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The Australian share market is around five-year 
high levels, but for the best part the last nine 
months it has continued to bounce around 5,500 
points and has been unable to move through this 
resistance level.  

Our view has always been that we would see 
more constrained returns from Australian shares 
over the course of 2014, with continued volatility, 
and this is precisely what has taken place up until 
this point. Excluding any dividends, the S&P/
ASX200 is still about 18% off its 2007 highs.  
 
The international story is a vastly different one 
though, particularly in the case of the US, where 
we haven’t seen any sort of a lull. 
   
US markets continue to surge 

The rallies that we have seen in US markets over 
recent time are quite remarkable. So much so, 
that it has prompted many well-known bears 
to call US equities overvalued and that markets 
are due for a crash – or that at least a pullback of 
reasonable magnitude is on the cards.  

The claim from bears stems from the theory that 
traditional fundamentals have become severely 
disjointed with true valuations due to the US 
Federal Reserve artificially pumping the market. 
But despite the noise, US markets have continued 
to surge and knock up all new time highs.  

In USD terms, the S&P 500 is more than 25% 
above its high in 2007 and 45% higher if you take 
into account the dividends received over this 
period. If you were to suggest that the state of the 
US economy was 45% better placed compared 
to 2007’s economy then you would likely be 
out on your own...but as we have come to learn, 
equity markets don’t always act according to the 
textbook.  

While valuations in the US are by no means 
bargains (particularly technology stocks 
listed on the Nasdaq), they are also not overly 
expensive, which may come as quite a large 
surprise to a number of readers. The long-term 
average P/E ratio of the S&P 500 is about 14x. It 
is currently trading at around 17x, so while it is 
clearly higher than the long-term average, this

valuation metric is not necessarily as simplistic 
as that.  
 
For example, at the peak of the technology boom 
in 2000, the S&P/500 was trading at a P/E of 
40x. On the other side of the ledger, it has traded 
as low as 7x during the worst bear markets in 
history.  

Admittedly, the US market is trading above its 
long-term P/E ratio average as demonstrated 
above, but it is much closer to historical bottoms 
than historical tops so this is an interesting point 
that should be considered when trying to work 
out whether equity markets are fairly valued or 
not.  

If you elect to solely rely on the long-term average 
of P/Es to assist in timing the market then you 
will come unstuck as was the case in the early 
1990s. Valuations at the time were exceptionally 
high and you would have come to the conclusion 
that the market was too pricey, but by selling out 
of the market at this point would have meant that 
you didn’t participate in the substantial rally that 
took place for the next nine years.   

In this issue   

In this issue of The Investing Times, Stuart 
Graham summarises May’s Federal Budget 
and assesses what it means for our readers, 
while finance journalist Ali Cain also provides 
something for our readers with tips on setting 
your investment goals for the new financial year.  

Overseas financial correspondent Scott Dixon 
discusses how you can invest in a rising 
population, Research Analyst Simon Bridgland 
analyses the momentum building in the M&A 
space, Roberto Tappero uses his tunnel vision 
to map out the global infrastructure demands, 
and finally, David McCrorie takes a look at the 
performance of another recent ASX float in Nine 
Entertainment (NEC).  

As always, we wish you profitable times and 
welcome any feedback that you may have for our 
writers. 
 

“Diversification is a protection 
against ignorance. It makes very 

little sense to those who know what 
they are doing”

Warren Buffett

share market valuation– who to believe? 
by Philip Pezzi

Philip Pezzi, Head of Lachlan Partners.
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by Simon Bridgland

continued on page 3

In what has been a weak period for mergers and acquisitions (M&A) since the GFC, many 
have been asking when M&A activity will return to more “normal” levels. 

Without jumping the gun on the turnaround in activity too early, it appears that things 
are becoming more like they used to be – on both a local and global scale.  

Globally, the M&A ‘deal volumes’ (the total number of deals done globally) have certainly 
been on an upward trend since late 2009 and activity has continued to build solidly over 
the past two and a half years. 

In 2012, an average of 1,664 deals globally each month was completed; in 2013, there 
were 1,693 deals struck per month; and in 2014 thus far, 1,766 deals per month have been 
sorted. 

2009 was the most stagnant period for global M&A activity after the GFC where an 
average of 1,515 deals were completed each month. Not surprisingly, M&A deals peaked 
in 2007 at 2,383 per month. 

It is interesting to note that global M&A activity peaked in 2007 and began tapering 
off in the earlier stage of 2008 – about 10 months before global markets crashed which 
suggests that the M&A market picked what was coming before the fact. 

Locally, there has been a number of deals in 2014, particularly across the second quarter 
of the year. Some of the names that have received takeover offers include; PanAust (PNA), 
David Jones (DJS), Acquila Resources (AQA, Envestra (ENV), Goodman Fielder (GFF), SIA 
Global (SAI), and Treasury Wine Estates (TWE). 

Let’s take a closer look at the recent deals on our market. 

PanAust (PNA). PanAust Limited produces copper, gold and silver from the Phu Kham 
and Ban Houayxai mines in Laos, as well as exploring for base and precious metals in 
Laos and Chile. 
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m & A Activity

In April, Guangdong Rising Assets Management (GRAM) made a proposal to acquire all of the shares in PNA for $2.20 
cash per share. A month later, the offer price was revised to $2.30 per share, however PNA rejected the offer as it remains 
“materially below the level at which the board would be prepared to recommend an offer to its shareholder” despite the 
premium offer being 44.5%. At the time that the offer was made, GRAM owned a 23% interest in PNA.

 

 
 

 
Envestra Limited (ENv). Envestra is involved in the provision of natural gas haulage services to retailers and industrial 
customers through the transmission pipelines and distribution networks it owns and manages. It is also involved in the 
development of the business through expansion of the existing networks. The company operates primarily in Australia. 

A consortium comprising Cheung Kong Holdings Ltd, Cheung Kong Infrastructure Holdings Ltd and Power Assets Holdings 
Ltd, announced the acquisition of ENV for $4,045.1m on 29 May 2014.  Envestra’s board recommended shareholders 
accept this offer over the competing bid from APA Group announced in December last year. The consortium bid is the 
largest takeover offer from a Hong Kong company for an Australian company. The offer represented a 13.2% premium on 
Envestra’s closing price.  

 

continued from page 2

Article continued on page 12
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2014 FeDeral buDget wraP

The 2014 Federal Budget has been and gone, but it has 
proved to be one of the more controversial budgets of 
recent times, with the Government asking all Australians to 
contribute to bringing the budget back to balance. 
In this article, we take a brief look at the key areas likely 
to affect readers. Note that at the time of writing, the 
proposals outlined below had not been legislated.
 
The Good 

There was some good news coming out of the budget 
although you wouldn’t have thought so reading the press.

super guarantee levy: the Super Guarantee levy will 
increase to 9.5% from 1 July 14 (originally expected to 
pause at 9.25%) but will pause at this rate until 30 June 
2018. It will then gradually increase to 12.0% from 1 July 
2022. 
    
non-concessional excess Contributions tax: those who 
make  non-concessional (or after-tax) contributions which 
exceed the relevant limit after 1 July 2013, will be allowed 
to withdraw the excess contributions, along with any 
associated investment earnings.  The related investment 
earnings would however be taxed at the individual’s 
marginal tax rate. 

Paid Parental leave: the Government’s paid parental leave 
scheme will commence from 1 July 2015. Few details of the 
scheme are available, with the government still finalising 
negotiations with the states and territories, which 
currently administer their own parental leave schemes. 
The proposed Scheme will top up the Commonwealth’s 
existing 18 weeks of Paid Parental Leave.  

Company tax rate Decrease: the company tax rate 
will decrease by 1.5% from 1 July 2015. There will be an 
incentive for companies to pay franking credits at the 
higher 30% rate before this date, which could lead to some 
bonuses for shareholders during 2014/15.
 
the bad 

A number of measures were announced in the budget, 
which are expected to hit workers and retirees alike.

temporary Deficit levy: a 3 year levy will be introduced 
and will apply to high income earners from 1 July 2014 to 
30 June 2017. The levy rate is 2% on an individual’s taxable 
income in excess of $180,000pa. For example, someone 
who has taxable income of $200,000 during the 2014/15 
financial year, will pay an additional $400 in tax.

Medicare Levy: although announced last year, the 
Medicare levy will increase from 1.5% to 2.0% from 1 July 
2014, to fund the very important Disability Care scheme.  
 
Commonwealth seniors health Care Card (CshC): this 
is one of the very few benefits still available to self funded 
retirees, and the eligibility criteria look set to be tightened

from 1 January 2015. From this date, account based pension 
assets will be included in the assessment of income for the 
purposes of the CSHC. 

(Note that for those who already have a CSHC and an account 
based pension in place before 1 January 2015, current rules 
will be grandfathered, whereby the account based pension 
will not be included in the assessment of the eligibility for the 
CSHC). 

For those who apply for the CSHC after 31 December 2014, or 
who commence an account based pension after this date, the 
assessment of the account based pension will be aligned with 
the changes proposed for deeming of Account Based Pensions, 
due to come into effect from 1 January 2015. For new Account 
Based Pensions started after this date, the income assessment 
for those eligible for Age Pension (and therefore for self-
funded retirees eligible for the Seniors Health Card) will move 
in line with the assessment of other financial assets. 

An example may assist: a retiree rolls over and commences a 
new account based pension on the 2nd of January 2015 with 
a purchase price of $1.2m. In this instance, irrespective of 
the amount being paid to the recipient as ongoing income, the 
deemed income under current rates would be approximately 
$40,800 if the retiree is married, still low enough for the 
retiree to be eligible for the CSHC.

Age Pension Age: The qualifying age for age pension will 
continue to rise, with the qualifying age set to increase to age 
70 by 1 July 2035. This will affect those born after 1 January 
1966 (ie generally age 47 and under).

The Government has also announced that going forward it 
will reduce the rate of increase in the Age pension (and other 
equivalent payments) by solely indexing in line with the 
Consumer Price Index (CPI) (instead of taking the greater of 
the CPI and the increase in Average Weekly Earnings). This 
measure is however not expected to come into effect until 
September 2017, but illustrates the Government’s intent to 
look at every possible measure to reduce the ongoing budget 
deficit. 

Family Payment reform: The Government will reduce the 
Family Tax Benefit Part B primary earner income limit from 
$150,000 per annum to $100,000 per annum, from 1 July 2015. 
The Government will also limit Family Tax Benefit Part B to 
families whose youngest child is younger than six years of age 
from 1 July 2015 (note families with a youngest child aged six 
and over on 30 June 2015 will remain eligible for FTB for two 
years). 

It is worth noting that some of these measures look set to be 
challenged in the Senate, which could see some interesting 
political machinations over the next couple of months!  

Source: Financial Planning Association

by Stuart Graham

Stuart Graham, Private Client Advisor, Lachlan Partners Wealth Management, Melbourne.
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a new FoCus on investing For 2014/2015

by Alexandra Cain

A new financial year is the perfect time to review your investment goals and make sure the strategies you have in place are still 
adequate to meet your needs in retirement. Here, we explore some of the main factors investors should consider when re-
assessing their assets and investment portfolio at this time of year.

According to Greg Einfeld, a director of self-managed super fund specialists, Lime Super, we are currently seeing one of the most 
challenging investment environments for many years.  

“Cash and fixed income are offering record low returns, with three-month term deposits paying less than four per cent at the 
moment,” says Einfeld. 

At the same time, the Australian share market is at a five-year high, with many overseas markets delivering outstanding returns 
as well. But rather than this being a sign of further strong growth to come in equities markets, investors might need to reconsider 
if they are expecting continuing outperformance from equities.

“You have to wonder how much upside there is in the share market given the strong returns we have seen over the past two 
years,” Einfeld argues.

There are also major question marks around the stability of the global economy. In particular, it is not known how markets will 
react to the continuing withdrawal of monetary stimulus in the US, Europe and UK and a potential rise in interest rates in the US. 
Says Einfeld: “markets are watching whether the property bubble in China will collapse and bring down the rest of the world with 
it. In addition, there are concerns about whether Europe will be able to re-ignite its economy now that it has avoided a break-up 
of the Eurozone. 

“Closer to home, markets are waiting to see whether the fallout from the Federal budget will damage confidence. They are also 
keeping a close eye on signs from the Reserve Bank of Australia that it is preparing to raise the cash rate,” he says.

Einfeld says time will tell how these factors will play out in financial markets. He believes there is a real possibility risks will 
derail the slow but steady improvement in the global economy. 

“This is why we don’t think share markets can continue their strong run. A holding pattern is likely to emerge, with the majority 
of share market returns coming from dividends rather than growth,” he adds.

For investors this means it’s now more important than ever to have a diversified portfolio of investments. This is because 
diversification is an important way of reducing the risks attached to a portfolio, without reducing expected returns.

Einfeld says diversification is particularly important at the asset class level and that investors should have an allocation to 
Australian shares, overseas shares, cash, bonds, and property.

“Diversification also applies within Australian shares. A portfolio of only large companies or only banks or only mining companies 
is not diversified. The portfolio should include a mix of different industries,” he says.

Einfeld says it’s also important to remember that the shares that have performed well over the past two years may not be the best 
performers in future. “For example, banks have had a very good run but are now trading on historically low dividend yields and 
high price-to-earnings ratios. There appears to be little upside in bank share prices.” 

In the new financial year, he believes the greatest opportunity investors have to generate outperformance from their equities 
portfolios is in smaller listed companies, operating in markets that are not well researched.  

Michael Miller, financial adviser, MLC Advice Canberra, says a new financial year is the time to sweep away the cobwebs from 
your investment portfolio.

“It’s essential to hold your investments in the right place to reduce tax. If the assets are for retirement, keeping them in the 
superannuation environment can deliver tax benefits. Another option to reduce tax is if one spouse earns low taxable income. 
Investing in their name can reduce the tax the couple pays. Insurance bonds are taxed at the corporate tax rate of 30 per cent, 
which could reduce to 28.5 per cent from 1 July 2015. They can be a great investment choice if you’re on a marginal tax rate of 37 
per cent or higher,” he explains.

To get your financial affairs in order, Miller suggests taking a day of annual leave and dedicating it to the “business of you”. 

“Get up in the morning like you were going to work, put on your usual work clothes, but have an appointment or phone call 
scheduled with your mortgage provider, personal insurance adviser, and home and contents insurance provider. Use the day to 
make sure you’re getting the best rate or deal available. Shaving 0.5 per cent each year on interest on a $500,000 loan will give 
you an extra $96 a fortnight.” 

Like Einfeld, Miller also recommends making sure you have a balanced portfolio of assets. “Domestic and international share 
portfolios have all had good returns over the last year. If you haven’t done any rebalancing, this could mean that they are making 
up a much bigger share of your whole portfolio than in the past. Rebalancing means that you are reinvesting some of the gains 
from your winners into the rest of the portfolio, which can improve returns. It can also mean that you don’t end up with nasty 
shocks where you have a portfolio that has become more exposed to volatility than you originally planned.”

There are lots of options to improve your financial situation at this time of year. So why not get started today?
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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bigger is not always better: investing in a growing 
world 

There is an ongoing maxim in finance that goes along the 
lines of “you can’t go wrong investing in areas with strong 
population growth”. The reasons seem pretty straight 
forward, yet the evidence shows that a negative relationship 
exists. 

In this article we will look at where the population growth is 
coming from and answer the question: Is population growth 
a good proxy for investors? 

Current understanding of population growth 

Every few years, the intelligent bunch at the United Nations 
updates their spreadsheets and produces a 50+ page report 
of their latest findings. It should come as no surprise to 
many readers that the human population is exploding, but to 
provide the most recent numbers it is now predicted that the 
world population will not peak in 2075 (as it was estimated 
as recently as 2004) but rather keep on growing. This is 
all based on their “medium forecast” which now predicts 
continued growth, comprising approximately 9.6 billion 
people in 2050 and 10.9 billion people in 2100. 
Interestingly, Australia is one of the countries with the 
biggest upward amendments to its forecasts. Previously, 
the UN had predicted in 2004 that Australia would have 
stagnated and only has 24.58 million people by 2100, 
however their latest report now estimates it will be a 
staggering 41.49 million.  

Therefore, Australia will be home to 16 million more people. 

Source: United Nations World Population Prospects 2012,2004

The dramatic change in forecasts has led some people to 
discredit their findings and others to use it as an investment 
spruik. However, one must realise the inherent dangers with 
any long-term predictions – namely the assumptions on 
birth rates, life expectancies and migration rates.

According to the UN, Australia’s population change is not 
due to increased fertility, but rather a dramatic shift in our 
migration rate. 

investing in PoPulation growth
by Scott Dixon

continued on page 7

which country is growing fastest/slowest?

Putting Australia aside, there were many other 
noteworthy facts about the global population. 

Firstly, the world population is growing by over 100,000 
people every day. India is the stand-out in numbers, adding 
8,600 people per day and on track to replace China as the 
world’s most populated country in 2028. Nigeria was also a 
stand-out, set to match China’s population by 2100.

Source: The Guardian, Population Reference Bureau

On the other side of the fence is Japan and Russia. Japan’s 
population is set to fall from its 2013 level of 127.1 million 
to just 84.5 million by 2100. Similarly, Russia’s population 
will fall from 142.8 million to 101.9 million by 2100. 

In both cases, more than 40 million people will effectively 
disappear due to dwindling birth rates. 

In fact, Russia forms part of a Europe wide demise. The 
UN reported that, “From 2000 to 2100, Europe’s share of 
world population is cut in half, 12.0 to 5.9 per cent, while 
Africa’s almost doubles, from 13.1 to 24.9 per cent.”

With this context, it opens a forum of which a discussion 
can be made about the investment case in these countries.

should we be long on africa and short on europe?

The theory is that a higher population leads to greater 
economic outcomes – from economic growth to corporate 
profitability, it is assumed that all boats should rise if the 
tide is rising.

But this is hotly contested. Some great work has been 
completed by Elroy Dimson, Paul Marsh and Mike Staunton 
who found that a strong correlation exists between 
population growth and aggregate  GDP (total economic 
growth) of the given country.    
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investing in PoPulation growth
continued from page 6

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

The link between population growth and aggregate 
GDP growth is strong – which seems intuitive and 
insightful. However there were two major problems 
that the trio found. Firstly, the link is only strong 
when compared to aggregate growth and not per 
capita growth, meaning the added benefit to existing 
citizens is arguable. The second problem is that the 
relationship to share market returns is weak.

what happens when australia’s population booms? 

With the sudden change in Australia’s forecast, we now need to consider the implications. 

In Australia, we can source specific data from June 1981 on population changes and their impact on the share market. Now 
is the time to read carefully… 

 
       
 when our population is growing at more 

than 1.5% the share market averages 
-1.81%, meanwhile when the population is 
growing at less than 1.5%, the share market 
averages 12.22%.

For the un-mathematically minded amongst 
us, the evidence is counter-intuitive and 
suggests that the share market performs 
worse when the population is growing faster (a 
negative correlation of -0.125 exists reflecting 
similar findings to that of Dimson, Marsh and 
Staunton). 

Ironically, it seems that the population 
growth maxim is a myth. We don’t have an 
exact reasoning for this, but the evidence 
seems substantial and it leaves a lot (or little 
depending on your outlook) to ponder about as 
an investor. 
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SUPER SIzE YOUR SUPERANNUATION

Superannuation

by Eric Wong

The recent announcements in the 2014/2015 Budget 
provide some exciting opportunities for people who are 
nearing retirement or seeking to grow their nest egg in the 
superannuation environment.

breaking the Frozen superannuation Contribution Caps 

When the new superannuation system commenced on 1 July 2007, 
there were two concessional super contribution limits. These 
limits were meant to increase in $5,000 increments in line with 
increases in Average Weekly Ordinary Times Earnings (AWOTE). 
An upper limit of $100,000 was set for people aged 50 and above, 
while for everyone else it was $50,000. These limits were halved 
from 1 July 2009 when the Labor government came into office 
and the AWOTE increments were frozen until the end of this 
financial year.

The new Liberal government kept its promise of not making 
radical changes to superannuation in its first term of government 
- by not extending the period for the freeze on concessional 
superannuation limits beyond 30 June 2014. The result is that 
the concessional contribution caps have unfrozen and the limits 
applying from 1 July 2014 are $35,000 for those aged 50 and 
above, and $30,000 for those under age 50.

Given that that the non-concessional contribution limit is 
six times the concessional contribution limit, this means the 
standard non-concessional contribution limit for the FY2015 will 
be $180,000. 

Capitalising on increased Caps through bring-forward rule

There is the ability, where requirements have been met, for a 
person to capitalise on the two-year Bring-forward Rule that 
enables the person to contribute up to three times the annual 
non-concessional contribution limit. This means for the FY2015 
the maximum non-concessional contribution limit will be 
$540,000. This is a $90,000 increase when compared to the 
$450,000 limit that applies for FY2014.

To use the Bring-forward Rule for non-concessional 
contributions, the individual must not have exceeded the 
standard non-concessional contribution limit in the previous two 
financial years, and generally be under age 65 at the start of the 
financial year in which the contribution is made.

It is possible someone who turned 65 in a financial year to use the 
Bring-forward Rule. They can either contribute before they turn 
65, or if they have met the Work Test in the financial year they use 
the Bring-forward Rule, they can contribute up to 30 June of the 
year they turn 65.

Thus, an individual who has not turned 65 during FY2014 can 
maximise their non-concessional contributions by contributing 
$150,000 for FY2014, and then make a $540,000 non-concessional 
contribution in FY2015. However, as noted above, the amount 
an individual can contribute may be impacted by contributions 
in previous financial years. Before making a contribution to 
superannuation, please speak to your adviser.

higher Contributions tax for high income earners – Division 
293 tax 
 
In light of the increased caps, it is worth revisting the above even 
though the tax has been applicable from FY2013 onwards. 

The 2012-13 Federal Budget saw the introduction of a 
higher contributions tax (surcharge) for high income 
earners with more than $300,000 of income.  This 
reform was to take effect from 1 July 2012, although no 
legislation was introduced prior to May 2013.  

how will this additional contributions tax for high 
income earners work? 

For a person to be subject to the additional 
contributions tax (‘surcharge’), they must have Taxable 
Contributions (TC).  This is defined as amounts that 
exceed the $300,000 threshold when applying the 
following: 

income for surcharge Purposes + low-tax 
Contributions  
(where income for Surcharge Purposes is a similar 
definition to that which already applies for the Medicare 
Levy surcharge.) 

If the combined figure is greater than $300,000, they 
have taxable contributions. Taxable contributions will 
be the lesser of: 
1.   the low-tax contributions, or 
2.   the amount above the $300,000 threshold 
 
The tax that will be applied will be 15% of the taxable 
contributions.

Low-tax Contributions are generally a person’s low 
tax contributed amounts less excess concessional 
contributions (effectively amounts within the 
concessional contribution cap). 

Amounts in excess of the concessional contribution cap 
are generally not low tax contributions; they are excess 
contributions and subject to a separate Tax regime. 

how will the payment of the additional 
contributions tax operate? 

The ATO will assess the individual after the lodgement 
of the individual’s income tax return and the reporting 
of contributions by the super fund. 

Upon assessment for the additional contributions tax, a 
notice of assessment will be provided to the individual 
for payment. 

An individual can pay due and payable Division 293 tax 
liabilities either: 
1.    Out of pocket, or 
2.    By using a release authority, which will be issued 
       with the assessment, to have the debt paid out of  
       their super account.

It is important to note that it is not only those who have 
taxable income of around $300,000 who may be subject 
to this super surcharge. Other taxpayers who may 
potentially be affected by this include, investors selling 
assets such as investment properties or shares (in the 
financial year that it occurs).

Eric Wong, Private Client Advisor, Lachlan Partners Wealth Management, Melbourne.
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Sharemarket

total market
Price Earnings  

(PE) ratio
Market Average 

Div Yield

Current  20/06/14 15.53 4.31%

Comparison  20/06/13 16.26 4.19%

Current Position - inDiCes  20/06/14

Australia

All Ords 5,401.6 21.2% below November 2007 high of 6,853.6
50 Leaders 5,584.6 15.9% below November 2007 high of 6,636.5
United States

Dow Jones 16,947.0 new high
S & P 1,962.8 new high

 Defensive  
Assets 

Growth 
Assets

zone 1 90% 10%

zone 2 72% 28%

Zone 3 50% 50%

zone 4 28% 72%

zone 5 10% 90%

Australian equities have been little changed since our last edition as divergence between sectors has played a part in restricting 
any forward momentum. Industrials, healthcare, telecommunications and utilities have been posting gains, while the energy 
sector has been buoyed by Oil Search’s (OSH) progress at its PNG LNG project with its first cargo being shipped from the site.  

However, materials weighed on the market and offset any gains via declining iron ore prices. The Australian dollar has once 
again come on the radar of the RBA, as shown by the latest minutes from June. The board’s minutes indicate that the continued 
strength in the dollar is becoming a problem for the RBA, mentioning that the earlier depreciation in the Australian dollar 
assisted in economic growth, but it is failing to provide any assistance at this point. We have seen sharp falls in commodity prices 
over more recent time and this would usually reflect in a lower Australian dollar, but this has not eventuated as it stubbornly 
holds close to 94 US cents. In the US, markets continue to go from strength-to-strength despite the US Federal Reserve continuing 
to peg back its monthly stimulus which is now down to US$35 per month.  

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
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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) 41.25 -4.18 4.8 100 6.9 19.7 18.7 6.7 9.5 14.4 3.52 1.05 9.7 N

WOW Woolworths Consumer Staples (Food & Staples Retailing) 35.40 -3.28 3.9 100 5.6 18.1 18.7 3 6.3 29 2.9 1.42 25.9 N

CCL Coca-Cola Amatil Consumer Staples (Food Beverage & Tobacco) 9.13 0.77 5.3 100 7.6 16.2 18.7 -14.4 5.5 51.3 6.04 1.17 24 N

STO Santos Energy (Oil & Gas) 14.15 3.06 2.5 100 3.5 21.6 17.6 25.9 47 40 14.1 1.88 6.1 Y

WPL Woodside Petroleum Energy (Oil & Gas) 41.39 1.85 6.3 100 9 13.3 17.6 32.6 -1.4 10.3 1.3 1.2 15.5 Y

EGP Echo Entertainment Group Consumer Discretionary (Casinos) 3.08 11.59 2.7 200 4.9 17.4 18.1 14.9 11.9 19.3 5.69 2.16 5 Y

AGK AGL Energy Utilities (Multi-Utilities) 15.15 -3.19 4.2 100 6 14.7 17.2 -5.2 14.6 28.9 6.79 1.61 7.7 N

SPN SP AusNet Utilities (Electric-Utilities) 1.35 1.55 6.2 33 7.1 15.5 17.2 -3.3 -1.1 64 15.01 1.04 8.4 N

ANZ ANZ Ltd Financials (Banks) 33.98 1.44 5.2 100 7.4 13.3 14.2 7 4.7 1.44 15.2 Y

CBA Commonwealth Bank of Australia Financials (Banks) 81.42 2.88 4.9 100 7 15.5 14.2 8.1 3.4 1.33 18.7 Y

NAB National Australia Bank Financials (Banks) 33.13 -1.31 6.1 100 8.7 12.3 14.2 6.2 4.1 1.33 14.7 Y

WBC Westpac Bank Financials (Banks) 34.15 0.51 5.4 100 7.7 14.2 14.2 5.4 3.5 1.3 16.1 Y

AMP AMP Ltd Financials (Insurance) 5.34 4.09 4.8 50 5.8 16.2 14.2 14.2 9.4 60.8 81.52 1.28 11.6 Y

QBE QBE Insurance Financials (Insurance) 11.11 -5.93 4.3 20 4.7 11.4 14.2 45.5 17.6 31.8 9.29 2.04 10.6 Y

COH Cochlear Healthcare (Health Care Equipment) 60.60 3.59 4.2 100 6 33.1 22.4 -21.5 34.5 33.8 4.49 0.72 30.6 N

RHC Ramsay Health Care Healthcare (Health Care Services) 45.77 2.37 1.8 100 2.6 28.1 22.4 21.7 18.2 45.1 5.42 1.96 20.1 N

BXB Brambles Industrials (Commercial Services & Supplies) 9.03 -4.95 3.1 10 3.2 21.7 24.2 -5.1 15.6 42.9 6.37 1.49 22 Y

ORI Orica Ltd Materials (Diversified Chemicals) 19.10 -8.87 5 35 5.7 11.6 12.6 -0.2 8.7 36.9 6.42 1.74 14.7 Y

BHP BHP Billiton Materials (Diversified Mining) 35.95 -3.54 3.7 100 5.2 12.6 12.6 20.4 -1.2 26.8 2.74 2.16 18.7 Y

RIO Rio Tinto Materials (Diversified Mining) 58.51 -4.05 3.7 100 5.2 10.5 12.6 -5.6 9.3 24.3 2.83 2.59 19.4 Y

 

JBH JB Hi-Fi Consumer Discretionary (Computer & Electronics Retail) 18.10 -4.23 4.4 100 6.3 14.3 18.1 7.5 6.5 16.5 0.78 1.59 47.3 Y

IVC Invocare Consumer Discretionary (Diversified Consumer Services) 9.87 -5.55 3.7 100 5.3 22.8 18.1 -3.3 11.1 55.2 6.11 1.17 27.2 N

MTS Metcash Consumer Staples (Food & Staples Retailing) 2.77 1.09 6.5 100 9.2 10 18.7 -15.3 -15.5 35.2 5.92 1.55 15 N

WOR WorleyParsons Limited Energy (Energy Equipment & Services) 17.21 5.71 4.6 75 6.1 15.8 17.6 -22.1 17.6 22.8 3.65 1.38 12 Y

PTM Platinum Asset Management Financials (Asset Management) 6.15 -5.53 5.1 100 7.3 18.2 14.2 47.2 5.9 1.07 53.5 Y

PDN Paladin Energy Energy (Coal & Consumable Fuels) 0.30 -29.41 0 0 0 N/A 17.6 76.3 76.1 40.2 5.75 N/A -28.9 Y

NCM Newcrest Mining Materials (Gold) 10.81 6.71 0.1 30 0.1 20.3 12.6 -9.5 -12.8 29.7 9.4 48.45 4 Y

LONG TERM ASX LISTED SHARES — CORE AND TACTICAL LISTS — 20 JUNE 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 4.36 1 1.1 5.5 0 77 13.5 5.4 9.7 Majority stake holder and operator of Sydney Airport

TCL Transurban 7.65 8 0.9 4.6 23 64 22.6 3.3 5.7 Toll roads throughout Australia and USIN
FR
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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 4.03 4 1.1 0 1.1 16.9 14.2 6.7 7.5 25.8 66.9 1 4.2 6.7

WDC Westfield Group 10.82 1 1 0 1 16.1 14.2 1.2 5.1 43.9 17.2 1.28 5.1 9.1

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 99.89 -0.50 90 Day BBSW 2.50 2.66 3.61 -4.39 5.17 100 0 16-Jun-14 100.00 A+ Quarterly

PCAPA CBA Perls III 196.15 0.80 90 Day BBSW 1.05 2.66 2.60 4.87 3.78 100 1.8 6-Apr-16 200.00 A+ Quarterly

CBAPA CBA Perls V 204.40 1.00 90 Day BBSW 3.40 2.66 4.24 -0.74 5.93 100 0.3 13-Oct-14 200.00 A+ Quarterly

IANG IAG Reset Exchange Securities 105.65 1.00 90 Day BBSW 4.00 2.66 4.66 5.31 6.30 100 5.5 16-Dec-19 100.00 A- Quarterly

SVWPA Seven Group TELYS 4 87.80 -1.60 180 Day BBSW 4.75 2.72 5.23 N/A 8.51 100 N/A N/A 100.00 Not rated Half Yearly

WBCPB Westpac Stapled Preferred Securities II 100.50 -1.40 90 Day BBSW 3.80 2.66 4.52 4.66 6.43 100 0.3 30-Sep-14 100.00 A+ Quarterly

WCTPA Westpac Trust Preferred Securities 96.60 -0.20 90 Day BBSW 1.00 2.66 2.56 5.51 3.79 100 2 30-Jun-16 100.00 A Quarterly
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*   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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treasury wine estates (twe): Treasury Wine Estates is a global wine company with an international portfolio of new 
world wines. TWE’s wine portfolio includes the following wine brands: Penfolds, Beringer, Lindemans, Wolf Blass and 
Rosemount Estate. TWE owns over 10,511 hectares of vineyards, with more than 3,500 winemakers, viticulturists, sales, 
distribute and support staff across 16 countries. 

On 20 May 2014, TWE announced that it rejected a preliminary, non-binding and conditional proposal to acquire all of the 
shares in the company at a price of $4.70 cash per share from KKR & Co LP. The proposal was received in mid-May and the 
Board of TWE concluded that the proposal did not reflect the fundamental value of the Company and it was not in the best 
interest of its shareholders, which is why the share price has been bouncing since the offer was made.

 
sai global (sai): SAI Global Limited is an applied information company that helps organisations manage risk, achieve 
compliance and drive business improvement. SAI has three main operational divisions - Assurance, Compliance and 
Information Services divisions.  

Pacific Equity Partners Pty Ltd made a preliminary proposal offer to acquire SAI Global Ltd for $1,311.9m. The transaction 
was proposed on 26 May 2014 and represents a 23% premium to shareholders.

M & A ACTIvITY                   
by Simon Bridgland

continued on page 13

continued from page 3
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goodman Fielder (gFF). Goodman Fielder manufactures and distributes consumer branded food, food ingredients, 
packaged bread, beverages, small goods, flour, dairy products, edible oils, meal components and other related goods to over 
30,000 outlets every day including supermarkets, route outlets and food service customers. GFF manufactures its products 
in almost 50 plants across Australia, New Zealand, Papua New Guinea, Fiji and New Caledonia. 

First Pacific Co Ltd and Wilmar International Ltd announced the acquisition of Goodman Fielder Ltd for $1,641.1m. In late 
April, the two companies made a non-binding offer to acquire GFF for 65 cents per share. On the same day, GFF’s board 
rejected the offer claiming that it materially undervalued the company. As a result, the offer was increased to 70 cents per 
share on a few weeks later. At the time of writing, the offer had not been accepted by GFF. 

 

David Jones (DJS). David Jones is a department store that we all know, with stores located throughout Australia.  DJS also 
conducts a credit card business under David Jones Credit Card and operates the David Jones Warehouse store which is a 
clearance centre store. 

During April, Woolworths 
Holdings Ltd (South Africa) 
announced the acquisition of 
DJS for $2,147.85M. This is the 
second largest acquisition by a 
South African company in the 
last three years at the time of 
announcement. By acquiring DJS, 
Woolworths will keep up with 
competitors in the race to expand 
into Australia. At the time of the 
announcement, the premium 
represented a 25.% premium and 
a 39.4% premium to the closing 
price on 30 January 2014 (being 
the time that the Myer proposal 
became public), illustrating 
that management at DJS did a 
reasonable job in getting the best 
outcome for shareholders in a 
difficult retail environment. 

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

continued from page 12
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        the global DemanD For inFrastruCture                                                                       

Are you having difficulty finding room 
to stand on the morning train, are there 
sufficient schools and hospitals in your 
community, is your internet connection 
fast and reliable, are the water supplies 
clean and safe?  

With governments around the world 
increasingly looking to the private sector 
to fund new infrastructure projects, 
infrastructure investments are presenting 
interesting opportunities for investors. 
Historically, it was seen as the role of 
the government to fund and manage 
infrastructure projects but today, the role 
of the government in maintaining and 
developing these assets is increasingly 
being questioned from a total cost to 
taxpayers perspective and whether a 
government can actually deliver these 
assets as efficiently and effectively as 
a private company competing in this 
privileged space.

 
what is infrastructure?
There are various definitions of what 
constitutes infrastructure, but generally 
infrastructure refers to the ‘large-scale 
public systems, services, and facilities of 
a country or region that are necessary for 
economic activity.’ It can also be generally 
defined as the set of interconnected 
structural elements that provide 
framework supporting an entire structure 
of development. Infrastructure can be 
categorised into three major sectors:

utilities: Regulated utilities are businesses 
which provide essential services such as 
electricity, sewage and water supply. These 
types of utilities tend to be regulated 
across most jurisdictions because of their 
essential importance to daily commerce 
and life and pricing is often set by the 
regulator. Performance of regulated 
utilities tends to be relatively resilient, 
regardless of the ups and downs of the 
economy, due to the essential nature of the 
services they provide. 

transport: Transport infrastructure is 
classed as a patronage asset and includes 
assets such as tolls road, rail and ports. 
Its performance depends on the overall 
usage of the service provided. Many factors 
can positively or negatively influence 
patronage, so the risk associated with 
transport infrastructure tends to be higher 
compared to that of regulated utilities 
and social infrastructure. For this reason, 
investors expect a higher relative return 
for investing in transport infrastructure. 

by Roberto Tappero

social: Social infrastructure assets, which include schools, hospitals, other 
medical facilities etc, tend to generate stable long-term cash flows on the 
basis that they are provided on an availability basis. 

Demand for infrastructure in the us

As reported in the US infrastructure series program, the US is scouring the 
land for “every Band-Aid, every piece of duct tape” to keep its infrastructure 
afloat.  The country as a whole needs to spend US$3.6tn by 2020 to maintain 
the existing quality of infrastructure, according to the American Society of 
Civil Engineers. 

According to an article posted on Fuelfix, companies in the US will also need 
to invest US$641bn over the next two decades in pipelines, pumps and other 
infrastructure to keep up with the gas, crude oil and natural gas liquids 
flowing from US fields. The analysis, prepared by ICF International predicts 
that US$30bn worth of new midstream infrastructure will be needed each 
year through to 2035 — essentially triple the US$10bn in average annual 
investments over the past decade. 

 
Demand for infrastructure in europe

European infrastructure investment is still to reach pre crisis level, 
yet Europe remains a global infrastructure giant, offering favourable 
opportunities to private investors looking for assets yielding long-term 
steady returns. In Northern Europe, the UK, France and Germany dominate 
private infrastructure investments and remain the preferred destinations for 
most infrastructure funds because of the regulatory, political and economic 
stability. Private infrastructure investment in Southern Europe has collapsed 
since the crises but there are signs that a revival is on its way. 

Italy, Spain and Portugal were the worst affected with Infrastructure projects 
detracting by 72% in Italy and 97% in Spain between 2006 and 2013. Though 
the figures tell a sorry story there are signs that infrastructure deal flow 
could improve. High prices in Northern Europe are forcing investors to look 
for assets further afield to unlock affordable investments and this makes 
Southern Europe attractive. Governments are now considering privatisation 
programs in an effort to pay down national debt as they realise the potential 
impact additional infrastructure spending can have on GDP. 

 

Oxford Analytica, a global analysis and advisory firm, analysed the impact 
of US$1tn of infrastructure over the next 10 years (2014-2023) on the EU 
Economy. As highlighted above, in a high impact scenario, the EU could expect 
to see 1.4% improvements in its annual GDP between 2014 and 2023. 

continued on page 15

ECONOMIC IMPACT
OF INFRASTRUCTURE
INVESTMENT
IN EUROPE
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S +1.4%

IMPROVEMENT IN THE 
LEVEL OF ANNUAL EU GDP 

BETWEEN 2014-2023

PRIVATE FUNDS AVAILABLE 
FOR EUROPEAN 

INFRASTRUCTURE OVER 
THE NEXT DECADE

HIGH SCENARIO CENTRAL SCENARIO ANNUAL ADDITIONAL INVESTMENTLOW SCENARIO

Fig. 1.2 Total cumulative impact of additional EU infrastructure spending 
under various scenarios (US$trn).

US$3.1trn 
Maximum cumulative impacts of 
the additional US$1trn invested 
in the EU over a 10-year period.

All additional funds are assumed 
to flow into productive investment 
and capacity-building.

Capacity-building is at 50%. 
Investment funds leak into non-
productive activities or stalled 
projects.

Capacity-building is at 25%. 
Scenario assumes that there are 
no additional effects beyond the 
spending itself.

SOURCE: OXFORD ANALYTICA

0.0

0.2

0.4

0.6

0.8

1.0

1.2

1.4

1.6

1.8

2.0

Impact of additional EU infrastructure spending
2014–2023:  Scenarios for impact as % of EU GDP 

20
14

20
15

20
16

20
17

20
18

20
19

20
20

20
21

20
22

20
23

20
24

20
25

High scenario Central scenario Annual additional investment 

Annual additional investment
 declines as a % of EU GDP

Low scenario

Total cumulative impact of additional EU infrastructure spending
under various scenarios (trillion dollars).

High impact scenario
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Low impact scenario
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US$1trn

3.1 trillion dollars
Maximum cumulative impacts of the additional 1 trillion dollars invested in the EU over a ten year period

Fig. 1.1 Impact of additional EU infrastructure spending of US$100bn 
per annum over a 10-year period (as a percentage of EU GDP).
SOURCE: OXFORD ANALYTICA

IM
PA

C
T 

E
S

TI
M

AT
E

S
 (

%
 O

F 
EU

 G
D

P
)

The financial crisis has 
resulted in a decline in 
infrastructure M&A activity 
and the number of public-
private partnerships 
(PPPs) launched. However, 
Europe remains an 
infrastructure giant. 

Our research shows that 
global institutional investors 
have funds of US$1trn at 
their disposal for potential 
investments in European 
infrastructure assets over 
the next 10 years.

If fully invested, this capital 
could improve the level of 
annual EU GDP by 1.4% 
between 2014 and 2023.

Global investors from Canada, 
China/Hong Kong, the GCC 
region, Japan and South Korea 
are helping to fuel this cash 
mountain. Their investment 
in European infrastructure 
assets between 2010 and 
2013 rose by 465% compared 
with the previous four years.

Increased investor interest 
for regulated assets and 
those which are not linked 
to a country’s economic 
performance is inflating prices, 
sparking fears amongst some 
of an eventual bubble.

Corporate disposals are 
likely to provide investment 
opportunities as higher 
valuations encourage 
companies to sell subsidiaries 
or stakes in them, often 
in a bid to reduce debt. 

High prices in northern 
Europe are encouraging 
corporate investors to stretch 
their risk appetite and look 
to the markets of southern 
and emerging Europe in 
order to unlock deals at 
more palatable prices.

It is not a lack of private 
finance that is the obstacle 
to a revival in European 
infrastructure, but the lack of 
assets to buy or appropriately 
structured projects to invest in. 

If European governments 
can provide a pipeline of 
new projects, release assets 
for sale and provide a stable 
regulatory landscape, they 
have the opportunity to 
secure investment which 
can significantly boost 
their national GDP.

L
inklaters commissioned 
global analysis and 
advisory firm, Oxford 
Analytica, to calculate 
the impact of US$1trn 
of infrastructure 

investment over the next 10 years 
(2014-2023) on the EU economy.

As highlighted in Figure 1.1, in a 
high impact scenario, the EU could 
expect to see a 1.4% improvement 
in its annual GDP between 2014 
and 2023. This translates into a 
potential cumulative GDP impact 
of more than US$3trn by 2023, 
triple the US$1trn outlay.

In the central scenario, the 
cumulative impact of the additional 
infrastructure spending on EU 
GDP is estimated at just over 
US$2trn by 2023, effectively 
doubling return on investment 
over the 10 year period. Even in 
the conservative low scenario, 
the cumulative impact on GDP 
is still markedly greater than the 
trillion dollar cumulative investment 
outlay, at almost US$1.3trn.

The incremental GDP is calculated 
on the basis of two types of 
economic impact: firstly, the 
spill over effects of infrastructure 
investment into the wider economy 
within supplier industries, such as 
construction and raw materials, 
and indirect benefits, including 
a boost to consumer spending 
and tax revenues; secondly, from 
the rise in productive capacity 
generated by the extra investment.

6 7Linklaters / Set to revive? / Executive summary
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Roberto Tappero, Associate Advisor, Lachlan Partners Wealth Management, Melbourne.

Sharemarket

        the global DemanD For inFrastruCture   
continued from page 14

In the central scenario, the cumulative impact of the additional infrastructure spending on EU GDP is estimated at 
just over US$2tn by 2023, effectively doubling return on investments over the 10 year period. In the low scenario the 
cumulative impact on GDP is still markedly greater than the trillion dollars cumulative investment outlay, at almost 
US$1.3tn. (Linklaters)

 
It is evident that all the ingredients of a revival are there. Infrastructure investments needs are great across Europe, 
austerity has cut public spending and long-term private financial investors are actively seeking stable, high yield returns 
offered by infrastructure investments and are willing to pay good prices for or to invest in, attractive assets and projects. 

 
where does an investment in infrastructure sit within my investment portfolio?
 
Volatile markets highlight the need for infrastructure investments within a portfolio as this asset class is able to provide 
smoother and more predictable returns within a portfolio. Infrastructure investments offer attractive risk-adjusted 
returns, complementing a diversified portfolio. It has low correlation and volatility compared to traditional asset classes 
and stable long-term yields, with the potential for capital growth. It also acts as a support in periods of poor returns in the 
broader equity market. As such, infrastructure is often referred to as a 'defensive' asset, being an asset that should provide 
a steady return throughout the economic/investment cycle. 

Investment in infrastructure has traditionally been the domain of large corporate companies, however, there has been a 
rapid increase in the number of infrastructure investment vehicles over the last 15 years that are now available to retail 
investors. There is an attraction to the defensive characteristics as highlighted by the Magellan Fund below, and these 
appealing aspects are resulting in infrastructure assets becoming more popular amongst the retail market. 

magellan infrastructure Fund: The Magellan Infrastructure Fund invests in firms that have direct exposure to the 
growing demand for infrastructure. Companies possessing a sustainable competitive advantage enabling lasting returns 
beyond their cost of capital are at the forefront of their analysis. Magellan aims to identify mispriced securities trading at 
discounts to intrinsic value using thorough fundamental analysis. Emphasising the importance of sustainable cashflows, 
Magellan focuses on two key characteristics: stable demand and revenue, and where there is little pressure on cashflows. 

They avoid companies in China and Japan as they deem 
sovereign risks to be unacceptable. Stocks exposed to 
competition, commodity price, and technology risks are also 
avoided on this basis. The ultimate selection of 20 – 40 stocks 
is driven by a quantitative ranking system based on the 
discount to intrinsic value identified in the analysis. Magellan 
exposure to infrastructure investments around the world as 
at 31 March 2014 is shown to the left.

The Magellan Infrastructure Fund gives investors a balanced 
exposure across countries where the demand and overall 
need for Infrastructure investment is extremely high. As 
highlighted to the left U.S. and Europe will require significant 
investment from both private and government funding and 
with an overall weighting of approximately 75% to these 
two continents, the Magellan Infrastructure Fund appears to 
be an affordable investment to gain access to this ‘lucrative’ 
sector at a time where uncertainty and insecurity over future 
investment returns are relatively low given where stock 
indices are at. In laymen’s terms – even if another global 
recession hits, the airports, roads, schools and hospitals (i.e. 
the essential services) around the world are going to still be 
in operation, are likely to require maintenance and are likely 
to continue to provide investors with defensive cash flow 
positive returns.

Source: AMP Capital and Linklaters
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NINE ENTERTAINMENT CO. HOLDINGS LIMITED      
by David McCrorie

Sharemarket

David McCrorie, Principal - Private Client Advisor, Lachlan Partners Wealth Management, Melbourne.

In recent articles we reviewed new company listings and in 
this edition we consider Nine Entertainment Co. Holdings 
Ltd (NEC) which listed on the ASX in December 2013. For 
those of us with long enough memories, the Nine Network 
was for a time part of Consolidated Media Holdings, another 
former ASX listed company that itself was acquired by a 
subsidiary of global media player, News Corporation Ltd in 
October 2012.

NEC’s history goes back to 1956 with the first ever 
television broadcast and today is an integrated and 
complimentary media and entertainment business 
comprising three divisions including the Nine Network, 
Nine Events and Nine Digital & Ventures.

The Nine Network is currently the leading free to air 
television network across the metropolitan licence areas 
of Melbourne, Sydney & Brisbane and in 2013 acquired 
television stations in both Adelaide and Perth leading for 
the first time to a truly national metropolitan television 
network.

Prior to listing in December 2013, NEC was owned 53.4% 
by private equity groups Oaktree & Apollo with other 
existing shareholders holding 46.5%. In the initial public 
offer, new shares were offered in a bid range of $2.05 - 
$2.35 per share with the offer expected to raise between 
$643m - $697m, inclusive of the partial sell-down facility to 
existing shareholders.

The final price of the retail offer came in at the low end of 
the range at $2.05 per share with a total of $636m raised, 
inclusive of the part share sale to existing shareholders. 
Oaktree, Apollo and other existing shareholders collectively 
retained a post IPO ownership interest of around 66% with 
the remainder being new shareholders who subscribed 
under the offer.

Investment & Industry Overview

NEC’s key business operations comprise:-

Nine Network - owns the free to air television licences in 
the major Australian capital cities and in regional Northern 
New South Wales and Darwin, with broadcast to other 
regional areas via affiliate network agreements. It also 
holds exclusive broadcasting rights to telecast premium 
sports content including the National Rugby League and 
cricket played in the Australian summer months. Locally 
produced programs include the highly popular The Block 
and The Voice with the network having broadcast 8 of the 
top 10 free to air TV programs in 2013.

Nine Events - live events business Ticketek is the largest 
ticketing services provider for sporting and entertainment 
events in Australia and New Zealand. A long term lease is 
held over Allphones Arena in Sydney, the largest indoor 
entertainment arena in Australia and consistently one of 
the world’s top 10 concert venues by ticket sales. Other 
promotional, touring and event management services are 
provided through Nine Live with digital marketing services 
through Nine Rewards.

nine Digital and ventures - the former operates leading 
online publisher Mi9, reaching some 10.5m  active 
Australian online users every month with the latter 

responsible for overseeing investments in Australian News 
Channel (which operates Sky News) and Yellow Brick Road.

NEC primarily derives its earnings from advertising 
revenues through selling advertising space/time during 
content broadcast to its national free to air TV audience and 
the selling of online display and search advertising through 
the Mi9 business.

Free to air TV represented the single largest advertising 
platform in Australia reaching on average some 14m 
individuals each day in 2012. It remains a strong source of 
attracting advertising dollars through the introduction of 
additional digital channels and the growing popularity of 
exclusive sports events, locally produced content, news and 
current affairs programs.

Advertising expenditure in Australia has grown at a 
compound annual growth rate of 3.6% over the last 
10 years to reach $13.3b in 2012 with the industry 
experiencing periods of both growth and decline, partly 
due to cyclical economic factors. Television’s share of 
overall advertising revenue has remained relatively stable 
at 27% - 30% despite the ever growing presence of online 
media. 

The entertainment industry is highly competitive with 
major direct free to air TV competitors, the Channel Seven 
and Channel Ten networks competing for viewers and 
share of advertising dollars. Key revenue risks include 
any downturn in the economy or the advertising industry 
together with any decline in popularity of programming 
content, loss of broadcasting rights, licences or distribution 
agreements, or renewal of existing agreements on less 
favourable terms. 

outlook 

Activity for IPOs has gained momentum in recent months, 
though investors remain somewhat cautious as to the 
prospects for NEC with the shares closing just below issue 
price on the listing date. They have since traded as high as 
$2.39, as low as $1.80 and at the time of writing are just 
below the issue price at $2.02.

NEC reported its results to the ASX for the First Half 
2014 recording Pro-forma Earnings before Interest Tax 
Depreciation & Amortisation (EBITDA) for the Group of 
$188.7m. Earnings were moderately ahead of underlying 
Prospectus Forecast with an improvement in revenue share 
from the metropolitan market. Viewer ratings improved 
for the fifth consecutive year winning across all key 
advertising demographics. Management remain confident 
the outlook for the second half is in line with Prospectus 
Forecast.

NEC intend to pay an unfranked dividend in respect 
of Financial Year 2014 and subject to future business 
conditions and cash flow requirements, the Directors 
intend to target a payout ratio of between 50% to 60% of 
Net Profit after Tax (NPAT). The final dividend for FY14 
is expected to be an annualised 3.5% - 4%, subject to 
achieving financial results consistent with forecast. 

Sources: IRESS, Nine Entertainment Co. Ltd Prospectus & 2014 Half Year 
Results Presentation
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SUPERCHARGE YOUR ESTATE

Estate Planning

by Roger Wilson

Given the considerable tax concessions associated with 
investing in superannuation, it has become for many their 
primary, if not only, retirement savings vehicle. This has 
the advantage of minimising tax during the member’s 
retirement, but may present considerable difficulties for 
estate planning purposes. Estate planning for those without 
a spouse or minor children, or for those who wish to leave 
benefits to other nondependent beneficiaries (as defined 
by the taxation legislation), presents a number of issues for 
a superannuation member trying to ensure an equitable, 
efficient and tax effective distribution of their benefits. 

When a person dies, their interest in the superannuation 
fund will be paid out as a superannuation death benefit. 
Within an SMSF, it is the surviving trustee(s) who 
ordinarily make the death benefit payment decisions.

Generally, the payment of death benefits is governed by:  
•  any binding or non-binding death benefit nominations  
•  the fund’s trust deed 
•  superannuation law — defines to whom death benefits 
    may be paid  
•  Tax law — determines how those benefits will be taxed.

Where they have the discretion to do so, trustees will pay 
the benefit to those they deem to be the most appropriate 
person or persons in accordance with the rules of the 
superannuation legislation. For instance, benefits might 
be paid directly to your dependants, to your estate or 
to a mixture of both. Depending on your circumstances, 
special consideration needs to be given to what sort of 
superannuation death benefit nomination you might make. 
Should you make the nomination binding or non-binding? 
Should the nomination direct your benefits to your estate or 
directly to your dependant/s? 

Where certainty of distribution is paramount, such as 
ensuring children from a previous marriage are looked 
after, then binding death benefit nominations are 
preferable. However, you will never be able to fully predict 
changes in laws, circumstances of beneficiaries and assets 
at the time of death. So as a general rule using non-binding 
nominations that are directed to the deceased member’s 
estate provide the most flexibility to be able to manage the 
estate in the most effective way.  

tax on super lump sum death benefits  
 
As they say, “there is nothing more certain than death and 
taxes”. If you do not structure your estate plan carefully 
and comprehensively, a death benefit payout to your loved 
ones can be significantly reduced due to the potential tax 
consequences. Generally, benefits paid to tax dependants, 
as defined by tax legislation, will be received tax free. Tax 
dependants will include your spouse, children under 18, 
and children up to age 25 who are financially dependent. 
Non-tax dependants can pay up to 16.5% on death benefit 
lump sums and up to 46.5% on life insurance proceeds paid 
out through superannuation.

To paint a clear picture of how tax can bite if you do not 
have a well thought through estate plan, let’s look at the 
case of Dr. Jones.

Dr. Jones has $1.5m of taxable benefits in his SMSF. He also 
has a $1m life policy held inside his fund. Dr. Jones’s wife 
had previously passed away so on his death the $2.5m of 

benefits are paid out to his two sons, one who is 17 and 
the other 22. The tax consequences for his two sons on 
receiving the Lump Sum Death Benefits were very different.

The 17 year old met the definition of a tax dependant so 
he received his inheritance tax free. However, the 22 year 
old was not so fortunate. Being fully employed he did not 
qualify as a tax dependant so he incurred the following tax 
on the lump sum death benefit paid to him: 

•   On the $750k of taxable benefits, he was subject to tax at 
     16.5% and paid $123,750 tax 
•   On the $500k of insurance proceeds, because these have 
     come from an untaxed source, he was subject to tax on 
     this money at 31.5%, a total of $157,500

All up ,the older son’s inheritance was reduced by 
$281,250, all of which went to the tax man.

saving death benefits tax 
 
Some tips in managing your affairs to negate the impact of 
any tax on superannuation benefits are:

•    Operate through a SMSF for tighter control 
•    On pension accounts, nominate a reversionary pension 
      beneficiary to maintain capital inside super where 
      possible 
•    Don’t over insure in Super 
•    Maximise non-concessional contributions 
•    Implement withdrawal and re-contribution strategies to 
      increase your tax free component 
•    Don’t be too prescriptive, build strategies for flexibility 
•    Include clauses for equalisation of benefits in your Will 

Some of the options Dr. Jones could have made available to 
his executors through a properly thought through estate 
plan to reduce this tax impost are –

1.    Employing a withdrawal and non-concessional re-
contribution strategy in the fund whilst he was still alive 
to increase the proportion of the tax free component in 
the fund. Once over 60, by using the 3 year $540k non-
concessional cap twice he would have converted $1,080,000 
of his taxable component to tax free. 

2.   Restructure the ownership of his life insurance 
policy from his super fund to his own name. This may be 
problematic depending on Dr. Jones’s health conditions at 
the time. 

3.   Use a non-binding death benefit nomination to direct his 
superannuation money to his estate. The distribution of his 
super would then be governed by his Will and his executor 
would then have greater flexibility to allocate his assets 
across both sons in the most tax effective manner. 

a comprehensive estate Plan 
 
A Will should be used in combination with ownership 
structures as they provide direction to the parties or 
beneficiaries involved. I favour having a Will that attempts 
to take control of all those other structures, including your 
superannuation assets, so the Will becomes a very creative 
and powerful document which acts as the conductor of the 
orchestra of wealth that the client may have.

Roger Wilson, Lead Partner, Lachlan Partners Wealth Management, Melbourne.
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          whErE thErE’S A will, thErE’S A rElAtivE         
 by Mark Bennetts

It is generally assumed that by implementing a Will a person 
exercises their “testamentary freedom” to leave their estate 
to whomever they like when they die. However, recent Court 
cases have shown that in certain circumstances a Will can 
be successfully challenged and this can result in significant 
payments to previously overlooked estate beneficiaries.    

 To challenge a Will through the Courts a person may: 

•   Question the validity of a Will, or  
•   Make a Family Provision Claim  

is the will valid?
In determining the validity of a Will, the Courts need to be 
satisfied that:

•   The Will is the last Will of the deceased 
•   The Will been executed in accordance with the requirements  
     of the Act.  
•   The person making the Will had “testamentary capacity”  
     as they were at least 18 years of age and of sound mind so  
     they were able to fully understand their actions.  
•   Fraud has not affected the preparation or implementation of  
     the Will. Common examples of fraud include: 
           o The alteration of a Will after it was signed   
           o The Will maker being tricked into signing a document 
                 they did not realise was a Will  
•   The Will maker was not coerced by threats (known as 
     duress), or subject to undue influence,  to prepare their Will  
     to benefit or disadvantage a beneficiary of the estate. 

Family Provision Claims 

If a person is an “eligible person” they can make application to 
the Court that they have not been adequately provided for in a 
deceased person’s Will.

In making their decision the Court will generally review:

•   The needs of the applicant  
•   If the deceased has a duty to provide for the applicant in 
     their Will 
•   The specific circumstances of the case. 

eligible Persons  
 
For a person to make a Family Provision Claim they need to be 
an “eligible person” of the deceased and they are defined in the 
Succession Act 2006 (NSW) as:

•   A spouse,  de-facto spouse, or former spouse 
•   Children:  
           o Natural or legitimate children of the deceased 
           o Of a marriage where the children are of the spouse 
                from a previous relationship 
           o   Of a close personal relationship between two adults 
                living together where one of them provides the other  
                with domestic support and personal care. 
           o   Adopted 
           o Illegitimate 
•   A person who was: 
           o Wholly or partly dependent on the deceased 
                 person; and  
           o A member of the deceased person’s household at 
                any time; and 
           o A person who was living in a “close personal 
                relationship” with the deceased person.  

Circumstances taken into account by the Court 
 
The court will take into account:

•   The Court will assess the moral obligation that the 
     deceased has to provide for surviving eligible persons 
    (such as their spouse and children) and will review the 
     family or other relationship between the applicant and 
     the deceased.  
•   The age of the applicant. The Court generally treats 
     applications from young children favourably due to 
     their greater need for education and maintenance 
•   The size of the estate  
•   The current and likely future earning capacity,  
     financial resources, and needs of the applicant and of 
     their spouse 
•   The financial situation of other beneficiaries to the 
     estate (as they may stand to lose out should an order be 
     made). 
•   The applicant’s financial relationship with the 
     deceased as, for example, there may be debt repayment 
     requirements 
•   If the applicant contributed to the personal welfare 
     of the deceased or supported the accumulation or  
     conservation of the estate of the deceased 
•   If any provision, such as gift or loans, has already been 
     made to the applicant 
•   The claimant’s character will be assessed, and previous 
     convictions may be taken into account. The conduct, 
     character, and previous convictions of the applicant  
     and the estate beneficiaries may be taken into account 
     by the Court.
 
successful challenges of a will

invalid will 
If a person is successful in contesting a Will the Court 
will “set aside” the Will and completely ignore any of 
its provisions. The estate will now be distributed in 
accordance with the provisions of the most recent valid 
Will, if one exists. If no valid Will exists the estate will 
be distributed in accordance with the laws of intestacy 
and regardless of what may have been the wishes of the 
deceased person.

Family Provision Claim 
If a person is successful in a Family Provision Claim the 
Will is not set aside and the Courts will alter the existing 
Will so that the claim can be paid. If, for example, one of 
four children was excluded from a Will, the Courts may 
decide that the funds that were to be distributed equally 
to the three children are now distributed equally to the 
four children. 
 
time to apply
A person wishing to contest a Will must lodge an 
application with the Court within 12 months of the date 
of death. This time period cannot be extended by mutual 
agreement between the applicant and the estate but the 
Courts may grant an extension if “sufficient cause” can be 
demonstrated. 

Costs of the application
The Courts have power to direct how the costs of an 
applicant should be paid order but, generally speaking, 
the costs of a successful applicant are paid by the estate.

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



The

Investing Times
The

Investing Times

19Issue 366 - 30th June 2014

interest rates

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 20 june 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  3.15 3.50 3.35
ANZ Term Deposit  3.40 3.40 3.30
CBA Term Deposit  3.00 3.00 3.00
NAB Term Deposit (min $25k)  3.30 3.35 3.40
RACV Finance   3.85  
Rabo Bank Australia 3.00 3.05 3.30 3.45 3.55
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) 3.35 3.10 3.20 3.20 3.20
ANZ Term Deposit 3.35 3.65 3.80 4.00 4.10
Bank of Queensland Bond 2.80 3.00 3.15 3.10 3.40
CBA Term Deposit 3.15 3.05 3.85 3.75 4.05
NAB Term Deposit (min $25k) 3.40 3.70 3.75 3.80 4.15
RACV Finance 3.80 4.00 4.50 4.80  
Rabo Bank Australia 3.55 3.90 4.00 4.30 4.50
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  3.15 3.50 3.35
ANZ Term Deposit  3.40 3.40 3.40
Bank of Queensland T/D (min $250k)  2.80 3.35 3.50 3.50
CBA Term Deposit  3.00 3.00 3.00
members equity bank (min $500k)  3.40 3.55 3.60
NAB Term Deposit  3.35 3.40 3.45
RACV Finance   3.85  
Rabo Bank Australia 3.00 3.05 3.30 3.45 3.55
Rural Bank Limited  3.40 3.45  
Suncorp Metway Limited (min $500k)  3.30 3.50 3.50

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 3.35 3.30 3.30 3.40 3.40
ANZ Term Deposit 3.50 3.80 3.90 4.10 4.20
Bank of Queensland T/D (min $250k) 3.55 3.75 3.95 4.20 4.40
CBA Term Deposit 3.15 3.05 3.85 3.75 4.05
members equity bank (min $500k) 3.70 3.85 4.15
NAB Term Deposit 3.45 3.75 3.80 3.85 4.20
RACV Finance 3.80 4.00 4.50 4.80  
Rabo Bank Australia 3.55 3.90 4.00 4.30 4.50
Rural Bank Limited (min $150k) 3.50 3.90 4.05 4.15 4.35
Suncorp Metway Limited (min $500k) 3.60 3.50 3.50   

Our view, and the view of the broader market, has been 
that rates would remain on hold for an extended period 
of time, and this is precisely how things have panned 
out.  
 
In Australia, there has not been a move in interest rates 
since August of last year when a cut of 25bp took the 
official cash rate to the record low level of 2.50%. It is 
now becoming more likely that rates will remain at this 
level for at least the remainder of the 2014 calendar 
year.  
 
While the economic recovery remains intact, some 
uncertainties have appeared since the Federal Budget 
was handed down and consumer confidence has 
been hit. The high Australian dollar, the paring back 
in housing activity, slower global growth and softer 
commodity prices have all resulted in some negativity 
being shown which has been illustrated in recent 
consumer confidence surveys.  
 
The downside risks to the Australian economy, which 
are still present, therefore suggest that any rate hike is 
still quite a distance off. Low interest rates in Australia 
continue to be a fundamental pillar for our economy and 
are keeping things ticking over.  
 
Without low rates, it is likely that the unemployment 
rate would be much higher than the current one, and the 
housing market would have struggled to recover in the 
manner it has. 

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.

INTEREST RATES TO STAY ON HOLD
 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: 
 
Do I set up a Self Managed Super Fund?

I am about to retire from my executive airline position. My accountant has suggested I set up a Self Managed Superannuation Fund 
with my wife and I as Trustees. There is approximately $740,000 in the current staff retirement fund. Is this a good idea?

Answer:

This is a simple question with an extensive answer. There are many many issues for you to consider such as:

•   Cost – there is a breakeven point where the SMSF may be cost effective after taking account of compliance, audit and 
investment costs. A comparison of an SMSF to a retail offering must be performed.

•   Capability – your benefits have accumulated within a corporate plan where you have had little responsibility, accountability or 
possibly interest. Are you ready to take on this role?

•   Choice of trustee – generally I would recommend a corporate trustee which will save many problems in the event of one of the 
members passing away. The cost may be a little higher to have a corporate trust as the controller but the benefits outweigh the 
cost.

•   Choice of investment – unless you are purchasing direct property or exotic assets, a retail offering may have a more extensive 
investment list than your SMSF as you may have access to investments where the large institutions play.

•   Complexity – Are you ready to manage this SMSF.? Investment management and compliance are the playing field for 
accountants, actuaries, and financial/investment advisors. Do you fit into any of these categories? If not, ensure that you have 
good ‘wingmen’ nearby.

•   Liability - As trustee , you hold ultimate responsibility for your fund, not your advisors, so if you are taking on the role , ensure 
you understand the rules related to SMSFs (SIS regulations) and be well prepared for an audit by the ATO who does not take 
abuse of regulations well.

These are only a few of the areas to consider before accepting your accountant’s advice. Seek a second opinion from a reputable 
financial planning firm before proceeding.

by Michael Burton

 

imPortant Changes to the Distribution oF the investing times
 
Please note that this is the last edition of The Investing Times that will be printed as hardcopy and going forward the 
publication will only be available electronically. You will be sent your copy of The Investing Times as a PDF attachment to your 
preferred email address. 

why?

• Not wanting to increase your subscription costs, due to the upsurge in printing and postage costs  
• Creating a greener environment  

Action

Please provide your preferred email address to newsletter@investingtimes.com.au, quoting your full name and subscription 
number. 

We appreciate your support and look forward to continuing to provide you with high quality articles. 

If you have any queries relating to your subscription please call Candice on 1300 131 526.


