an Australian 
superannuation fund will be granted QROPS 
status if the fund matches the rules in relation to 
preservation and the payment of benefits in the 
UK pension scheme. Many existing Australian 
retail and industry superannuation funds have 
been granted QROPS status, but Self Managed 
Super Fund’s (SMSFs) can also qualify for QROPS 
status, and if registered will not in general incur UK 
‘unauthorised payment’ tax charges.

In contrast, pension benefit transfers from the UK to 
an Australian complying superannuation fund that 
is not a QROPS will be deemed an ‘unauthorised 
payment’ by Her Majesty’s Revenue and Customs 
(HMRC) and may be subject to:

•   An unauthorised payment charge, the rate is 
currently 40% and is payable by;

        • A member when the pension benefit is made 
        to or for a member;        
        •The recipient of the pension benefit after the 
        death of the member; 
        •The employer where the payment is made to 
        or for an employer participating in an 
        occupational pension scheme; plus

•   An unauthorised payment surcharge, the current 
rate is 15%, which means with the unauthorised 
payments charge the total tax rate is 55% and is 
payable by the same person who is subject to the 
unauthorised payments charge. Payment is due 
when;

      •A member gets unauthorised payments of 25% 
      or more of their pension benefit in a year; or 
      •An employer gets unauthorised payments of 
      25% or more of the value of the pension scheme 
      in a year.

Source: www.strategysteps.com.au

Paying tax on the UK pension benefit transfer

The tax paid when transferring a UK pension 
benefit depends on when the UK member becomes 
an Australian resident and whether an election is 
made for the QROPS to pay tax on the transfer. To 
determine the taxable (i.e. growth) component of 
the UK pension benefit, the calculation method is 
to subtract the UK pension account balance on the 
day the member becomes an Australian resident 
from the total amount transferred. The following 
provides a guide as to the tax treatment of UK 
pension transfers:

after becoming 
an australian 
resident for tax 
purposes how long 
did the UK pension 
transfer take?

tax treatment on transfer to qroPS

Within six 
months 

The tax treatment (please see below) will be 
the same as the original UK transfer amount 
and therefore exempt from tax. However, it 
should be noted that the original UK transfer 
amount and any growth component will both 
count towards the non-concessional caps (1);

After six months If the member of the QROPS scheme has not 
submitted a request to have the Australian 
fund pay tax on the transfer, then the taxable 
component is included as assessable income 
in the individual’s Australian tax return and 
taxed at the individual’s marginal tax rate;
If the member of the QROPS scheme has 
submitted a request to have the Australian 
fund pay tax on the transfer, the individual 
elects to have the growth component treated 
as a taxable contribution to the fund, which 
will be subject to 15% contributions tax, 
which will be deducted from the fund.

(1) A limit of $150,000 per individual per financial year applies, 
although individuals under the age of 65, can bring forward two years of 
contributions up to a limit of $450,000 over three financial years.

For those members who are not Australian residents for tax purposes, 
as the rules are complex the individual should seek specialist advice.

QROPS reporting requirements

A QROPS is required to report to HMRC on actual and deemed payments, 
excluding tax paid to the Australian Taxation Office (ATO), for up to five 
financial years after the member has ceased to be a resident of the UK 
(noting the UK financial year begins on the 6th of April), and after the 
five years has elapsed no further QROPS reporting is required.

Generally QROPS must notify HMRC within 60 days of releasing any 
benefit payments (including transfers to another superannuation fund) 
and the superannuation member will be notified should any UK tax be 
payable in relation to payments made from the QROPS.

If the UK pension benefit transfer is rolled over into an Australian 
QROPS income stream/ account based pension the first income stream 
payment must be reported to HMRC and although there is no limit 
in the UK on the amount a member can save towards their pension 
in retirement, a lifetime limit applies on the maximum amount of 
concessionally taxed savings a member can accumulate over their 
lifetime. As at 30 June 2013 the lifetime limit is £1,500,000, which is 
equivalent to an annual pension of:

•   £75,000 if not taken as a lump sum; or 
•  £56,000, if the maximum tax free lump sum amount is taken 
   (currently 25%).

For amounts above the lifetime allowance limit the following tax charges 
apply:

•   Lump sum: the applicable tax charge is 55%; or 
•   Pension: the applicable tax charge is 25%. 
 
Conclusion 
 
Given the complexity of UK pension transfers and the timing of the 
transfers it is critical that individuals seek advice from the UK and 
Australia prior to proceeding with the UK pension transfer.

Mark Sullivan, Private Client Advisor, Lachlan Partners Wealth Management, Melbourne.

by Mark Sullivan
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           maKING aN aUDIt more eXCItING                                                                       

When you think of auditing - let’s face it, you probably don’t 
think of excitement.  If you’re honest about it. 

But as investors or shareholders, audit is something that 
perhaps we should be more excited about - and with good 
cause. An audit provides assurance to shareholders, that 
financial reports really do give a ‘true and fair’ view’ of the 
company where our funds are invested. 

We are the primary customers of the audit, not the company 
directors, and so the way in which auditors are selected and 
appointed - and importantly, the duration of their tenure, 
becomes very much our business. 

In the UK, and in Europe, the relationship between companies 
and auditors has been a topic of quite some excitement and 
heated debate since the global financial crisis. The catastrophic 
meltdown may not have been a direct result of poor accounting, 
but accounting and audit failures arguably played a secondary 
role, and have been implicated in the post-GFC blame game. 

Institutional investors demand reform

In the United Kingdom, institutional investors have been 
fighting for strict mandatory requirements that auditors are 
‘rotated’ after a set term. 

They are concerned, in particular, about the longer-term 
relationships between companies and auditors, and have been 
highly vocal in calling for an end to what they consider to be 
overly ‘cosy’ relationships. 

The Australian Securities and Investment Commission’s audit 
inspection findings for 2011-12 gave little cause for investor 
confidence. The Commission’s Report 317 media release in 
December 2012, stated: 

The report for the 18 months to 30 June 2012 covered inspections 
of 20 Australian audit firms and found 18% of the 602 audit areas 
reviewed did not perform all of the procedures necessary to 
obtain reasonable assurance that the audited financial report was 
not materially mis-stated.’ 

ASIC Chairman, Greg Medcraft, Chairman of ASIC, was quoted 
in the Australian Financial Review as saying that: ‘The results 
disappoint and frustrate me... If we do not see improvement in 
audit quality, there will inevitably be more focus on the need 
for reforms in Australia.’

The Australian Corporations Act currently requires mandatory 
audit partner rotation, stipulating that: ‘An individual may not 
play a significant role in the audit of a listed entity for more 
than five out of seven successive financial years’ - but there is 
no mandatory requirement for audit firm rotation. 

‘Cosy’ or experienced?

There are examples of major businesses in the UK having 
retained the same auditors for nearly a century. 

In Australia, the relationships between large audit firms and 
ASX listed companies can be described as similarly established. 
In August last year, the board of property and infrastructure 
group, Lend Lease, announced that KPMG would continue as 
their external auditor, in spite of an audit tender - a relationship 
that is now in its 56th year. 

But whilst UK pension funds particularly have been fighting for 
mandatory rotation of auditors, the large professional services 
firms, have argued against their demands. They maintain 
that mandatory audit rotation will lead to increased costs, a 

by Jo Pearson

decrease in audit quality, and loss of specific company 
experience. 

The debate reached boiling point in 2013, as the UK’s 
Competition Commission considered whether the 
institutional investors perhaps have a point. The 
Commission considered forcing big companies to change 
audit firms regularly - perhaps as often as every seven 
years. 

eU leads on mandatory audit rotation

No-one was particularly surprised when the European 
Union announced in December 2013, that listed companies 
are now required to change their auditors every ten years 
- even though getting agreement has been a protracted 
and somewhat political negotiation. 

The announcement brought years of wrangling to a 
conclusion, and it was described by its champions, as 
a milestone in the improvement of audit quality. EU 
Commissioner, Michel Barnier was quoted as saying: 
 
‘This principle will have a major impact in reducing excessive 
familiarity between the auditors and their clients and in 
enhancing professional skepticism.” 

Under the EU’s rules, audit firms are prohibited from 
providing non-audit services to their audit clients, 
including stringent limits on tax advice and services 
linked to the financial and investment strategy of the 
audit client.

Investment heavyweights 
 
The EU’s decision is perhaps not surprising when you 
consider the might of institutional investors who would 
have been incensed if the mandatory requirements had 
been watered down.  These heavyweights included 
the Universities Superannuation Scheme (USS), a UK 
pension fund; four Swedish national pension funds; and 
Euroshareholders - a group of 30 European national 
shareholder associations that manage approximately 
€732bn.

Natasha Landell-Mills, senior analyst on USS’s responsible 
investment team, says: ‘Audit is our check on management. 
If we can’t rely on it, that’s a big problem ... this is about 
accountability to shareholders.’ 
 
As one prominent audit committee Chair commented in 
London recently, the financial district might be divided on 
the issue of mandatory audit rotation, but all agree that 
reform is unavoidable.

As one prominent audit committee Chair commented in 
London recently, the financial district might be divided on 
the issue of mandatory audit rotation, but all agree that 
reform is unavoidable. 

His opinion was that rotation will increase the costs 
of audit, but more importantly, it will improve audit 
quality, and that will be good news for investors. ‘Cosy’ 
relationships will become a thing of the past, forcing 
auditors to innovate, develop and improve their offer, 
work harder to win business... and, dare I say it? Become 
more ‘exciting.’ 

Jo Pearson, an Australian journalist, corporate film-maker and active member of the Australian Business & Canada UK Chamber of Commerce organisations is now 
writing for The Investing Times from London. Before establishing Media Strategies, a production house & communications consultancy, Jo was senior newsreader for 
Network TEN in Australia.

Strategies & Opportunities
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eState PLaNNING SHoULD be For everyoNe

Wealth management typically incorporates 3 phases: 
•   Wealth Accumulation - accumulation and protection of  
     wealth; 
•   Wealth Preservation - during retirement; and 
•   Wealth Succession - passing on wealth through estate 
     planning.

The first two phases are usually given more emphasis but 
Wealth Succession is often overlooked, particularly by single 
adults and young families. It is not just for “old” or “retired” 
people, although people do tend to think about it more as they 
get older. People usually associate estate planning with simply 
putting a Will in place. In reality, it is far more complex than 
having a Will as it also involves, among other issues, family 
members, beneficiaries and taxation considerations.

Generally, estate planning aims to organise the distribution 
of a person’s assets while he or she is alive to enable his or 
her wishes to be successfully implemented after death. It 
involves a complete consideration of a person’s assets and 
liabilities, ensuring the transfer and control of assets are 
managed to maximise the benefit to the deceased’s estate 
and beneficiaries, taking into account each of their personal 
circumstances. 

This means not only deciding how assets are to be distributed 
(before or after death), but also having proper arrangements 
in place to protect a family’s current and future interests in 
the most tax-effective way possible.
 
estate and Non-estate assets
Everything that you personally own is an estate asset, 
including:

•   Investments (like shares or property) held in your name 
•   Investment assets held as tenants in common where the 
     deceased’s share will be an estate asset 
•   Lifestyle assets such as cars, boats, collectables and home 
     contents 
•   The benefits paid by life insurance policies where you are 
     the policy owner and no beneficiaries have been nominated.

A Will provides instructions on the distribution of estate 
assets. Some assets do not automatically become estate 
assets. These include:

•    Superannuation (because it is owned by the trustee of the 
      super fund) though it is possible for the member to 
      request or require the trustees to pay the benefit to their 
      estate on death. 
•    Life insurance policies where the deceased is not the policy 
      owner or where a beneficiary has been nominated. 
•    Assets held by a trust (because they are owned by the 
      trustee) though a Will could include instructions on future 
      trustees). 
•    Assets held by a company (though a Will should include 
      instructions on distribution of any shares held by the 
      deceased).

the importance of having good estate Planning 
 
A client was queried whether he had a Will, he responded 
that he did not need one because he has few assets and they 
will all pass to his family anyway. The advice given was that 
preparing a Will ensures that the ‘few assets’ he has are 
distributed quickly to his family when they will be grieving 
his loss, while also providing an opportunity to specify his 
wishes for his funeral. Further, most people have automatic 
life insurances attached to their superannuation and the 

same client realised that he had more assets on death than he 
thought.

In another example, a client had always wanted to pass 
valuable pieces of jewellery to her daughter and leaves them 
in a box labelled with her daughter’s name. After the client’s 
death, her son claimed that she had promised that her son’s 
wife would inherit them. The client’s  daughter believed that 
because her mother had clearly labelled the jewellery, she 
has a valid legal claim to it. However, the reality is that while 
she may have a moral claim to the jewellery, it is not a ‘legal’ 
claim unless specified in the client’s Will. This highlights the 
importance of effective estate planning arrangements which 
will help minimise unnecessary disputes amongst loved ones.

triggers for reviewing estate Planning  
Situations and decisions that have estate planning 
implications, such as:

•   To provide for a dependent disabled child 
•   To protect assets from creditors or a spendthrift relative 
•   To ensure resources are available outside the client’s estate 
      to meet immediate family or special needs 
•   To manage assets that are outside the deceased’s estate 
     such as superannuation and trusts.

Some life changes or events that could trigger a need to 
review your estate planning arrangements are as follow:

•    Entering a de facto relationship/ Marriage 
•    Separation/ Divorce 
•    Birth of a child 
•    Death of a family member 
•    Death or loss of capacity of a nominated beneficiary  
•    Change in ownership of assets specified in a Will 
•    Acquisition or disposal of significant assets 

ruling from the grave
The extent to which you may want to control what happens to 
assets after your death will also influence the estate planning 
decisions that will need to be made. For instance, a person 
might set up trust structures to prevent his daughter’s spouse 
from benefitting from her inheritance. This is commonly 
referred to as ‘ruling from the grave’.

Ruling from the grave can also refer to the various trust 
structures that might be used to:

•    Limit beneficiaries’ access to the assets they inherit 
•    Control how much they will receive and how they will  
      receive it

Some possible disadvantages and associated cost of doing so 
are:

•    Costs – There are both setup costs and ongoing 
      administrative costs of the structures involved, including 
      legal fees. 
•    Trust – There is a need to be able to trust those who will 
      be carrying out your wishes. 
•    Unforeseen changes – It is impossible to foresee all the 
      possible changes, both in the lives of your beneficiaries 
      and in the legislative environment; this means that in 
      taking the efforts to look after your beneficiaries, you 
      may actually disadvantage them. 
 
This article is only beginning to scratch the surface of the 
complexities of estate planning. For further information, 
please speak to your financial advisor for your estate 
planning needs.

by Eric Wong

Eric Wong, Private Client Advisor, Lachlan Partners Wealth Management, Melbourne.
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    tHe oUtLooK For INtereSt rateS                                                     
 

 

by Alexandra Cain

Are we at the bottom of the cycle, is there one rate cut 
left, or should we expect a rate rise in 2014? A number of 
catalysts could produce either one of these three scenarios, 
as we explore here.

The cash rate set by the Reserve Bank of Australia (RBA) 
has stayed the same since August 2013, when the Board 
decided to drop the rate by 25 basis points to 2.5 per cent. 

Reserve Bank governor Glenn Stevens explained the 
rationale behind this decision in December 2013 when he 
appeared before the House of Representatives Standing 
Committee on Economics. He appears before the committee 
twice a year to give politicians and the electorate an 
update on the state of the economy and the thinking behind 
decisions around setting the cash rate.

Stevens also told the Committee the Board has an open mind 
about whether further interest rate cuts may be needed to 
further drive growth. But he also indicated the low cash rate 
was leading to a reduced cost of borrowing, which is helping 
support businesses to make decisions to invest in new 
projects, which should help drive growth.

According to the RBA’s minutes, the Board believes 
recent cuts are having a positive effect on sections of the 
economy such as the housing market. However, the RBA 
also recognises factors like the high Australian dollar are 
dampening growth and that the effect of rates cuts are still 
flowing through the economy.

The minutes show the RBA is relatively upbeat about 
consumer confidence and the housing market, but less 
confident about the business sector. The Board is also still 
talking about the need for the Australian dollar to fall 
further, as noted by the words “uncomfortably high” in the 
minutes of the last meeting.

Another significant factor is the lower growth outlook the 
RBA has for the economy. This was previously expected 
to be between 2.5 per cent and 3.5 per cent. Growth of 
between 2 per cent and 3 per cent is now expected for 2014, 
which is below the 3.4 per cent average.

All factors considered, it appears the RBA doesn’t think it’s 
appropriate to cut rates further, but it has left the door open 
if further improvement in the economy does not happen.

The consensus among economists is that there will be more 
rate cuts in 2014 due to the impact of lower-than-trend 
growth on the unemployment rate.

If unemployment rises it is highly likely the RBA will cut 
rates to limit the effect of low growth on the jobs market. It 
is now very finely balanced as to whether the RBA will cut 
rates or leave them unchanged.

A key variable in determining the central bank’s decision 
will be movements in the Australian dollar. 

As interest rates go up, so too does the dollar. This is because 
investors direct funds towards currencies with higher 
interest rates. Although our dollar has fallen, the RBA will 
want to see a further reduction in the value of the currency 
before it’s prepared to lift rates.

All things considered, the RBA is really playing a wait and 
see game. It wants to see evidence of a pick-up in consumer 
spending and will want to see that extend beyond Christmas 
further into the new year. At the next RBA meeting the 
central bank will want to have evidence spending at 
Christmas was strong and that retailers are happy about how 
things are going after Christmas.

The bank will also want to see a genuine improvement in 
business confidence, following surveys released in November 
2013 showing lower confidence, as well as higher than 
expected inflation figures released in January and a surprise 
downturn in consumer and business confidence in late 2013. 
The RBA will take into consideration any evidence of negative 
trends around inflation and wages before making a decision.

As to any likelihood of rate rises, few economists can see any 
increase in rates in a hurry. Discussion following the latest 
meeting and in the November quarterly statement seemed to 
suggest the central bank was cautious about any tightening 
of rates. If the economy performs strongly we could see 
something towards the end of 2014, but right now that seems 
a low probability.

So what does this mean for investors? Low interest rates are 
good news for those with mortgages as it means reduced 
interest rate payments. Depending on your circumstances, it 
also means it might be worthwhile making extra repayments 
on a home loan.

But for people with a high level of cash savings, it means the 
interest earned on this money won’t be as great as when 
interest rates are higher.

For share markets, low interest rates usually drive a share 
market rally, as investors think they can get a better return 
from an equities investment than by leaving their money in 
cash.

But only time will tell what happens with rates and what the 
flow on effects will be to various parts of the economy.

Alexandra Cain is a freelance finance journalist who is passionate about sourcing insightful market commentary and key insights from leading personal 
finance experts to share with readers. 
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Lachlan Partners has great pleasure in offering our subscribers a streamlined fixed interest service.  Secure Investments F.I.B. Pty Ltd is 
Australia’s oldest direct fixed interest broker who can act as your eyes and ears for all of your fixed interest issues.  They operate on a non 
advice basis and are free of charge to you the investor.  All investments are directly in your name.  Feel free to contact Secure Investments 
F.I.B. on 03 9606 0123 for further information.

DIreCt FIXeD INtereSt rateS aS at 10 FebrUary 2014

amounts from $5,000 to $1000,000+

Cash and Short term rates
at 

call
1 

mth
3 

mths
6 

mths
9 

mths

AMP Bank Limited (min $25k) 3.35  3.40 3.70 3.80

ANZ Term Deposit  3.50 3.50 3.30

CBA Term Deposit  3.10 3.10 3.10
NAB Term Deposit (min $25k)  3.40 3.50 3.50

RACV Finance   4.05  
Rabo Bank Australia 4.40* 3.25 3.50 3.60 3.60

Rural Bank Limited  3.40 3.45  

amounts from $5,000 to $100,000+

medium term Fixed Investments 1yr 2 yrs 3 yrs 4 yrs 5 yrs

AMP Bank Limited (min $25k) 3.80 3.10 3.20 3.20 3.20
ANZ Term Deposit 3.40 3.70 4.10 4.00 4.55

Bank of Queensland Bond 2.90 3.10 3.25 3.20 3.50
CBA Term Deposit 3.15 3.20 3.85 3.75 4.05
NAB Term Deposit (min $25k) 3.50 3.75 4.00 4.25 4.65

RACV Finance 4.10 4.10 4.70 4.80  
Rabo Bank Australia 3.65 4.00 4.20 4.50 4.90

Rural Bank Limited 3.50 3.90 4.05 4.15 4.35

amounts from $100,000 to $1,000,000+

Cash and Short term rates at call 1 mth 3 mths 6 mths 9 mths

AMP Bank Limited 3.35  3.40 3.70 3.80

ANZ Term Deposit  3.50 3.50 3.35

Bank of Queensland T/D (min $250k)  3.00 3.35 3.45 3.50

CBA Term Deposit  3.25 3.30 3.10
members equity bank (min $500k)  3.30 3.45 3.50
NAB Term Deposit  3.50 3.55 3.55
RACV Finance   4.05  
Rabo Bank Australia 4.40* 3.25 3.50 3.60 3.60

Rural Bank Limited  3.40 3.45  

Suncorp Metway Limited (min $500k)  3.40 3.40 3.40
Credit Co-ops (min $500k) 3.40 3.40 3.40

amounts from $100,000 to $1,000,000+

medium Fixed term Investments 1 yr 2 yrs 3 yrs 4 yrs 5 yrs

AMP Bank Limited 3.80 3.10 3.20 3.20 3.20
ANZ Term Deposit 3.40 3.80 4.20 4.00 4.60
Bank of Queensland T/D (min $250k) 3.55 3.85 4.20 4.55 4.80

CBA Term Deposit 3.15 3.25 3.90 3.75 4.10
NAB Term Deposit 3.60 3.75 3.85 4.10 4.50
RACV Finance 4.10 4.10 4.70 4.80  
Rabo Bank Australia 3.65 4.00 4.20 4.50 4.90

Rural Bank Limited (min $150k) 3.50 3.90 4.05 4.15 4.35
Suncorp Metway Limited (min $500k) 3.50 3.50 3.50   
Credit Co-Ops (min $500k) 3.50    

A yield curve is a simple representation of the 
relationship between the interest rate that a bond 
pays and when that bond matures. The yield curve 
demonstrates the relationship between the interest 
rate and the time to maturity. Historically, the 20-year 
Treasury bond yield averages approximately two 
basis points above that of three-month Treasury bills. 
There are situations where this gap increases, which 
is suggestive that the economy is expected to improve 
relatively quickly in the future. 
In the chart below, the Australian yield curve has risen 
from its position at the end of December, which suggests 
that the economy is likely to improve over the course 
of 2014 which is likely to impact the RBA’s decision on 
future interest rate movements. 
A yield curve which is in decline would suggest that 
we are heading for a recession, so the acceleration of 
the yield curve over recent time can certainly looked 
upon as a positive. A rising curve can be the result of 
fund flow – eg, money out of fixed interest and into 
growth assets; or, the likelihood that interest rate rises 
are becoming more likely (or at least further cuts are 
unlikely in the near future). Given where the economy 
currently sits, it’s likely that it is a mixture of the two. 
The near-term prospects for cash and government bond 
yields don’t appear all that attractive and it is likely that 
investors will continue to look for yield through quality 
blue-chip companies that are paying a reasonable 
dividend. With prospects of another financial or 
economic meltdown now seeming reasonably unlikely, 
there is reason to believe that we could see a weight of 
money come back into equities and out of fixed interest 
over the second-half of the year.  

 
 

Source: Bloomberg, Lachlan Partners

All rates are per annum, with interest paid annually for terms of 1 year or more, on maturity 
for shorter terms and generally monthly or quarterly for at call funds.  Special rates will 
apply for larger amounts. 
We have listed only those institutions considered investment grade, however we are guided 
by the individuals criteria. 
All investments are directly in your name and arranged by Secure Investments F.I.B. P/L on 
a non advice basis.  All rates are the rates to you the client with no fees or charges to you.  
*Subject to terms and conditions.  
Contact Secure Investments F.I.B. P/L on www.debenture.com.au for your tailored 
investment options.

AUStRAlIAn yIeld cURve
by Simon Bridgland

Simon Bridgland, Editor of The Investing Times and Research Analyst, 
Lachlan Partners.
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q & a
                        

Michael Burton, Principal - Private Client Advisor, Lachlan Partners Wealth Management, Melbourne.

question from subscriber:

I am about to convert my Self Managed Super Fund (SMSF), which is currently in accumulation phase, to a pension stream. I have a 
life insurance policy within my fund. I have heard that I should make my pension stream reversionary to my wife. Is this correct?

answer:

Good question and one which is often asked in regard to death benefit payment options from an SMSF. Recent legislation suggests 
that it does not matter if a pension is reversionary as the benefits are the same. Previously legislation (TD2011/D3) suggested 
that if a pension was not ’reversionary’ the tax free pension income exemption would cease however recently registered 
Commonwealth legislation altered the position stating that the pension exemption would continue following the death of a 
pensioner. It is thought worthwhile to make the nomination so as to avoid the mixing of the pension assets (and components) 
with other interests of the fund but this latest legislation clarified that even if the deceased pension was not reversionary, the 
pensioner interest would not mix with other fund interests.

However you must consider the life insurance policy you hold in the fund. Generally the pay-out of a life insurance policy will be 
classified as a taxable component. If that deceased pension was automatically reversionary on the death of the pensioner, then 
that policy would assume the tax free and taxable components of the deceased pension. This contrasts with a non reversionary 
nomination where the insurance proceeds will generally form part of the taxable component.

As an example, you draw a pension of $100,000 funded by the tax free component and your insurance premiums are charged 
against your pension account. On your death, if your pension was non reversionary, your life insurance proceeds are paid out as a 
taxable component and the interest in the fund is now both taxable on tax free.

If however your death benefit nomination was automatic reversionary, your nominated person would receive the entire benefit 
tax free as the policy proceeds take on the proportion of the deceased pensioners pension i.e. tax-free.

It is possible to change your nomination at a later date provided your paperwork is diligently prepared. In short, depending on 
your circumstances, there may still be significant advantages in making pensions automatic reversionary.

by Michael Burton

eNHaNCeD aSSet CLaSS INveStING – a different way of thinking about investment

Building long-term wealth through investment doesn’t have to be complicated. It also doesn’t depend on making forecasts. 
The simple fact is that market returns are there for the taking. BUT… you must stay disciplined and build a diversified 
strategy around risks that carry a reliable reward. The trouble is that many people still believe that success in investment 
must rely on being able to make accurate forecasts – picking the right stocks or getting your timing right.

If you have become dismayed with your traditional investment approach and you are tired of worrying about whether 
you are invested in the right stocks or managed funds, there is an alternative approach that will, over time, deliver above 
market returns.   

In February 2014 Lachlan Partners will be running a series of seminars in melbourne that will educate you on a 
different approach to investing your capital. Enhanced Asset Class Investment is a robust evidence based investment 
philosophy that takes away the stress of forecasting the future, timing markets and picking stocks.

Please email candice.wilson@lachlanpartners.com.au or phone 03 9605 9241 if you wish to attend one of the following 
sessions. 

Venue: Lachlan Partners Boardroom, Rialto Towers 
Level 47, 525 Collins Street, Melbourne 
 
tuesday 25th February  5.30 - 6.30pm 
Wednesday 26th February 12.30 - 1.30pm 
Light refreshments will be provided after each session


