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Since our last edition, there has been a plethora of 
information worldwide for investors to weigh-up 
and digest. With so much going on, we thought 
this would be an opportune time to take stock 
and look at a few of the main issues out there.   
 
In the US, Janet Yellen (the new Federal Reserve 
Chair) initially pledged to maintain the policies 
of her predecessor by scaling back the Fed’s 
stimulus in a measured manner. However, a raft 
of weaker than expected US labour data, partly 
due to one of the worst winters in US history, 
saw Yellen change course slightly and reassure 
markets that she would consider pulling back 
on the current tapering schedule if the economy 
started to show signs of softening.
As we move west around the globe, Ukraine 
issued an official warning to Russia, saying 
that a military invasion would be an act of war 
following a vote by lawmakers in Moscow to give 
President Vladimir Putin the authority to send its 
military into Ukraine.  
 
China has begun to show further signs of slowing 
with recent export, manufacturing and industrial 
activity all coming in weaker than expected. 
This data prompted the Bank of America-Merrill 
Lynch, among others, to lower its growth 
projections from 8.0% this quarter down to 7.3%.  

On our shores... 

Locally, the Australian reporting season 
dominated events throughout February and, 
as Lachlan Partners’ Analyst Simon Bridgland 
explains later, investors mostly gave the thumps-
up as the market rallied more than 4% higher 
across the month.  One criticism though is that 
companies may be spreading themselves too 
thin in an attempt to please investors seeking 
higher dividend yields with 50% of companies 
underperforming on free cash flow, yet high 
dividends continued to be declared. 
 
Arguably, the biggest disappointment was the 
further demise of Qantas as investors watched 
its share price plummet. The company reported 
a 1H14 loss of loss $235m and in doing so, also 
flagged 5,000 job cuts over the coming months. 
However, after some fairly heavy public backlash, 
CEO Alan Joyce is now claiming to fight to retain 
these jobs. 

The Reserve Bank of Australia lived up to its 
promise of a period of “more stable interest rates” 
by opting to keep the official cash rate at 2.5% 
for the sixth month in a row at its March Board 
meeting. However, jawboning from Glenn Stevens 
resurfaced again with the Governor stating that 
housing prices “have increased significantly” and 
the Australian dollar “remains high by historical 
standards”, suggesting that the Bank remains 
unhappy with the “uncomfortably high” level 
that the Australian dollar keeps reverting back 
to (circa US90c). Economists predict the RBA 
will leave rates on hold until the end of the year 
as growth continues to improve, but the risk 
to the predicted stable rates include a higher 
unemployment number (influencing a rate cut), 
a persistently high dollar (also influencing a 
rate cut) and further inflated property prices 
(influencing a rate hike).  
 
In this issue 

At a time where every man and his dog seems to 
be taking a great level of interest in the fortunes 
of world currencies, journalist Jo Pearson poses 
the simple question, “how attached are you to 
your currency”? delving into the emotional, 
political and economic side of currencies. 
 
Eric Wong takes a look at how investors should 
manage risk – not only for your share portfolio, 
but also your capital.  
 
Roberto Tappero’s got the ‘greenies’ as he takes 
a look at investments of a different nature, while 
Simon Bridgland presents us with a snapshot of 
the recent ASX reporting season.  
 
Stuart Graham crunches the performance 
figures of a few of the more well-known managed 
funds, and lastly but not least, journalist Ali Cain 
discusses investment options in China at a time 
where the world’s second-largest economy is on 
everyone’s lips.      
 
We hope you thoroughly enjoy this edition of The 
Investing Times, and as always, we welcome any 
thoughts or questions for our writers. 

 
“It’s never too late to learn”

Malcolm Forbes

glObal news events dIctatIng play

Philip Pezzi, Head of Lachlan Partners.
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q & a

 
question 
 
My elderly parents are facing the distressing time when they have to consider residential 
aged care. I have found it quite difficult to understand the various fee structures, and to 
make matters worse, I understand there are new rules coming in to force from July this 
year. Please advise what the changes are.

answer 
 
With an 83 year mother I also am faced with the same problem as you so I understand 
your concerns. Yes, there is significant change pending under the age care reform 
package - some changes which simplify the current charges and some which simply add 
to the complexity. Gone is the distinction between high and low level care. There will 
now only be one level of care and only one assessment team approval. 
 
The income tested fee will be replaced by a means tested care fee using the applicant’s 
assessable income and assets levels and the fee will have an annual and lifetime cap. 
 
The way an individual pays for their accommodation will change. Essentially, they will 
need to decide whether they pay for accommodation as a once-off lump sum, a regular 
ongoing payment or some combination of the two. The good thing is that residents 
will have 28 days after entering a facility to determine the structure that suits them. A 
further plus is that facilities can no longer retain a percentage of the accommodation 
bond. It all comes back to the beneficiaries. 
 
Facilities must disclose accommodation charges on their website and the My Aged Care 
website (www.myagedcare.gov.au) should make the maze of fees easier to navigate. 
 
The family home will continue to be exempt, provided it is inhabited by the residents 
spouse (a ‘protected person’) but if not, a portion up to a capped amount will be means 
tested. If sold, the entire amount will be counted under means testing rules. These new 
testing arrangements mean that a more thorough investigation into whether to keep 
the family home or not will be required as a higher means tested care fee and lower age 
pension could result. 
 
The lump sum accommodation payments can no longer be retained by aged care 
providers, and the balance is exempt from Centrelink income testing, but the entire 
amount will be ‘asset tested’ to determine the daily care fee. Again, structuring is 
required to maximize benefits under these new laws. 
 
In summary, with your parents considering their future care requirement, now is the 
time to consider these new means testing rules, so that come 1st July, they are correctly 
structured to maximize their entitlement and give them peace of mind.

by Michael Burton
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affinity educatiOn grOup

Affinity Education Group (AFJ) is an education and care provider to children aged six weeks through to 12 years. The 
company listed on the ASX in December 2013 offering before and after school care, occasional care and long day care 
services.
At the time of the initial IPO and ASX listing, Affinity had contracted to own and operate 57 established child care centres 
together with the management rights of a further  11 child care centres across regions of Queensland and New South Wales 
and, to a lesser extent, Victoria and the Northern Territory.
The childcare sector remains highly fragmented, however, with increasing regulation of market participants, significant 
growth opportunities exist for consolidation for those operators who are able to successfully manage compliance, costs and 
provide training and a career path for employees within the sector.
Currently in Australia there are some 6,200 centres providing long day child care services with Goodstart Early Learning 
being the largest operator with a market share of over 12% and G8 Education Ltd, the only other ASX-listed child care 
provider, holding a tad over 3% of the market. The remaining, circa 84%, manage just one single education and care centre 
each.
The provision of childcare remains a central plank of key Australian government policy, and with a forecast of 726,000 
families using childcare services, the government plans to invest more than $22 billion in the sector between 2013-14 and 
2016-17. 
In January 2012, a National Quality Framework was introduced to create a uniform national approach to regulate and 
assess the quality of early childhood education and care services. This replaced existing separate state & territory licensing 
and the Government remains committed to ensuring that all services within the sector meet a minimum range of quality 
service standards.
As at September 2012, there were just over 1 million children attending a child care centre, being an increase of more than 
33% since September 2004. More than 56% of these are long day care positions and 32% are before and after school care. 
The increase in demand is attributable to a steady increase in the female workforce participation rate from around 52% in 
1990 to almost 59% in 2013 and more recently a marked increase in the number of children aged four years and younger.

This demographic shift provides significant 
opportunity for operators like Affinity, whose business 
model and strategy is to deliver organic growth by 
improving occupancy and the efficiencies gained in 
managing a large number of centres and to identify 
existing child care centres for acquisition where they 
can extract operational and management improvement. 

 Affinity’s initial market capitalisation at the initial 
public offer price of $1 per share was $89.5m and 
following the first 3 months of trading on the listed 
stock market, the shares are currently trading at $1.45 
per share, giving the company a market capitalisation of 
around $129m.
Affinity recently reported its  results to the ASX for the 
full year to 31 December 2013 with its Earnings Before 
Interest Tax Depreciation & Amortisation (EBITDA) 
of (-$9.3m) being 3.1% above prospectus forecast, 

resulting from the successful completion of acquisitions earlier than forecast leading to increased revenues, but also 
increased expenses for that period.  Affinity currently has no drawn debt, but has banking and overdraft facilities available 
to provide for future acquisitions, working capital and capital expenditure requirements.
With the initial acquisition phase now complete, Affinity will continue to focus on integrating its operating structure to 
establish a robust corporate framework to support potential future acquisitions that are earnings accretive to the business.
Affinity recently reaffirmed its full year 2014 pro-forma prospectus forecast EBITDA of $12.9m and Net Profit after Tax 
(NPAT) of $8.3m and maintains that, based upon the current operating environment, it should be well placed to grow its 
business organically through efficiency gains at existing centres and via its significant balance sheet capacity to fund 
acquisition opportunities in what continues to be a highly fragmented market.
Given increased competition in the sector for quality assets, the key to future success of the Affinity business relies upon 
execution of a disciplined approach to future acquisitions ensuring risks are well recognised and managed and that 
improved earnings can be delivered.
Sources: IRESS, Affinity Education Group Prospectus & 2013 Full Year Results Presentation

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

by David McCrorie
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tHe cHIna OppORtUnIty

If there’s one country that has captured the world’s 
attentions since the turn of the millennium it’s China. 
Australia’s economic future is closely tied to the Asian 
behemoth, and as such many investors have trained their 
focus on the emerging dragon nation. But gaining direct 
exposure to China is a relatively complex process. Despite 
this, there are still ways for Australian retail investors to 
tap into Chinese markets.  

As Chris Weston, institutional dealer and Chief Market 
Strategist at IG Markets explains, gaining exposure to 
stocks and indices that trade on the two main Chinese 
share markets, the Shanghai and Shenzhen exchanges, 
is nearly impossible for non-residents. This puts the two 
largest Chinese markets, the Shanghai Composite and CSI 
300 index, firmly off limits.

“But there are other ways to gain direct exposure to 
Chinese equities,” he explains. For instance, investors can 
gain access to these markets by buying CFD’s related to a 
number of indices that reflect Chinese markets.

One of the most popular indices is the China A50 index. 
“The A50 index is a market-capitalisation weighted index 
and represents the largest 50 mainland companies. It 
also includes exposure to Chinese futures traded on the 
Singapore Exchange,” says Weston.

“This index has a very high correlation with the Shanghai 
Composite and is the closest and cleanest way to access the 
Chinese market,” he adds.

Another way to gain exposure to China is through the China 
H-Shares index. Says Weston: “The China H-Share index 
represents 40 of the biggest Chinese companies, as well as 
futures traded on the Hong Kong Futures Exchange.” 

The correlation between the China H-Share index and 
the Shanghai Composite is not as high as the correlation 
between the Shanghai Composite and the China A50 index, 
but it’s still a good way to get exposure to China.

The third way to gain exposure is through the Hang Seng 
index. According to Weston, the Hang Seng index is a mix 
of Chinese and Hong Kong companies, which also includes 
futures that trade on the Hong Kong Futures Exchange. 

Weston says there is a belief among investors that buying 
the Australian dollar is one of the best and most liquid ways 
to trade sentiment around China. But this is not the case. 

“It’s a terrible proxy for Chinese equities, with an 
Australian dollar/US dollar trade actually having an inverse 
correlation with the Shanghai Composite Index. Some fund 
managers have traded Fortescue Metals Group in the past 
as a play on China. However, it’s important to note this is 
based on their view around the Chinese economy, rather 
than its stock market, given that this stock trades inversely 
to the Chinese market.”

Other vehicles that give investors access to Chinese markets 
include AMP Capital’s China Growth Fund and Blackrock’s 
iShares China Large-Cap ETF.

So is now the time for Chinese equities to shine? Weston 
says data suggests Chinese equities are undervalued at the 
moment, but that investors need more clarity around the 
future earnings of Chinese listed entities. When this happens, 
and assuming the news is positive, the performance of Chinese 
markets should improve.

Weston says, “If we look at the valuation of the China A50, the 
index trades on a consensus of earnings of 6.4 times forward 
earnings, which is unbelievably cheap when you consider the 
market expects earnings per share and free cash growth of 
11%. Bear in mind the ASX 200 trades on a forward P/E of 
13.5.” What this means is that investors believe the ASX is 
more expensive than Chinese share markets.

He says the H-share index trades on a forward P/E of 7.4 times 
earnings and has a very strong growth profile. 

“Financial stocks are expected to see solid EPS growth of 
8% this year and 11% next year, while also having a very 
compelling 6% yield. So clearly from a valuation perspective 
these markets are even cheaper than many emerging 
markets,” Weston argues.

Although the Chinese market has had a bumpy start to the 
year, Weston cites a recent report from JP Morgan that pointed 
to the potential for a 15% to 20% rally in the Chinese market. 

“They put this down to historically low valuations as well as 
seasonality factors, with the official manufacturing PMI series 
having the best performance on average in the months of 
March and April,” he says. 

In addition, Deutsche Bank has reiterated its stance that China 
is likely to record GDP growth above 8% this year, which 
has to be good for the domestic banks that have sizeable 
weightings on these indices. 

“European growth is still only expected to see improved 
growth of around 1% this year and China and Europe have 
huge two-way trade. However if the US is expected to grow at 
around 3% then Chinese companies with greater exposure to 
cyclicality could also do well,” says Weston.

Nevertheless, it’s important to remember that Chinese 
markets often exhibit substantial volatility. So any investment 
in instruments that deliver exposure to this market should be 
made with this knowledge in mind.

by Alexandra Cain

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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HOw attacHed aRe yOU tO yOUR cURRency?
by Jo Pearson

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.

Is there a plan b?  

So does First Minister Alex Salmond have a Plan B, should 
he wake up one morning to an independent Scotland, that’s 
financially and economically adrift? 

Well, firstly, he would have to consider a new Scottish 
currency, which would enable an independent Scotland to 
determine its own fiscal and economic policies, without 
interference. 
The Scottish economy is barrelling along well at the moment. 
Scotland has a higher proportion of export output than the 
rest of the UK, largely thanks to North Sea oil and whiskey.

But it is also heavily dependent on imports of things like 
oil rigs and whiskey barrels, and a weak currency, whilst 
benefiting exporters,  would increase the relative cost of 
these essential resources for production. 

A new currency with a floating exchange rate would also 
incur significant short-term costs, such as creating a new 
central bank, regulator and payments system.

An independent Scotland would have to agree to honour 
a ‘sizeable’ amount of pre-independence UK Government 
bonds, to create market confidence. All existing sterling 
contracts would need to be converted into the new currency 
– from mobile phone bills to private/public finance deals.

the ‘no’ campaign  
A spokesman for the ‘No’ vote campaigners, Better Together 
describes the nationalists as being in utter chaos over 
currency. 

‘Alex Salmond’s Panama Plan would be an absolute disaster for 
Scotland, leaving us without anyone standing behind our banks 
and resulting in sky-high interests rates for our mortgages and 
loans. The only way to keep the strength and security of the 
pound is to vote to stay part of the UK.’
 
the euro option  
Another option for an independent Scotland would be to 
join the euro, which is politically unpopular. Scotland would 
essentially have to negotiate entry to the EU – although it 
would readily satisfy its tests having been a member already. 

Whether Scotland would be considered a new state or 
whether it would retain any of the UK’s exemptions, would 
have to be negotiated with the 27 member states of the EU – 
including the remainder of the UK.

a rock and a hard place  
Recent polls suggest that opposition to independence has 
increased five points in the space of a month to 49 per cent. 
The threats from Westminster, and the ‘No’ campaign seem 
to be gaining traction.

If keeping the pound is out of the question, the euro 
politically unpopular, and a new non-sterling currency a long 
and dangerous road,  the Scottish people seem to be facing a 
slightly different question in September’s referendum.  

Not so much, how important is Scottish independence to you, 
as – how attached are you to your currency? 

How attached should we be to our currency? It’s something 
that we probably don’t think about that often, but the 
increasingly personal debate over Scotland’s future is 
highlighting just how strong our attachment to ‘the folding 
stuff’ is.  

Think of our Aussie dollar. It’s colourful, familiar, and will 
survive the occasional accidental laundering – in the sense 
of having left a tenner in the pocket of your jeans, you 
understand. 

Like the Southern Cross and the Aussie flag, it has a meaning 
and a value beyond its equivalent in groceries at the local 
supermarket (some would say, the new ‘gold standard’).  

We are attached to our distinctly Aussie money – partly 
because of the history, culture and political union that 
underpins it all. 

You can perhaps understand why the question of currency 
has become such an emotional and politically divisive issue 
for the Scots. They’re being threatened with excision from 
the British pound, if they vote ‘Yes’ for Scottish Independence 
in September’s referendum. And it seems that giving up the 
pound, to a Scot, would be like giving up haggis, single malt 
and Hogmanay.  

‘Our pound’ say scots  
According to a recent Scottish National Party (SNP) poll, 70% 
of Scots consider that the British pound is as much theirs, 
as it is the UK’s, and they can’t see a viable future for Scotland 
if it’s cut loose from sterling. 

The SNP is insisting that Scotland can continue to use the 
pound, if there’s a ‘yes’ vote, but British Chancellor, George 
Osborne has ruled out a Sterling zone. There’s no joy or 
support from the squabbling ranks in Westminster, who 
would not normally pass up an opportunity for political 
point-scoring. All three major UK political parties agree with 
the Chancellor.   

Scottish First Minister, Alex Salmond – the man behind the 
push for a ‘Yes’ vote, is digging in. He has literally accused 
Westminster of being mean and nasty, and of bluffing. He has 
called Westminster’s motives into question, suggesting that 
the Westminster upper class is again trying to bully the 
honest working Scotsman. This has hit a chord with many 
Scots, who are buying into his assurances – at least, for now. 

It wasn’t long ago that polls showed 47 per cent of Scots 
believe that they ‘would be able to use the pound in much 
the same way’ after independence. That nerve might just be 
wavering. 

High-profile Scottish entrepreneur, Sir Tom Hunter, has 
described as ‘utterly disingenuous’ the First Minister’s 
assurances that Westminster is bluffing. 

He has urged Mr Salmond to back down over his refusal to 
name a Plan B currency. This could include joining the euro, 
adopting a new currency or using the pound in the same way 
Panama uses the US dollar, which means having no central 
bank, control over monetary policy or lender of last resort.  
‘It is entirely disingenuous of our First Minister to say to us 
Scots, ‘don’t worry, it’ll be all right on the night’. This is the 
biggest decision we will ever take; we can’t take it on a wing 
and a prayer.’ 
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An important rule of portfolio construction is to diversify across multiple asset classes or investment types. Our modern 
day understanding of this principle was chiefly founded by the famed economist Harry Markowitz and has helped investors 
maximise their long-term returns for the best part of six decades now.

The evidence supporting this theory is robust and compelling; and this article will explore the “defensive space”, 
particularly the importance of cash and fixed interest.

cash versus Fixed Interest

Writing an exciting article about cash and fixed interest is akin to asking an accountant to play Mozart… Yet, as a summary 
of what is contained within this article, there are three important observations that can be made: 

1.   Fixed interest will beat cash approximately 70-80% of the time. 
2.   Fixed interest underperformance can often be foreseen by observing the yield curve.
3.   Index investments beat actively managed funds approximately 80% of the time.

Fixed Interest 101

Firstly it is important to gain a mutual understanding of what fixed interest means. In theory, it is any investment that 
requires you to lend your money to another entity for a fixed term with the promise to repay the capital with interest. This 
would technically include term deposits, yet in practice it more often means a managed fund offered by the likes of PIMCO, 
Aberdeen, Perpetual, AMP or Vanguard.

The idea is that these managed funds will invest money into assets that are understood to be ‘safe’, but are slightly more 
risky than your bank account. This predominately involves a mix of Government and Corporate Bonds, which are a tradable 
loan to the Government or a highly-rated company such as the Commonwealth Bank. 

In the chart below, it can be depicted that fixed interest wins in approximately 70-80% of cases. Bear in mind that the cash 
metric uses the 90 day Bank Bill rate which is slightly conservative because term deposits tend to earn up to 1%pa on top of 
this rate. In any case, the fixed interest advantage is obvious.

  

                 Source: Morningstar, Mosaic Portfolio Partners

One of the most important observations that an investor can make is that fixed interest acts as a better hedge against shares 
than cash does. If you observe closely, you will see the periods where the stock-market ‘fell heavily’ (1991-92 recession, 
1997 Asian crisis, 2000-01 tech wreck, 2008-09 financial crisis), fixed interest experiences a return that exceeds 10%. 
It can also be observed that despite the apparent volatility in the red line above, fixed interest has only ever experienced 
negative returns twice in the past 24 years – and on both occasions it turned positive within a year.

why Fixed Interest sometimes Underperforms 

The above dynamic is exactly the reason why diversification works, but we are going to give you a 2-minute lesson on the 
way fixed interest returns work and how you can tactically tilt to create outperformance. 

Most people relatively well-versed in finance will understand that if interest rates are falling, bond prices are rising. The 
simplest way to understand this is to think of your bank account versus a term deposit… If interest rates are going to fall 
then it makes sense to lock in a fixed rate now; which is in stark contrast to cash where you prefer rates to rise. 

As a tradable version of a term deposit, the periods of fixed interest underperformance (as per the chart above) generally 
correlate to the periods in which interest rates were rising. However, the more reliable way of observing bond movements is 
to assess the yield curve, which is updated daily on the www.rba.gov.au/statsitics website. 

stIcK It OUt wItH FIxed InteRest
by Scott Dixon

continued on page 7
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stIcK It OUt wItH FIxed InteRest
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.

Primarily, the most interesting information is contained in the difference between the 10 year yield (effective interest rate 
for a 10 year loan to the Government) and the 2 year yield. There are two important observations within this data. 

Firstly, it is possible to understand whether the current yield is healthy or dangerous. If an investor chooses to invest in 
fixed interest when the 10-year yield is above average, they can be expected to earn approximately 3.3%^ more than if it is 
below average. Secondly, it is possible to understand whether the yield curve is expanding or contracting. As time advances, 
if the long-term interest rates fall (10-year yield is falling faster than the 2-year yield), your bond becomes more valuable 
because you already fixed in at a higher rate. For this reason, you can sell it at a profit. 
 
By undertaking this research over time, you can tilt your portfolio overweight to bonds when the yield curve contracts 
(10-year minus the 2-year yield is falling) and underweight to bonds when the yield curve expands. If you did this over an 
extended period, you can achieve a result that exceeds the “buy-and-hold” average by 1.6%^.  

current stance 

At the current time, the 10-year yield is 4.12% against the 2 year yield of 2.70%. This has trended from a recent low 
of 2.89% and 2.44% respectively in July 2012. Therefore, the differential is rising and the nominal yield was low – all 
explaining the current underperformance in bonds. However, a closer eye will see that the differential has stagnated in 
recent months and may even be starting to reverse. For this reason, bonds may be back in vogue (at least statistically 
speaking).   

  Source: RBA
 
Index funds win more often than not 

There is one other important lesson which seems a consistent anomaly in the domain of fixed interest. It may seem 
contradictory to the above analysis, yet the experts lose against the benchmark in approximately 80% of cases. In fact over 
the past 10 years, Standard & Poors reports that the expert managers have underperformed over a rolling 5-year period in 
between 64% and 92% of cases. There are a multitude of reasons cited for this re-occurrence; predominately the high fees, 
high turnover and a tendency to take greater positions in higher risk investments such as junk bonds. 
Index funds on the other hand (the best investments to hug the benchmark) actively beat managed funds because they are 
low-cost and market-weighted, meaning they invest more money in the bigger companies which tend to possess lower risk 
characteristics. This is also a common characteristic among the active managers who generally outperform.
 
In summary 

Fixed interest offers great protection against a share-market crash and has a history of exceeding cash in 70-80% of 
circumstances. The highest return ever experienced in fixed interest was 25%, but you can kiss the possibility of this return 
goodbye because the starting yield of just 4.12% is too low. Of course the future is not fully predictable (there is no crystal 
ball in finance) but keep in mind the following principles:
-   Fixed interest will continue to outperform cash in the majority of years.
-   Overweight positions to fixed interest will be rewarded when the starting yield is high
-   Overweight positions to fixed interest will be rewarded when the yield curve is contracting
-   Index funds will continue to outperform the majority of actively managed funds  
 
As you decide between a spread of cash, term deposits, bonds, hybrid securities, keep in mind the above but never neglect 
the diversification benefits against your growth assets. 
^Based on the Government Bond index data from 31/11/2000 to 31/08/2011.
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   the MiSSing aSSet claSS – yOur huMan capital           

You often diversify your investment portfolio. However, do 
you consider your income earning potential or human capital 
while creating your ‘diversified’ investment portfolio? You 
can think of your total wealth as being composed of two 
parts: human capital, an intangible asset, and financial 
capital (e.g. savings, investment assets etc.). 

what is human capital?

Your human capital is the present value of your future wages 
and salary. The amount of human capital you have will 
depend on where you are in your career lifecycle.

Your human capital is significant at the beginning of your 
career as it encapsulates your years of income earning 
potential ahead. Conversely, your financial capital is 
probably lowest at this point as the opportunity to save and 
generate wealth has yet to occur. You can be described as an 
‘accumulator’ as you are at the accumulation phase of your 
investing lifecycle.

As your career progresses, you essentially convert human 
capital to financial capital by saving and investing a portion 
of your employment income. Your human capital is likely to 
be minimal towards retirement as your earning capacity 
gradually diminishes.

interaction with your financial capital 
allocation

The risk characteristics of your human capital should affect 
how you allocate your financial capital across asset classes. 
Factors like job security, income volatility and the industry 
sector you are employed in should all be considered. This is 
because the risk characteristics of your human capital can 
be likened to a bond or share where a risky career is more 
‘equity-like’ and a safe career is akin to a risk-free bond.

applying human capital to wealth accumulator 
phase

As an Accumulator, you would typically invest most of 
your long-term capital (e.g. Superannuation balance) in 
‘risky assets’, such as equities, and a nominal amount in 
less volatile assets with lower expected returns like term 
deposits and bonds.

Applying the concept of human capital, young investors 
whose total wealth is dominated by human capital are 
generally able to tolerate more investment risk than older 
investors as they have more time to recover from investment 
losses and can invest more earned income over a longer 
investment time horizon. Remember, as you age your human 
capital diminishes and your financial capital increases, you 
will probably lean towards a more conservative portfolio to 
protect your financial capital from significant losses.

your employment and investment portfolio

You should take the risk and return characteristics of your 
employment into account when investing in financial assets. 
As we are seeking total wealth diversification and risk 
control, one implication is to avoid an overweight investment 
exposure to the sector you are employed in. 

Suppose you are employed in the resource sector and you 
invest heavily in resource shares and managed funds. Should 
the resource sector suffer a steep downturn, both your 
income earning capacity and investment portfolio will be 
simultaneously devastated. 

Typically, career specialization makes human capital 
concentrated and risky, from an industry standpoint. As 
such, you can compensate for this risk by investing your 
financial capital in industries and companies with little or 
no correlation to your human capital. 

In the above instance, you could invest more of your financial 
capital into sectors like healthcare or telecommunications, 
which could offer diversification and help better manage the 
overall risks of your investment portfolio.

Income volatility and investment risk

It is important that you qualitatively consider the 
characteristics of human capital while making your 
investment decisions. Assume you are a real estate agent 
who would generally face more human capital risk than 
say a university lecturer. As an agent, you may have a 
higher appetite for financial risk, but your wages being 
commissions based, are more volatile, more difficult to 
replace and more insecure than the lecturer. This extra risk 
makes your human capital less valuable as the income is not 
consistent. With other things the same, you should invest 
more in stable cash flow assets such as bonds, specifically 
bank fixed deposits, to balance the overall risk relative to 
the lecturer.

protecting your human capital

Similar to any other asset class, there are risks associated 
with your human capital which are predominately are death 
and disability/incapacity risks. 

To mitigate the above risks, there is a need to protect your 
human capital with both life and disability insurance 
policies against events that would hinder the conversion of 
your human capital into investment assets.

Doing so will protect you and your family against a possible 
human capital shortfall, due to an untimely death or illness 
like cancer that would bring your career to a halt. This is 
especially true if your expected future financial obligations 
are high such as ongoing mortgage payments, support for 
your children and payments to creditors if you are a sole 
medical practitioner.

With age, the need to hedge your human capital with 
insurance should generally decrease as it diminishes as 
portion of your total wealth. 

conclusion

You can improve the diversification and risk management 
of your total wealth by integrating the concept of human 
capital into your portfolio allocation decisions in conjunction 
with decisions regarding protecting your human capital 
with life and disability insurance. 
 

Strategies & Opportunities

by Eric Wong

Eric Wong, Private Client Advisor, Lachlan Partners Wealth Management, Melbourne.
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total Market
price earnings  

(pe) ratio
Market average 

div yield

current  18/03/14 15.43 4.39%

Comparison  18/03/13 15.77 4.18%

cURRent pOsItIOn - IndIces  18/03/14

Australia

All Ords 5,360.2 21.8% below November 2007 high of 6,853.6
50 Leaders 5,493.9 17.2% below November 2007 high of 6,636.5
United States

Dow Jones 16,336.1 1.5% below December 2013 high of 16,576.6 
S & P 1,872.2 0.3% below 7 March 2014 high of 1,878.04

 defensive  
assets 

growth 
assets

Zone 1 90% 10%

Zone 2 72% 28%

Zone 3 50% 50%

Zone 4 28% 72%

Zone 5 10% 90%

 
Although growth in the US slowed due to one of the worst winters on record, it was not enough to influence the US Federal 
Reserve (Fed) to waver from its gradual tapering of stimulus. At its March meeting, the Fed opted to reduce its asset purchasing 
program by a further US$10bn down to US$55bn, previously at US$85bn. 
The rate of tapering from the Fed was fully expected by the market, but the statement from Janet Yellen which followed caught 
most off guard with two key changes to previous statements. Firstly, the unemployment rate threshold of 6.5%, which the Fed 
previously relied upon to raise interest rates is no longer applicable, and secondly, the Fed now believes that rates will be higher 
by the end of next year and 2016 than what they did last December. However, with inflation remaining well below the Fed’s target 
of 2%, it is probably more likely that the Fed will keep interest rates at near-zero for longer than expected.

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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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) $41.61 0.10% 4.8 100% 6.9 19.5 18.1 8.3 12.2 14.7 3.65 1.07 9.4 N

WOW Woolworths Consumer Staples (Food & Staples Retailing) $35.80 8.75% 3.9 100% 5.6 17.9 18.1 3.9 6.3 28.9 2.88 1.42 26.0 N

CCL Coca-Cola Amatil Consumer Staples (Food Beverage & Tobacco) $10.90 -4.65% 5.3 100% 7.5 16.1 18.1 3.5 5.4 50.7 5.37 1.18 30.3 N

STO Santos Energy (Oil & Gas) $13.40 -1.05% 2.6 100% 3.7 20.3 16.7 24.0 46.7 40.3 14.50 1.89 6.1 Y

WPL Woodside Petroleum Energy (Oil & Gas) $37.99 3.08% 6.4 100% 9.2 12.4 16.7 25.1 -3.2 9.5 1.29 1.25 14.2 Y

AGK AGL Energy Utilities (Multi-Utilities) $15.04 3.19% 4.3 100% 6.1 14.6 16.7 -5.8 15.3 28.9 6.63 1.60 7.7 N

SPN SP AusNet Utilities (Electric-Utilities) $1.30 8.33% 6.3 33% 7.1 16.4 16.7 2566.7 1.3 61.3 12.97 0.98 7.4 N

ANZ ANZ Ltd Financials (Banks) $32.26 7.03% 5.4 100% 7.8 12.8 13.8 8.0 4.7 1.43 15.2 Y

CBA Commonwealth Bank of Australia Financials (Banks) $75.19 3.93% 5.3 100% 7.5 14.5 13.8 6.2 3.4 1.31 18.6 Y

NAB National Australia Bank Financials (Banks) $34.54 3.63% 5.9 100% 8.4 12.9 13.8 5.2 5.2 1.32 14.4 Y

WBC Westpac Bank Financials (Banks) $33.59 9.13% 5.6 100% 8.0 14.2 13.8 2.3 4.2 1.26 15.7 Y

AMP AMP Ltd Financials (Insurance) $4.99 20.28% 5.3 50% 6.4 14.9 13.8 31.6 10.5 45.1 46.33 1.26 11.9 Y

QBE QBE Insurance Financials (Insurance) $12.64 12.23% 3.9 20% 4.3 12.5 13.8 45.3 17.5 32.2 9.13 2.04 10.6 Y

COH Cochlear Healthcare (Health Care Equipment) $57.19 1.15% 4.5 100% 6.4 30.5 22.1 -20.4 36.0 33.5 3.88 0.73 31.4 N

RHC Ramsay Health Care Healthcare (Health Care Services) $48.20 11.60% 1.7 100% 2.5 30.2 22.1 18.5 17.5 45.2 5.21 1.91 20.5 N

BXB Brambles Industrials (Commercial Services & Supplies) $9.49 5.29% 3.1 10% 3.2 19.6 22.5 4.6 4.2 43.1 6.37 1.66 21.9 Y

ORI Orica Ltd Materials (Diversified Chemicals) $22.88 -1.84% 4.5 35% 5.2 12.1 11.8 8.2 9.3 37.0 6.07 1.82 16.3 Y

BHP BHP Billiton Materials (Diversified Mining) $36.07 1.08% 3.9 100% 5.5 11.8 11.8 22.0 1.0 26.1 2.65 2.20 19.0 Y

RIO Rio Tinto Materials (Diversified Mining) $61.85 -2.04% 3.7 100% 5.2 9.6 11.8 4.0 8.7 23.6 2.44 2.86 20.6 Y

 

JBH JB Hi-Fi Consumer Discretionary (Computer & Electronics Retail) $18.83 1.05% 4.3 100% 6.2 14.4 18.6 8.4 6.3 15.3 0.71 1.60 47.3 Y

IVC Invocare Consumer Discretionary (Diversified Consumer Services) $11.04 7.16% 3.4 100% 4.9 25.0 18.6 -2.7 11.7 55.0 5.96 1.17 27.8 N

MTS Metcash Consumer Staples (Food & Staples Retailing) $3.12 3.31% 7.0 100% 10.0 10.9 18.1 -11.3 -5.2 35.7 5.74 1.32 15.6 N

WOR WorleyParsons Limited Energy (Energy Equipment & Services) $15.20 -6.60% 5.3 75% 7.0 13.6 16.7 -20.4 17.1 22.0 3.46 1.39 12.2 Y

PTM Platinum Asset Management Financials (Asset Management) $7.35 11.84% 4.2 100% 6.0 22.1 13.8 44.1 9.4 1.08 51.3 Y

PDN Paladin Energy Energy (Coal & Consumable Fuels) $0.54 0.00% 0.0 0% 0.0  N/A 16.7 76.3 98.6 40.0 -50.49 N/A -21.1 Y

NCM Newcrest Mining Materials (Gold) $11.23 17.71% 0.0 30% 0.0 22.4 11.8 -19.7 38.3 30.1 9.75 157.67 3.5 Y

LONG TERM ASX LISTED SHARES — CORE AND TACTICAL LISTS — 18 MARCH 2014
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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 $4.22 9% 1.1 5.6 0% 77.2 13.5 5.2 11.3 Majority stake holder and operator of Sydney Airport

TCL Transurban $7.27 6% 0.9 4.8 23% 61.4 20.8 3.8 6.9 Toll roads throughout Australia and USIN
FR

AS
TR

UC
TU

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 $3.85 5% 1.1 0% 1.1 15.7 13.8 6.7 7.5 25.2 65.4 1.00 4.3 6.7

WDC Westfield Group $10.27 7% 1.0 0% 1.0 15.1 13.8 2.1 5.6 44.2 16.7 1.29 5.8 8.9

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 $100.28 -0.5% 90 Day BBSW 2.50% 2.64% 3.60% 4.01% 5.13% 100% 0.2 16-Jun-14 $100.00 A+ Quarterly

PCAPA CBA Perls III $194.25 0.9% 90 Day BBSW 1.05% 2.64% 2.58% 5.23% 3.80% 100% 2.1 06-Apr-16 $200.00 A+ Quarterly

CBAPA CBA Perls V $204.59 1.4% 90 Day BBSW 3.40% 2.64% 4.23% 2.02% 5.90% 100% 0.6 13-Oct-14 $200.00 A+ Quarterly

IANG IAG Reset Exchange Securities $104.97 0.6% 90 Day BBSW 4.00% 2.64% 4.65% 5.49% 6.33% 100% 5.8 16-Dec-19 $100.00 A- Quarterly

SVWPA Seven Group TELYS 4 $90.73 3.0% 180 Day BBSW 4.75% 2.70% 5.22% N/A 8.21% 100% N/A N/A $100.00 Not rated Half Yearly

WBCPB Westpac Stapled Preferred Securities II $101.41 -0.3% 90 Day BBSW 3.80% 2.64% 4.51% 3.77% 6.35% 100% 0.5 30-Sep-14 $100.00 A+ Quarterly

WCTPA Westpac Trust Preferred Securities $95.90 0.5% 90 Day BBSW 1.00% 2.64% 2.55% 5.64% 3.80% 100% 2.3 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 Australian earnings took place over February with 195 companies (at the time of writing) from the S&P/ASX200 having 
reporting either their half-year 2014 (1H14) or full-year 2013 (FY13) results.  
 
Quick recap… 

-   Up until 4 March 2014, 54% of companies have beaten consensus earnings estimates. Given that 77% of S&P500 
    companies in the US that posted results during the recent earnings season exceeded analyst estimates, the ASX numbers 
    do not look overly impressive. But given the current environment, there was every chance that there would be flat areas 
    throughout various sectors. 

-   50% of companies underperformed on Free Cash Flow, while profits and dividends have been strong, and therefore 
    raising some concern that companies are spreading themselves too thin in an attempt to accommodate investors seeking 
    higher dividend yields. 

-   Despite the mixed results, investors appear to have given the thumbs-up to company earnings with the index tracking 
    more than 4% higher for the month, albeit on the back of positive momentum in global share markets. 

Here’s how a few of the big names reported: 

agl energy (agK): Feels the heat  
AGL Energy Limited (AGK) has reported a net profit of $261m for 1H14, a drop of 27.1%, with underlying profit down 11.4% 
to $242 million. Total revenue slipped 2.6% to $4.84bn, but the company has forecast an improvement in 2H14 and also 
reaffirmed it remains on track to hit its FY14 underlying profit guidance. The company stated the record warmer weather 
conditions across the winter months contributed to a decrease in customer demand for energy, impacting AGL’s result. 
There has also been fierce discounting from competitors which has also put pressure on the company’s profits. AGL predicts 
that its 2H14 performance will improve following contribution from its Australian Power and Gas acquisition as well as an 
improvement in its Queensland gas sales. AGL declared a fully-franked interim dividend of 30c per share. 

bHp billiton (bHp): Reports strong result, shares surge  
BHP delivered a strong 1H14 result, with further cost reductions helping to provide flexibility with its allocation of capital.  
BHP beat market expectations with underlying net profit up 31% to US$7.8bn. While the pleasing result can be put down to 
aggressive cost-cutting rather than commodity prices, CEO Andrew Mackenzie has predicted the good times will continue. 
Mackenzie signalled that BHP’s debt could be down to US$25bn within six months – a figure he previously stated could be a 
trigger for a capital return for shareholders. BHP shares rallied up to and after the result and are now at their highest level 
since September 2011.     

Brambles (BXB): Delivers a rise in profit   
Pooling solutions provider Brambles has reported a sharp rise in half-year profits assisted by a US$663.7m gain on the 
demerger of Recall Holdings, its document storage and destruction business. Brambles’ net-profit for the six months to 
December totalled US$959m, a rise of US$656m from a year earlier. With the sale of Recall stripped out, underlying earnings 
resulted in a rise of 10% to US$458m for the six-month period. Brambles has declared an interim dividend of AUD$0.135 
per share, with CEO Tom Gorman reaffirming that he expects underlying profit for the 2014 financial year to be within the 
previous guidance range of US$930m to US$965m. The company has also made a commitment to strip US$100 million in 
costs out of the business over the five financial years through to 2019.   

coca-cola (cSl): lack of fizz - result impacted by Spc  
Coca-Cola Amatil has posted a decline of 82.5% in full-year profit after writedowns on its SPC Ardmona business which 
totalled $404m. Even with the substantial writedowns, Coca-Cola managed to report a net profit of $79.9m for the year 
ending 31 December 2013, a fall of $457.8m from the previous corresponding period. If the SPC numbers were eliminated 
from the result, Coca-Cola’s underlying net profit after-tax was $502.8m. Coca-Cola managing director Terry Davis made 
mention of the troubles at SPC and weaker local drink sales, saying the difficult trading conditions for the Australian 
beverage business in the grocery channel, combined with the impact on SPC Ardmona earnings from imported private label 
products and the significant slowdown in the PNG economy led to a reduction in earnings for 2013 of 6.9%. 
 
commonwealth Bank (cBa): posts a strong first half  
Commonwealth Bank of Australia (CBA) posted a strong first half result, with its half-yearly profit rising 14% on the 
previous corresponding period to $4.27bn. A fully franked dividend of $1.83 has been declared, up 12% on the 2013 
dividend. In a relatively subdued market, revenue has continued to grow by 8% which is a pleasing result for the bank. 
Return on equity was up 80 basis points to 18.7% and customer deposits rose by $40bn to $426bn, representing 63% of the 
bank’s funding. Despite the impressive result, CEO Ian Narev has warned of the volatile global and domestic markets which 
he expects to continue. “We have seen, in recent weeks, that there is still volatility in global markets. The risks presented by 
that volatility continue to suppress business confidence.”    

tHe aUstRalIan RepORtIng seasOn                   
by Simon Bridgland

continued on page 13
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national australia bank (nab): solid result but priced to perfection 
NAB delivered another solid performance for the first-quarter of 2014, with a 7% increase in unaudited cash profit to 
$1.55bn, below consensus of $1.58bn. Earnings again benefited from a sharp fall in bad debts, which were down 23% to 
$324m for the quarter. Strong earnings and dividend growth should continue to benefit from a domestic economy that is 
expected to modestly recover over the course of 2014 and 2015. Solid growth in the mortgage book was offset by lower 
lending balances during the quarter. The 3% increase in operating costs was marginally higher than the market was 
expecting, but the underlying uplift was a more respectable 1% when allowing for foreign exchange movements. Higher 
expenses included salary increases, bonus payments, and increased depreciation and amortisation charges. Asset quality 
improved across the group and, pleasingly, the troublesome UK businesses continue to recovery. 

Oil Search (OSh): lift in profit 
Oil Search (OSH) delivered an increase in FY13 profit reflecting solid production at the company’s PNG oil fields. NPAT 
increased by 17% to US$206m (A$230m) up from US$176m in FY12. Revenue for the period rose 6% to US$766m, with Oil 
Search Managing Director Peter Botten highlighting the good performance from its PNG fields, despite the slightly softer 
oil price. Operating costs were stable at US$24.77 per barrel of oil or equivalent, and exploration costs were down 25% on 
the previous corresponding period following oil discoveries in the Middle East and PNG. Oil Search’s key PNG LNG is 95% 
finished and the first sales are expected in 3Q14.  

Ramsay Healthcare (RHc): Outstanding result, increases guidance 
Private hospital operator Ramsay Healthcare (RHC) reported a rise in net profit of 15.8% to $171.6m in 1H14. Ramsay 
increased earnings in all of its foreign jurisdictions, most notably France, where EBITDA was up 61.9%, demonstrating that 
several French acquisitions in recent years have been successful. CEO Christopher Rex says the company will continue to 
pursue further capacity expansion in its Australian operations, as well as joint ventures overseas. The company will pay 
an interim fully-franked dividend of 34c per share, an increase of 17.2% from the previous corresponding period. Upon 
the results announcement, shares in the company rallied to an all-time intraday high of $50.56. Importantly, FY14 NPAT 
guidance was upped from 12%-14% to 16%-18%.  

rio tinto (riO): returns to profit  
Resource giant Rio Tinto (RIO) has returned to profit in 2013, thanks to aggressive cost cutting and a pick-up in Chinese 
demand for commodities. RIO reported a net profit of US$3.67bn in the year ending 31 December 2013, rebounding from 
a US$3.03bn loss in the previous year when it took a large impairment charge on its aluminium and coal assets. Earnings 
from iron ore increased by 6.6% and the profit result allowed RIO to increase its final dividend from US$1.67 to US$1.92. 
  

transurban (tcl): continuing to motor along  
Transurban (TCL) marginally increased its first-half profit following a spike in revenue tolls. TCL reported a profit of 
$81m for the six months to 31 December 2013, up from $80.9m a year ago. A rise of more than 13% in revenue from the 
company’s toll roads to $498m for the half year was the highlight of the result. Chief executive Scott Charlton has his mind 
on future growth opportunities throughout the second half of the year. ”Our focus in FY14 remains clear: to operate our 
networks of urban roads safely and efficiently, and to pursue growth opportunities that make sense within our existing 
footprints,” he said last week. 

sydney airport (syd): Flying high 
Sydney Airport Holdings Limited (SYD) beat market expectations with a 7.3% rise in EBITDA to $910m for FY13, due to 
an increase in international arrivals and strong growth in revenue across all key businesses. Other highlights of the result 
were the new routes operating into China and India and an increase in capacity from more than half the international 
airlines. SYD declared a dividend of 22.5c per share with a 2014 dividend of 23.5c per share expected. 

Woolworths (WOW): profit surges 
Woolworths’ (WOW) 1H14 profit jumped 15% on a rise in food and liquor sales at home and an improvement in earnings 
from its supermarkets in New Zealand.  Net profit for the group came in at $1.32bn, up from $1.15bn a year earlier, while 
revenue jumped 3.8% to $32.06bn. A dividend increase of 4.8% to 65c per share was declared.     

wesfarmers (wes): coles’ “down-down” campaign is paying dividends   
The annoying “prices are down-down” jingle created by Coles’ marketing team is having a tremendous impact on store 
sales. Wesfarmers increased its 1H14 profit by 11.2% following another great performance of its Coles’ supermarkets 
which helped to offset weaker results from its Target stores and resources division. Wesfarmers’ net-profit for the first six 
months came in at $1.43bn, up from $1.29bn from the previous corresponding period, beating the $1.34bn analysts had 
been expecting.  

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

continued from page 12
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        etHIcal InvestIng                                                                       
by Roberto Tappero

Ethical investing, or renewable energy investing if we were to narrow it down, is again a hot topic in the world of finance 
with experts picking ‘green’ energy and waste management investments as the areas to watch for those looking to invest in 
something ethical and sustainable, without necessarily comprising investment returns.

Over the past few years, the performance of both managed funds and direct equities that consider themselves ‘green 
investments’ have performed relatively well but the inquisitive mind always wonders - how ‘green’ are these investments? 
Are these so-called ‘ethical funds’ disguising their investment philosophies behind a righteous mask to ensure they can 
generate sufficient returns?

The below table sheds light on the performance of four ‘ethical funds’, comparing their individual returns against three 
renowned ‘long only’ Australian equity fund managers over a rolling 10-year period.

IcR cOsts FunD Size 
(M)

6 Mth 
Return

1 yr 
Return

3 yr 
Return

5 yr 
Return

10 yr 
Return

ethical trusts

aMp capital 
sustainable  
share a

0.99% 10.03 6.60% 9.82% 7.91% 13.39% 8.58%

bt ethical  
shr ws

0.95% 185.33 6.40% 11.07% 7.50% 12.57% 9.99%

Hunter Hall 
australian value 
trust

2.09% 43.45 3.98% -0.99% -4.83% 12.55% 4.71%

perpetual 
wholesale ethical 
sRI

1.18% 688.97 9.52% 15.96% 18.04% 27.55% 13.83%

long only australian equity Funds

Fidelity australian 
equities

0.85% 3447.17 10.04% 15.00% 11.78% 17.22% 13.45%

blackRock ws 
australian share

0.95% 221.14 7.35% 11.17% 7.55% 12.52% 9.81%

perpetual 
wholesale 
australian  
share Fund

0.99% 1730.56 9.01% 15.37% 12.17% 18.84% 11.65%

*Morningstar 11/03/2014

As shown above, apart from the Hunter Hall Australian Value Trust, the performance of the ‘ethical funds’ are comparable 
to the long only managers that have exposure to a wider universe of equities. In fact, the Perpetual WS Ethical SRI , the most 
‘deep green/ethical’ of the lot is the best performing fund over a 1Yr, 3Yr, 5Yr & 10Yr period. How is this the case? Where do 
the ethical trusts get the alpha from considering the ‘more limited’ investment options available to them?

The specific ethical or social responsibility objectives of these funds depend on their charters, but the methods of selecting 
investments are generally similar. They start with negative screening - that is, screening out activities pre-defined as being 
undesirable. Some also employ positive screening - that is, they screen potential investments to include activities pre-
defined as favourable.

Whilst the All Ordinaries consists of approximately 500 companies, quality and ethical screens quickly whittle the numbers 
down to around 110 names in the case of Perpetual’s Ethical Trust. Many of the companies in this fund are mid-to-small cap 
names. On one hand, it reduces the available opportunity set, meaning the portfolio doesn’t provide exposure to all corners 
of the market and can lag when certain sectors, such as resources are running hard. On the other hand, striving to hold only 
the most credible ethical stocks ensures the portfolio stays true to form.

continued on page 15
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etHIcal InvestIng

 
How green is green?

People interested in such investments will be exposed to an array of ‘labels’ that are more perplexing than enlightening, with 
terms such as ‘sustainable’, ‘green’ , ‘responsible’ and ‘ethical’. 

What the general investor may think those labels mean and what fund managers think they mean, usually differ. For instance, 
one investor may believe that stem cell research is important because of the medical benefits it can provide, while a religious 
investor may condemn stem cell research. Fund managers differ vastly in the way they apply these definitions. Some of the 
largest managers that run ‘socially responsible’ funds have large exposure to BHP Billiton - in their eyes, ‘ethical investing’ is 
having greater exposure to more ethical stocks than non-ethical stocks. 

While it’s hard to justify that ‘ethical and socially responsible’ funds are regarded as environmentally positive funds, they do 
offer environmentally minded investors opportunities to avoid many environmentally negative areas. Their financial success 
also suggests that there is potential for funds with a stronger environmental bias.

As you can see, ethical investing comes in many shades but one aspect remains constant and that is investors need to know, 
understand and feel comfortable with what they’re investing in.

direct exposure to waste Management - tOx FRee sOlUtIOns (tOx) – price target $4.13 (bloomberg 
consensus)

Waste. It’s a driving force in our industrial world. Waste from industries and businesses, from homes and farms. It clogs the 
arteries of commerce and the volume builds on an ever-increasing scale. It has become an industry in itself; billions of dollars 
are consumed in waste handling, processing, storing and recycling. It represents a constant challenge, but, it also presents a 
unique opportunity. 

Each year individual citizen discards more than half a ton of garbage. Everything from apples to empty pizza boxes, egg shell, 
appliances and the toilet seat. World-wide, that’s over a billion tons of trash that’s thrown away - but somehow, all of this 
requires recycling or an alternate method of disposal. For most of us, putting out our bins is the end of the story but in fact, it’s 
the start of an epic journey. To us, it all looks like rubbish, but to the discerning eye, it’s mounds of gold.

The waste management industry may not be glamorous, but it is largely recession-proof, with business models that can be 
profitable in both good and bad times. Tox Free Solutions boasts a growing business with solid market positions in niche 
segments. The hazardous waste business (25% of earnings), which is high-margin, generates attractive returns and displays 
a number of moat characteristics through its licencing arrangements. The waste collections and services business provides 
stable revenue growth, albeit in a very competitive market with low barriers to entry and low switching costs. As 75% of 
earnings are derived from collection service divisions, an economic moat cannot be allocated. Tox Free’s addressable market is 
A$4.8bn, and with less than a 10% share, it looks promising that the company will continue to deliver substantial growth via 
continuation of a disciplined acquisition strategy. 

Waste management companies can be solid and profitable investments because the service is essential and it is highly unlikely 
that waste will never cease to exist. Like the old saying goes, “one man’s trash is another man’s treasure”.

continued from page 14
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In this article we provide a performance update on three international share funds with exposures to different parts of the 
global sharemarket. 

 
platinum asia Fund

This fund provides exposure to companies in the Asian region on an ‘unhedged’ basis.  

The fund’s stated investment objective is to generate long term capital growth by identifying undervalued listed (and 
unlisted) companies in the Asian region. The Fund primarily invests in the listed securities of Asian companies.  The Fund 
may invest in companies not listed in Asia but where their predominant business is conducted in Asia.  Asia is defined as all 
countries that occupy the eastern part of the Eurasian landmass and its adjacent islands and is separated from Europe by 
the Ural Mountains, and includes the Russian Far East.

For example, investors in the Fund might expect the portfolio to contain listed companies based in China, Hong Kong, 
Taiwan, Korea, Malaysia, Singapore, India, Thailand, Indonesia, Philippines, Sri Lanka, Pakistan and Vietnam.

The portfolio normally consists of 75 to 150 securities that Platinum believes to be undervalued by the market.  Cash may 
be held when undervalued securities cannot be found.  Platinum may also ‘short sell’ securities that it considers overvalued, 
which introduces another source of potential outperformance (and risk) for the fund.

Its long term performance has been very good, both in absolute returns and relative to its stated performance benchmark, 
the  MSCI Asia Ex Japan Index (in $A), as follows:

      

performance Fund 
%pa

benchmark  
%pa

Over/Under 
 %pa

1 Year 17.6 15.1 + 2.2
3  Year 7.4 4.6 + 2.6
10 Year 13.0 7.9 +4.7

 

At the end of January,  the fund’s top 5 holdings were in KB Financial Group (Korea-Diversified Financials), Baidu com ADR 
(China-Information Technology), Genting Bhd (Malaysia – Hotels, Leisure), SK Hynix Inc (Korea –Semiconductor Equip), and 
Samsung Electronics Co Ltd (Korea –Semiconductor Equip).

In terms of its weightings to different sectors, Platinum appears to be favouring consumer discretionary and consumer 
staples stocks, whilst it is a little underweight to information technology stocks relative to the fund’s benchmark. 

Zurich Investments global thematic share Fund

The Zurich Investments Global Thematic Share Fund is managed by Zurich’s strategic investment partner, Lazard Asset 
Management Pacific Co. (Lazard). Lazard is a wholly owned subsidiary of Lazard Asset Management, LLC which originated 
as a partnership in 1848 and became one of the first global investment banks.

The investment team analyses the major changes taking place around the world and identifies themes which represent a 
distinct investment opportunity. All themes are methodically researched and tested in order to establish their validity and 
the portfolio typically includes 8-12 themes at any time.

The fund’s investment process is to generate ideas for its themes via fundamental industry and company research and 
analysis of global trends driven by politics, culture or history.  Using these ideas the manager then identifies themes which 
represent a distinct investment opportunity before validating these themes.  The final step in the investment process is to 
identify stocks which will benefit from the themes, subject to a check on the stock’s relative valuation.

The outcome of this process results in an investment approach which emphasises global themes and relationships rather 
than particular geographic regions and enables the manager to select the best available stocks at any one time.  

by Stuart Graham

Sharemarket

continued on page 17
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Stuart Graham, Private Client Advisor, Lachlan Partners Wealth Management, Melbourne.

The fund has had reasonable long term absolute performance but has lagged its stated benchmark of the MSCI World (ex-
Australia) Index (in $A) over 1 and 3 year timeframes as follows:  

performance Fund 
%pa

benchmark  
%pa

Over/Under 
 %pa

1 Year 30.0 39.8 - 7.0
3  Year 6.4 14.5 - 7.0
10 Year 6.7 4.9 + 1.7

 
Current themes identified by the manager in its latest performance update included ‘managing complexity’, ‘Japan’, and 
‘Information over Capital’, with key stock positions including Prudential (UK), Google Inc (US), Oracle Corp (US), CVS 
Caremark Corp(US) and Visa Inc (US).    

grant samuel epoch global equity shareholder yield Fund

Epoch believes that a paradigm shift is taking place in the sources of return for investors in global equity markets and 
that the key to producing superior risk adjusted returns will be to focus on free cash flow, instead of traditional valuation 
measures such as Price-to-Earnings or Price-to-Book ratios. Epoch focuses on companies generating free cash flow run by 
management committed to deploying that cash flow for the benefit of shareholders through dividends, share repurchases 
and debt reduction.  Epoch defines these uses of free cash flow (dividends, share buybacks and debt reductions) as 
‘shareholder yield’. 

The Grant Samuel Epoch Global Equity Shareholder Yield Funds (offered on both a hedged and unhedged basis) offer 
a globally diversified equity portfolio consisting primarily of listed global companies that have a history of attractive 
dividend yields and positive growth in free cash flow. The Fund’s goal is to generate superior risk adjusted returns with a 
dividend yield that exceeds the dividend yield of the MSCI World ex Australia Index in $A.

The fund  has performed very well over the last 12 months reflecting the pick up in global stockmarkets. We view the 
manager as having the capacity to outperform in poorer markets as investors focus on quality stocks generating good 
dividends.  A performance summary at 31 January 2014 follows (for the unhedged fund): 

performance Fund 
%pa

benchmark 
%pa

Over/Under 
%pa

1 Year 36.7 39.8 - 3.0
3 Year 16.4 14.5 - 1.9

Since Inception (2008) 6.4 4.1 + 2.3

The fund is currently overweight in UK and Europoean stocks and underweight in US stocks, with key holdings including 
Astrazenca PLC (Pharmaceuticals – UK), Vodafone (Telecommunications – UK),  VINCI  SA (Construction/infrastructure – 
France), and Swisscom AG (Telecommunications – Switzerland).  

Source: Platinum Asset Management, Zurich Investments, Grant Samuel 
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    sMsF atO penalty pOweRs set tO wIden                                                     
 by Mark Sullivan

On the 14 December 2013 the Federal Government 
announced it would proceed with law changes that give the 
Australian Taxation Office (ATO) greater powers to deal with 
Self Managed Superannuation Fund (SMSF) Trustees who 
breach superannuation law. The proposals, which are aimed 
at protecting members’ retirement incomes, will apply to 
contraventions occurring from (as well as before) 1 July 2014 
and will cover the following:

•   Administrative penalties;

•   Education directions; and

•   Rectification directions.

This article looks at these proposed regulatory penalties and 
sanctions in further detail. 
 
trustee responsibilities 

As all Trustees should be aware, there are four main sources 
that SMSF Trustees should adhere to when running their fund:

•   The clauses in the Trust Deed;

•   The provisions of the Superannuation Industry (Supervision) 
     Act 1993 (SIS Act) and the SIS regulations;

•   The Corporations Act 2001; and

•   Other general rules, such as those imposed under tax and 
     trust law. 

administrative penalties 

Under the proposed measures, new penalties for administrative 
contraventions of the SIS Act and the SIS regulations will apply 
and the penalties must be paid by the Trustees or directors of 
Corporate Trustees, and the financial penalty cannot be paid 
using assets of the SMSF.

SMSF members who gain improper access to their 
superannuation monies (i.e. early access) may suffer severe 
penalties, including heavy fines and imprisonment. If a Trustee 
(or Director of a Corporate Trustee) is found guilty of either a 
civil and/or criminal offence under a civil penalty provision, 
the maximum penalties that may apply under Part 21 of the 
SIS Act are $220,000 (civil proceedings) and/or five years 
imprisonment (criminal proceedings).

The ATO has provided the following example for Trustees to be 
aware of:

For SMSFs who have lent money to a member or a relative and 
the loan still exists on or after 1 July 2014, the Trustees will be 
liable for the penalty and the loan should immediately be repaid 
to the SMSF with appropriate commercial interest [for example 
the current lending interest rates offered through the major 
Australian banks].

Under the proposed measures, penalties will vary according to 
the type of breach, and for the example provided above, each 
individual Trustee (or Director of a Corporate Trustee) will be 
liable for a penalty of $10,200. The penalty cannot be paid using 
the resources of the SMSF and doing so would be considered 
a serious breach which may be subject to more significant 
penalties from the ATO. 
 
Source: www.ato.gov.au

education directions 
 
In cases where a breach or a contravention of the 
superannuation legislation has occurred, the proposals 
will enable the ATO Commissioner to direct SMSF 
Trustees to undertake a course of education, which would 
cover the duties of the Trustee according to the Trustee 
Declaration and provide Trustees with a minimum level 
of knowledge of their regulatory obligations. In the event 
of the Trustee not satisfactorily completing the course, 
further administrative action may be enforced.

The Trustee education, which is likely to be provided by 
commercial providers approved by the ATO (although 
these details are yet to be confirmed) will be aimed at 
improving the Trustees’ ability to meet their obligations 
and reduce the risk of further contraventions being 
committed.

For further details of the role and responsibilities of SMSF 
Trustees, Trustees should download the ATO’s ‘Guide for 
SMSF Trustees – role and responsibilities’ publication 
available through the ATO website (www.ato.gov.au).
 
rectification directions 

Under this proposal the ATO will be able to direct SMSF 
Trustees to rectify a contravention where a contravention 
remains unrectified (i.e. to return the SMSF to its position 
before the contravention occurred to ensure that the 
SMSF is complying with the law).

The contravention will have to be rectified within 
a reasonable timeframe as determined by the ATO, 
which will take into account the contravention and 
circumstances of each case (i.e. on a case by case basis). 
The ATO has provided the following example for a 
rectification of a contravention:

A breach of the prohibition of lending to members [as 
mentioned above] can be remedied by the repayment of 
the loan by the member to the SMSF with interest where 
appropriate.

Source: www.ato.gov.au 

conclusion 

Although the ATO’s aim is to achieve further compliance 
improvement mainly through education, fund reviews 
and client service to assist SMSFs self-regulate, they will 
now have more extensive powers to take action to protect 
the assets of SMSFs if they determine that the assets of 
the fund are at risk. These actions can include:

•   Disqualifying a Trustee; 
•   Removing a Trustee; and 
•   Freezing the assets of the SMSF.

As the ATO covers approximately 7% of SMSF audits 
undertaken each year, with the increasing number of 
SMSFs in Australia there will be an ever increasing 
number of funds that will be audited by the regulator. 
Therefore it is important that Trustees comply with 
their obligations and responsibilities. Although it is 
worth noting that where the ATO finds that Trustees are 
genuinely making an effort to meet their obligations, they 
will work with the Trustees to rectify any breaches.

Mark Sullivan, Private Client Advisor, Lachlan Partners Wealth Management, Melbourne.
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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 
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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 24 MaRcH 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) 3.25  3.15 3.35 3.45

ANZ Term Deposit  3.50 3.40 3.40

CBA Term Deposit  3.00 3.05 2.90
NAB Term Deposit (min $25k)  3.40 3.40 3.50

RACV Finance   4.00  
Rabo Bank Australia 4.40* 3.25 3.45 3.55 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) 3.45 3.10 3.10 3.20
ANZ Term Deposit 3.45 3.75 4.10 4.00 4.55

Bank of Queensland Bond 2.80 3.00 3.15 3.10 3.40
CBA Term Deposit 3.20 3.10 3.95 3.75 4.15
NAB Term Deposit (min $25k) 3.55 3.80 4.00 4.05 4.25
RACV Finance 4.10 4.00 4.50 4.80  
Rabo Bank Australia 3.60 3.95 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 3.25  3.15 3.35 3.45

ANZ Term Deposit  3.55 3.50 3.40

Bank of Queensland T/D (min $250k)  2.75 3.45 3.60 3.45

CBA Term Deposit  3.10 3.15 3.00
Members equity bank (min $500k)  3.40 3.55 3.50
NAB Term Deposit  3.50 3.50 3.50
RACV Finance   4.00  
Rabo Bank Australia 4.40* 3.25 3.45 3.55 3.55

Rural Bank Limited  3.40 3.45  

Suncorp Metway Limited (min $500k)  3.40 3.55 3.50
Credit Co-ops (min $500k) 3.40 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 3.45 3.30 3.40 3.40
ANZ Term Deposit 3.50 3.80 4.20 4.05 4.60
Bank of Queensland T/D (min $250k) 3.55 3.80 4.10 4.50 4.75

CBA Term Deposit 3.25 3.15 3.15 4.00 3.80
NAB Term Deposit 3.60 3.85 4.00 4.05 4.40
RACV Finance 4.10 4.00 4.50 4.80  
Rabo Bank Australia 3.60 3.95 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) 3.60 3.60 3.60   
Credit Co-Ops (min $500k) 3.60    

The Reserve Bank of Australia met in February and the 
Board noted that “monetary policy is approximately 
configured to foster sustainable growth in demand 
and inflation outcomes consistent with the target. On 
present indications, the most prudent course is likely 
to be a period of stability in interest rates.” This theme 
has flipped from the RBA’s minutes in December, which 
suggested that there was an ‘easing bias’, but, the 
‘neutral’ stance which the Bank is now taking looks 
more likely to continue for at least the short-term. 
The risk in our view is a higher unemployment rate 
or a persistently high AUD (both would influence a 
rate cut).On the flip side, property prices continue to 
soar even further (influencing a rate hike) although 
inflation seems to be constrained and looks likely 
to be maintained within the Bank’s target band. It 
is increasingly likely the RBA will sit tight unless 
something appears from left-field. 
In the US, the Federal Reserve under Janet Yellen’s 
new reign took another US$10bn off the total stimulus 
to the world’s largest economy and the current level 
now stands at US$55bn per month, $30bn shy of the 
unprecedented US$85bn which was originally deployed 
to kick start the US economy. The market handled the 
recent tapering reasonably well as it was expected 
that US$10bn would be withdrawn each month until it 
is totally withdrawn. The rate at which it is unwound 
will be influenced by the unemployment rate, but at 
a rate of 6.5% and that is now more ‘manageable’, the 
‘hard and fast’ targeted figure around these levels is 
not as important as it once was. If Yellen’s wording was 
anything to go by when the Fed last met, then the level 
of inflation is probably the indicator that needs to be 
assessed more closely.   
We are reasonably confident there won’t be an upward 
movement of interest rates in Australia for at least the 
next few months, and in Hi TCivic Civcccthe US for at 
least another 18 months and therefore, term deposit 
rates will remain low for the foreseeable future. For 
investors that are willing and able to take slightly more 
risk than a term deposit, a mix of fixed interest funds 
looks a better way to presently play this space, with an 
allocation to high yielding and stable yielding equities 
for your portfolio income.   

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.

a lOOk at intereSt rateS
  by Simon Bridgland

Simon Bridgland, Editor of The Investing Times and Research Analyst, 
Lachlan Partners.
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hOt OFF the preSS FrOM the atO – 2014/15 rateS
                        

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

Recently, the Australian Tax Office (ATO) released the new Superannuation thresholds for the 2014/15 financial year. While the 
new thresholds are not back to the very generous $1M ‘un-deducted contribution’ cap of 2007, they are providing slightly higher 
contributions allowing ageing Australians to ‘squirrel’ away more into Super before the contribution gate is slammed shut. 

Of particular note is that once a person is over 49 years of age, that person is considered an ‘oldie’ by the ATO and is eligible for 
a ‘Special’ Concessional Contribution cap of $35,000. For those under 49 years of age on 30th June 2013, your Concessional Cap 
increases from $25,000 to $30,000. This doesn’t sound like much, but if you were invested for 25 years compounding at 7% and 
contributing monthly through salary sacrifice, then the additional benefit to your retirement nest egg would be $337,529!

For those wanting to contribute their non super pot of gold into their tax effective Super fund , the Non Concessional Contribution  
(NCC) cap has increased from $150,000 to $180,000, and the ‘bring-forward’ limit has increased from $450,000 to $540,000. 
Again, think of the compounding effect and the tax saving once you convert your Super balance from accumulation to pension. 
Interestingly, there is no change to the minimum pension aged based levels.

If you have the ability to make NCC’s and are considering the ‘bring-forward’ rule under ‘ordinary’ NCC rules, a change in your 
strategy could allow your contribution level to increase from $630,000 to $690,000 over four years. This strategy can be quite 
complex, so it is crucial that you discuss this with a Lachlan Partners advisor. (A different treatment applies to CGT and personal 
Injury Contributions). 

The Government’s Co-Contribution Scheme is still with us, providing a maximum $500 bonus for eligible contributors, with 
the lower personal income threshold increasing from $33,516 to $34,488. Once the lower income threshold is reached, the 
Government’s gift tapers back and cuts out entirely at $49,488.

The mandatory Super Guarantee (SG) amount has increased from 9.25% to 9.5%, which still remains far short of many Western 
and European countries and will, in isolation, barely fund a comfortable retirement lifestyle. Note that the Federal Government 
has introduced legislation, which if passed by the Senate, will retain the SG rate at 9.25% for 2014/15 and 2015/16. As an advisor 
who consults to retirees, some with unrealisable expectations, I question the wisdom of the Government’s proposal.

If you are fortunate enough to have a Capital Gains Tax (CGT) liability, you will be pleased to hear that the CGT NCC cap has 
increased from $1,315,000 to $1,355,000. Treatment of CGT requires a chapter on its own, so if you are in this position, you 
should seek assistance from a specialist advisor before lodging your tax return in the year that the gains were incurred.

Lastly , the low rate taxable cap has increased from $180,000 to $185,000.

In summary, all of the changes are a mere tweaking around the edges, but over the course of a 20 year investment period, the 
compound interest effect is significant and will make a difference to retirement lifestyle. 

by Michael Burton

interState ViSitS fOr 2014

lachlan partners advisors will be meeting with existing and new clients in Adelaide, Canberra, Perth and Queensland’s Sunshine and Gold 

Coasts throughout 2014.   If you would like to make an appointment for any of the above visits or if you would like to discuss what’s involved in 

a first interview on the road to seeking financial and investment advice, please email: info@lachlanpartners.com.au

                                                                                


