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Since the last edition of The Investing Times there 
have been a number of macroeconomic events, 
political issues, the threat of war and even 
bubbles which have caused markets to react in 
various ways. Some of the events in focus have 
included the accelerating tensions in Ukraine, 
the technology bubble in the US (where many 
technology stocks are trading at 300 and 400 
times earnings) and the US Federal Reserve’s 
decision to keep tapering its quantitative easing 
program. All these events, in one way or another, 
have contributed to equity market volatility.  

On the earnings front in the US, the bulk of 
company results have been mixed and underlying 
earnings growth has proven difficult to come by 
(as it has in Australia). The distinct lack of growth 
has been largely dealt via heavy cost-outs, which 
put simply, are not viable over the long term.  

In terms of equity market valuations, if there 
is scope for further gains then we do need 
earnings to grow, both here, and in the US.  But 
the difficulty is, that earnings growth is almost 
exclusively dependent on growth at an economic 
level and the anaemic speed of economic growth, 
combined with a slack labour market and 
incredibly slow wages growth, in a low interest 
rate environment, is likely to result in company 
earnings remaining under pressure for at least 
the short-medium term, particularly in Australia.  

Sluggish earnings growth is arguably more of a 
concern for us than the US as our economy is still 
searching for an area of the market to fill the void 
left from the diminishing resource boom. While 
the property market is attempting to fill some of 
the gap with dwelling investments surging, we 
envisage it falling a fair margin short given how 
much traction our country derived from mining.   

However, despite the areas of concern outlined 
above, the Australian share market has continued 
to show resilience and in April, it broke through 
the psychological 5,500 level on the S&P/ASX200. 
While 5,500 may just seem like any other number 
to most, the significance of this level is realised 
when you consider we haven’t been at that level 
since June 2008. PMI readings continue to head 
south in China which makes the performance of 
our share market even more impressive. 

The Reserve Bank of Australia is doing its bit by 
keeping the official cash rate steady, once again 
leaving rates at 2.50% in May.  

The Bank also reaffirmed its neutral stance and 
preference for a period of interest rate stability 
which seems to be keeping investors at ease for 
now. 
 
With so much going on in the investment world, 
Research Analyst, Simon Bridgland, provides 
us with a timely summary of what took place in 
markets over the first quarter of the year and 
gives us a few hints on what to expect for the 
remainder. From equities, to currencies, to the 
economy and the RBA, he’s got it all covered... 
including taking a swipe at the media!   
 
Leading journalist Alexandra Cain introduces us 
to capital protection in the lead up to retirement 
and discusses how important it is to strike the 
right balance.  

Do you actually know what swings the Australian 
dollar up and down? Many of us may think that 
we know, and many of us probably have an 
opinion as to whether the currency is over or 
undervalued, but global finance correspondent 
Scott Dixon settles the argument once and for all 
by naming the three biggest economic factors 
that directly impact the AUD.     
  
Roberto Tappero delves into the power of 
alternative thinking, while David McCrorie 
analyses one of Australia’s most trusted and 
well known brands, Dick Smith, and assesses the 
company’s share price performance since its ASX 
listing last December. 

Finally, Eric Wong shares his thoughts on leaving 
a legacy behind. His article comes at a very fitting 
time with the late Paul Ramsay donating $3bn 
upon his recent passing in what is believed to be 
the biggest donation in Australian history. 
We hope you thoroughly enjoy this edition of The 
Investing Times, and as always, we welcome any 
thoughts, ideas, or questions for our writers.             

 

“Only those  who are asleep 
make no mistakes”

Ingvar Kamprad

GLOBAL EVENTS GALORE, BUT ASX SHOWING FIGHTING QUALITIES
by Philip Pezzi

Philip Pezzi, Head of Lachlan Partners.

Inside

STRATEGIES &  

OPPORTUNITIES

• ASX showing fighting 
qualities

• Quarterly investment 
report

• Performance & protection 
– striking the right balance

• Leaving a legacy of giving

• What makes the 
Australian dollar move?

• Life Interest Q & A

• As safe as houses

SHAREMARKET

• The IT Defensive share 
portfolio

• The power of alternative 
thinking   

• Dick Smith Holdings Ltd                  

SUPERANNUATION

• Setting a strategy for 
your SMSF for you and 
the next generation

NEWS

• Q & A

• Post Budget analysis 
seminar

• Interstate visits

REGULAR COLUMNS

•  Current position and        
market mood

•  Long term trend and 
zone ranking charts

•  Fixed interest rates



2 Issue 365 - 15th May 2014

The

Investing Times
The

Investing TimesStrategies & Opportunities

“The Investing Times”
is published 8 times a year.  Publication dates 
are 15 Feb, 31 Mar, 15 May, 30 June, 15 Aug, 

30 Sept, 15 Nov, 31 Dec.  Normally it is posted 
within a few days of those dates. 

Subscription : $250.00  (including gst) 
Visa, Mastercard automatic renewal 

Subscription one year : $275.00 (including gst)
     

Editor :   Mr Simon Bridgland
Regular Contributors :

 

 
 

Disclosure of Interest
Because the particular situation and needs 
of individual investors may vary greatly, 
decisions on investments should not be 
made solely on the basis of material in this 
newsletter. Investors who wish to further 
consider whether suggestions are suitable 
for them may like to discuss the matter 
with a professional advisor who works on 
a fee for service basis.  The information and 
comments in this publication are based on 
sources which we believe to be reliable, but 
we will not be liable under any event.  The 
publishers, its directors and representatives 
may have a financial interest, as investor or 
otherwise, in investments described in this 
publication.

 LACHLAN PARTNERS PTY LTD
ACN 128 895 947

is the publisher of The Investing Times and 
the holding company of Lachlan Wealth 
Management Ltd ABN 30 111 060 587 AFSL 
289986 a company that provides financial 
and investment advice on a professional fee 
for service basis.

Mr Philip Pezzi - Head of Lachlan Partners

 

 
Our Melbourne office 
Level 47, Rialto Towers

525 Collins Street
Melbourne  Vic 3000

Phone (03) 9605 9200
info@lachlanpartners.com.au

Our Brisbane office
Level 13, 240 Queen Street

Brisbane Qld 4000
Phone (07) 3871 0599 

info-bne@lachlanpartners.com.au 
Our Sydney office 

Level 18, 201 Kent Street 
Sydney NSW 2000

Phone (02) 9291 2800
info-syd@lachlanpartners.com.au

www.lachlanpartners.com.au 
www.investingtimes.com.au

For queries contact Candice Wilson
Direct line: 1300 131 526

Email: newsletter@investingtimes.com.au

QUARTERLY INVESTMENT REPORT

Economic outlook
Australian Reporting Season 

The divergence between ‘good ‘and ‘poor’ earnings arguably grew wider during the ASX’s 
recent reporting season, but companies largely delivered at or slightly above market 
expectations, as demonstrated by the equities rally we saw. 
Companies that trumped market expectations rallied extremely hard – for example, 
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by Simon Bridgland

Outlook snapshot

• Economic: In recent months, the Australian economy has gradually improved, 
with interest rates remaining at all-time lows. The transition from a mining 
investment-led economy is still occurring, albeit in a slow manner, as reflected in 
the pace of economic growth in the non-mining sectors, which remains below trend. 
The outlook for the Australian economy is encouraging and we expect gradual 
improvement to continue. The pick-up in the housing market is having a positive 
impact on dwelling investment, leading to greater confidence among consumers and 
this is gradually contributing to an increase in consumer spending.  

• Equities: Despite companies reporting reasonably well over the recent February 
reporting season, we still expect earnings growth to remain tough in 2014. 
Earnings have been hard to come by over the last few years and this was still the 
case in February. While earnings for the most part were better than expected, this 
was predominantly driven by cost cutting which, put simply, cannot last forever. 
Eventually, top-line revenue growth needs to filter through. Companies that are 
earning revenue offshore will find this more difficult with the AUD/USD still  
elevated by historical standards. 

• Fixed Interest: One of the hot topics in the fixed interest market continues to be the 
US Federal Reserve (Fed) and the tapering of its asset purchasing program. Up until 
this point, things have run smoothly and the Fed has not diverted from its original 
plan to reduce asset purchases by US$10bn per month. As expected, tapering has 
seen long-term yields gradually rise. What did surprise financial markets, though, 
were comments from new Chairman of the Fed, Janet Yellen who indicated that 
interest rates could rise sooner than expected, sparking a sell-off in the bond market 
and sending stocks south. We still view a rate rise in the US as being at least 12 
months away, so perhaps Yellen was just trying to ‘sound out’ the market in her first 
speech in charge.    

• Property: The housing market has continued to propel forward with low interest 
rates proving a source of strength. While many have suggested that we are 
currently in the middle of a residential housing bubble, the RBA has indicated that 
it is comfortable with the current investment in housing as it is one area that it 
hopes will offset the decline in mining investment.  Therefore, we see the strength in 
property prices here to stay for the time being.  

• Alternative Assets: Alternative assets such as diversified managed futures provide 
the portfolio with an alternate source of return that is uncorrelated to traditional 
asset classes, particularly during periods of share market weakness and above 
average volatility. Provided the US Federal Reserve keeps unwinding tapering at  
US$10bn per month, we should get more favourable trading conditions for trend 
followers.  

• Currency: After the Australian dollar fell to a recent low of US$0.8683 in late 
January, the Aussie rallied against the USD during the last quarter, despite most 
experts labelling it as grossly overvalued. Despite lower commodity prices, 
continual jawboning from RBA Governor Glenn Stevens, tapering by the Fed, and 
indication that the Fed will lift interest rates earlier than expected, the Australian 
dollar defied major fundamentals and rallied against major currencies. Governor 
Stevens’ suggestion that the RBA is unlikely to lower interest rates further was a 
key reason our dollar continued to trend up. US tapering will have the likely effect 
of underpinning a stronger USD and this, combined with stronger global growth, 
should prevent our dollar from appreciating too much further. We still share the 
view that our currency is overvalued on a long-term basis.    

continued on page 3
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QUARTERLY INVESTMENT REPORT

Ramsay Healthcare, Brambles and Transurban, which all had positive share price reactions. But, for companies that missed 
on the downside, Wotif.com and The Reject Shop to name two, were dealt with accordingly by the market. 
An improvement in revenue growth, good cash control and strong cash flows were the themes represented by companies, 
with generally better than expected dividends being the highlight. Importantly, many companies took the time to lift FY14 
and FY15 estimates and, in doing so, signalled that the strict costs and lower interest rates over the past few earnings 
periods have positively impacted the bottom line. Further, it was also a relief considering companies were too timid given 
the environment last August to even provide their shareholders with an in-depth outlook.   
The lingering concern is that companies are still in the phase of minimising costs wherever practical over the short-
term instead of investing for the future. (This is a trend globally, not just here). But in doing so, has ensured that balance 
sheets are in tremendous order, and it was pleasing that these healthy balance sheets translated into better dividends 
for shareholders and more effective capital management - which many investors have been crying out for, for some time. 
Increasing dividends are probably the most positive signal that a company can provide to its shareholders, and this is one of 
the main reasons we saw our market rally over this period. 
This, combined with fewer companies shocking the market on the downside, was a pleasing aspect to take away from the 
February results. 
Australia’s Job Market - Block out the media noise, and see the much cheerier tale beyond the fog 

Alcoa, Holden, Toyota and Qantas, to name a few, have all flagged significant job cuts so far in 2014 with approximately 
14,000 jobs in the firing line thus far. The job crisis splashed across front pages has unnerved many Australians. The 
nervousness it has created is partly responsible for the Westpac Consumer Sentiment reading sliding 11% in four months 
into pessimistic territory.
Things sounds dour, don’t they? Well, we’re not entirely sold on that fact, because for some reason the media has a 
substantial bias towards reporting negative news stories rather than positive ones, and this has unequivocally assisted in 
subdued confidence among the community. 
How many people out there have actually heard that Woolworths expects to create almost 7,000 new jobs in 2014 via 108 
new stores? At the same time, rival Coles (owned by Wesfarmers) has announced plans to invest $1.1bn across the following 
three years and employ more the 16,000 workers, eclipsing the losses felt by Alcoa, Holden, Toyota and Qantas in one fell 
swoop! 
The second interesting point relating to our observations of media bias is that more familiar companies (those big, old 
ones, such as Qantas tend to make the news at the drop of a hat. Yet, ‘up-and-comers’ such as CarSales and Realestate.com 
have both experienced rapid growth and continue to hire new workers despite scarce media coverage. And, who knew that 
Qantas’ rival Virgin has built its workforce up to 8,500 staff since 2000?  
Certainly, if unemployment is in the vicinity of 6-7%, it is higher than Australia’s ‘optimum’ rate of unemployment, but it 
is still some way off the 11.1% peak rate in 1992. We believe there are signs emerging that the current market has some 
favourable attributes for employment growth, either present or on its way in the near future. While we and most other 
analysts in the marketplace would conceive that there is a reasonable chance that the unemployment rate may trend higher, 
evidence that we are seeing coming across our screens suggests that it is not as bad as many would believe and, in fact, 
there may be some gradual job growth momentum building.  
A foreign investment invasion on our shores is leading a residential housing boom and the positive effect this is having on 
building and construction could be just the tonic the labour market has been looking for. An increase in property prices 
results in stronger household confidence and the flow-on effect is an increase in consumer spending, which bodes well for 
the labour market, translating to job growth in the future. Even more recently, foreign retailers such as Zara, Gap, Topshop, 
Uniqlo, Brooks Brothers and H&M opening stores on our shores prove that these retailers believe that spending is once 
again coming back in vogue. 
Equities – cheap or expensive?

It is reasonable to suggest that if markets continue to trend higher, then it will need to come via an increase in company 
earnings.  Otherwise, current valuations may become more difficult to justify.
A Price/Earnings Ratio (P/E) is a simple valuation metric that provides analysts with an indication as to how expensive or 
cheap a company’s shares might be based on its current share price and its earnings per share (EPS). EPS is usually based 
on the past 12 months, so often a forward estimate is a better technique to adopt. The higher the P/E , the more investors 
are willing to pay for earnings, and this generally points to an expectation of higher future growth.
Currently, the average Australian share market P/E is about 20-25x earnings. It is important to remember that a P/E is 
just one simple valuation that analysts use and by no means does it paint an entire picture. Nonetheless, it is interesting 
to determine the cheapest and the most expensive stock markets in the world if you were solely to rely on this method of 
valuation. 
Shanghai Composite (10.2x), S&P 500 (17.0x), S&P ASX 200 (19.7x), Euro Stoxx 50 (23.2x), and the Nasdaq (31.5x).

continued from page 2

Simon Bridgland, Editor of The Investing Times and Research Analyst, Lachlan Partners.
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PERFORMANCE AND PROTECTION: STRIKING THE RIGHT BALANCE

Investors who are near and also in retirement have a tricky 
line to walk. On one hand, many will need enough money 
to survive for 30 years or more once they finish work, so 
they still need their investments to generate a substantial 
return. On the other hand, should they expose their assets 
to too much risk, they could face a situation in which the 
value of their assets fluctuates too much at a time when 
they are looking for security.

This conundrum was something people in and near 
retirement faced after the financial crisis of 2007/2008. 
Many had a substantial portion of their assets in higher risk 
assets such as equities and experienced substantial losses 
when the market crashed.

One solution to this problem is to invest in products with 
capital protection. This is a mechanism offered by some 
financial institutions that promises to preserve the whole 
or partial value of an investment – for a fee.

Some of these products did attract investor criticism 
after the financial crisis when redemptions were frozen. 
But more recently a new generation of capital protected 
products has emerged. Although capital protection comes 
with a cost attached, the advantage is that these products 
have the potential to generate equity-like returns, with a 
lower risk profile.

Rodney Greenhalgh, head of retirement at BT Financial 
Group, explains that capital protection is available across 
150 different managed funds on the BT Wrap Platform. He 
says investors can choose the level of protection and the 
term of the protection.

Protection is available for between five and ten years and 
investors can turn it on and off at their discretion. They can 
also top up protection and make withdrawals. It costs 1.2 
per cent of the value of the assets that are protected. 

There are also other instruments investors can use to 
generate equity-like returns that don’t have a protection 
overlay that might be considered by those in or near 
retirement. According to Joshua Stega, director of JAS 
Wealth, one option is the BT Balanced Equity Income Fund.

“This vehicle is intended to provide a steady monthly 
income exceeding the dividend return of the ASX 200 index, 
with only 40 per cent exposure to the movement of the 
market. This may be suitable for pre-retirees and retirees 
who want a consistent tax effective income from shares, 
without a full exposure to the market’s volatile capital 
returns,” says Stega. 

He explains, however, that this fund is relatively new 
and has not been tested in a highly volatile market 
environment. “This fund is a trade off for income over 
capital growth and should provide a higher income return 
over the long-term with minimal capital growth. It does cost 
1.4 per cent, which is relatively high, but it may be worth it if 
the manager can achieve its objective consistently.”

Another option, says Stega, is the listed investment company 
Cadence Capital Management. This vehicle seeks to provide an 
exposure to the ASX 200 with a focus on protecting capital.

“This fund can short sell and has proven its strategy over the 
last couple of years. This may be an investment option suitable 
for anyone looking to gain exposure to the share market with 
a manager that is focused on capital preservation,” he says. 

This fund charges a base fee of one per cent, plus 20 per cent 
of any outperformance over the return of the ASX200 index. 
“This is a fair cost if the manager can continue to achieve its 
objective,” he says.

A third option Stega points to is Wilson Asset Management. 
This was one of the first listed investment companies 
targeting equity returns while managing downside risk. 

“The track record of WAM’s portfolio ranks it among the 
best investors globally with outperformance of 9.7 per cent 
over the ASX All Ordinaries index since it was launched,” he 
explains. 

This fund also charges a one per cent base fee, plus 20 per 
cent of any outperformance over the ASX All Ordinaries Index. 
Stega says this cost is reasonable if the manager can continue 
to perform. 

“WAM has made its money in market downturns by managing 
its asset class exposure, by being defensively positioned in 
downturns and by looking to buy quality assets at the right 
price,” he says.

Two other funds near- and pre-retirees might look into to 
generate equity market performance include two fixed-income 
offerings managed by global fund manager AllianceBernstein, 
its Dynamic Global Fixed Income Fund (DGFI) and its Global 
High Income Fund (GHI). 

“DGFI is intended for investors who want to improve their 
overall returns and GHI caters for those who seek higher 
income distributions. In both cases investors need to be able 
to accept a higher degree of risk for the benefit of potentially 
higher returns,” says Jeremy Cunningham, a London-based 
senior portfolio manager within AllianceBernstein’s global 
fixed-income business. 

There is, of course, a plethora of investment products in the 
market pre-retirees and retirees can consider. Which is why 
it’s essential to seek professional advice and develop a long-
term approach to investing before committing funds to any 
investment product. 

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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LEAVING A LEGACY OF GIVING
by Eric Wong

•    Have an Investment Policy which includes the objectives 
      of the Fund;
•    Review its investment assets at least once a year to 
      examine the performance of the Fund’s entire portfolio 
      and individual assets; and be audited annually.

Advantages of a PAF

•   With a Private Ancillary Fund you can see the benefit that 
      your contribution makes during your lifetime while  
      reducing your personal tax liability. 
•    Any income produced within the Fund is tax-free. 
•    Generous tax concessions are available for donations. 
•    The Fund can be named after you, a company or 
      organisation, or it can perpetuate the memory of someone 
      you admire.
•    The general public can make tax-deductible donations.
•    Play a key role in the distribution of money.
•    You can establish a PAF in perpetuity, creating a legacy of 
      giving
•    Act as adviser and have an equal say in investment 
      choices. 
•    Nominate successors and set the criteria for charitable 
      giving. 
•    Make further donations throughout your lifetime or 
      through your will.

Things to be mindful of in setting up a PAF

•   $500,000 recommended minimum initial donation (tax- 
      deductible)
•    Public donations are capped at 20% of a PAF’s gross asset 
      value as at 30 June the previous year
•    Charities which receive grants and donations from 
      the Fund must be endorsed by the ATO as Deductible Gift 
      Recipients.
•    Donations are irrevocable.

Other compliance matters

Investment
The trustee is responsible for the preparation, 
implementation and maintenance of an investment strategy 
for the fund. This strategy must purport to ensure the long-
term protection of the fund’s philanthropic assets. The 
strategy (and a record of the associated decision-making 
processes) must be available in a written form.

Penalty regime
The directors of the trustee company of a PAF are jointly 
and severally liable to an administrative penalty if the PAF 
guidelines are breached.  Penalties cannot be paid out of the 
PAF itself.   
 
Final thoughts

You can decide on how involved you would like to be in 
running your own PAF. Lachlan Partners can arrange an 
appropriate trustee of your PAF to perform tasks such as 
administration, accounting and maintaining compliance. 

In addition, if you require, we can also help you select, 
support and monitor your beneficiaries, and assist you  
develop your foundation’s investment strategy.

Philanthropy in Australia is definitely increasing. Current 
statistics indicate that the average tax-deductible donation 
made and claimed by Australian taxpayers to DGRs in 2010-
2011 was $461.47. This average amount is two times that of 
a decade ago, and far exceeds the rate of inflation over that 
period (ACPNS Current Information Sheet, 2013).

An important aspect of giving is the ability to claim a tax 
deduction for donations. Under this backdrop, philanthropy 
can be a key component of your strategic wealth and estate 
planning. There are various legal structures which can be 
adopted for charitable purposes, one of which is a Private 
Ancillary Fund (PAF).

Overview: Private Ancillary Fund

Contributing to a community or cause you are passionate 
about is a rewarding experience. A private ancillary fund 
allows you to establish and manage your own charitable fund 
in a way that best matches your philanthropic goals.

A PAF is a type of charitable trust that can be established by 
individuals, families or associations. Unlike making a one-off 
charitable donation, your initial donation to a PAF is invested 
and the income earned is distributed to charities or causes of 
your choice. Investing your donations prudently over the long 
term allows your foundation to continue distributing tax-free 
earnings year after year.

In addition, a Private Ancillary Fund gives you the flexibility 
to build a tradition of philanthropy within your family or 
organisation.

Conceptually, a PAF is a fund which privately sources tax 
deductible donations for the purpose of disbursing such 
funds to Deductible Gift Recipients (DGRs). It is established 
and maintained under a will or instrument of trust solely for 
this philanthropic purpose. To be a PAF:
•   The trustee of the fund must be a constitutional 
     corporation; and
•   The trustee must agree to comply with the Private  
     Ancillary Fund Guidelines made by the Treasurer.

Private Ancillary Fund operation

Tax legislation enacted in 2009 gives the Australian Treasury 
the power to set out rules for PAFs and their trustees, in the 
form of guidelines made by legislative instrument.  The PAF 
Guidelines commenced operation on 1 October 2009 and 
have effect for new PAFs established from that date.  

The aim of the PAF Guidelines is to ensure that PAFs are 
properly accountable and act in the manner expected of an 
entity holding philanthropic funds for a broad public benefit.  
These guidelines are enforced through the imposition of 
administrative penalties and the power of the Commissioner 
of Taxation to suspend, remove or replace trustees of PAFs 
that breach the guidelines or other relevant Australian laws.    

Under the Guidelines for Private Ancillary Funds, each Fund 
must: 
•   Distribute 5% of the net value of the Fund as at 30 June in 
     the next financial year (with a minimum annual  
     distribution of $11,000);

Eric Wong, Private Client Advisor, Lachlan Partners Wealth Management, Melbourne.
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The Australian Dollar is the 5th most traded currency in the 
world, despite Australia ranking 51st by population and 12th 
by GDP. 

In this article we will discuss the importance of a stable 
currency, discuss whether it is better to have a higher 
or lower Australian Dollar and provide lessons from the 
horrific currency fallout in Argentina. And in doing so, we 
can conclude whether investors should be worried about the 
Australian Dollar being “overvalued” or not.

Where the Australian Dollar is at?

The Australian Dollar (the AUD as it is known among active 
traders) has been “over-valued” for the best part of four 
years according to many economists. In fact, a number of 
reputable experts including the Governor of the Reserve 
Bank of Australia have previously cautioned that the AUD 
is too high. If this isn’t a big enough warning, we can add to 
the list the International Monetary Fund, Australia’s richest 
investor Kerr Neilson and billionaire investor George Soros 
who have also warned that the AUD is overvalued. 

Why the AUD is considered overvalued?

There seems to be a lot of confusion on what moves the AUD 
and how to “value” it. In its most basic form, beginners are 
often taught to think of the Australian Dollar representing 
Australia in general. For example, if Australia is doing really 
well it is likely that the AUD will be rising; and vice versa.  
On this basis alone, many pundits have exclaimed that the 
Australian mining boom is due to end and the AUD will 
likely fall as a result. However, experienced investors can 
gain a much better understanding than this. Economically 
speaking, the three biggest factors that impact the AUD are 
known to be:
-   Interest rates
-   Export and import volumes
-   Commodity prices

We are going to touch on two of these to prove their 
importance and to gain an insight into their direction.

The importance of exports

Source: RBA

WHAT MAKES THE AUSTRALIAN DOLLAR MOVE?
by Scott Dixon

continued on page 7

Many people assume that a falling Australian Dollar 
is great news for our exports… And they are correct. 
However, the statistical evidence is that the relationship 
is in real-time rather than lagged, which is depicted in the 
chart above. Specifically, exports share a -0.52 correlation 
with the AUD/USD in real-time which cements this link as a 
worthwhile (and possibly profitable) determinate to watch. 

The importance of commodity prices

Source: RBA

Similarly to export data, commodity prices are tied closely 
to the Australian Dollar and also in a negative way, with a 
correlation of -0.62. Therefore if you believe commodity 
prices will go lower in the future, this would create an 
expectation that the Australian Dollar will rise. 

The unspoken killer - what can go wrong?

Of course, valuing the Australian Dollar is more 
complicated than assessing a few data points such as 
exports or commodity prices - however helpful they may 
be. 

And even with these insights, it can often be unfruitful 
when a unique situation such as an unprecedented crisis 
occurs. To demonstrate this in a practical manner, we are 
going to draw on lessons from a geographically aligned 
country, Argentina.

Now, Argentina wouldn’t usually be the first country that 
comes to mind when drawing comparisons with Australia. 
However, Argentina has been through what Australia 
has been lucky enough to avoid – namely three economic 
recessions as well as an 80% currency collapse in the past 
20 years.

Mirror, Mirror - Exports and the AUD

Heavily Linked - But Negative
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WHAT MAKES THE AUSTRALIAN DOLLAR MOVE?
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.

Source: Trading Economics

The Argentinean crisis is fascinating on a number of levels, and those interested in understanding the finer details would 
be well guided with a 15 minute Google search. However, the basis for their crisis was that they were dealing with low 
productivity and an overvalued currency at a time when the world became disorderly (the onset of their problems was due 
to the Asian crisis in 1998 and exacerbated by the tech wreck in 2001).

Therefore, Argentina is the perfect example to understand what happens if things do go wrong and it is out of your control. 
 
Why a currency tumbles during a crisis

Common-sense should usually be enough to understand that a freely-traded currency will fall if the economy is in disarray. 
This has repeated itself across practically every crisis, from Argentina in 2002 to the Great Depression in the early 1930s. 
Put simply – a failing economy will encounter a loss of foreign investment and lead to a lower local currency.

Therefore, while an Australian-led crisis seems unlikely in the near future, it is wise for investors to protect against the 
unforeseeable (it will happen sometime). To do this, it poses an interesting challenge but the solution lies in the management 
of your currency exposures. For example, Australia has now been recession-free for 23 years but if/when this turns, the 
Australian dollar will almost certainly fall.

Before this happens, there are a few options. Firstly, international unhedged bonds are usually the best asset class to 
provide insurance against a falling economy. Not only will they rise in value as investors flock to safety, they will also rise 
due to the currency differential. 

Another option is to focus your attention on investments that have a high percentage of revenues offshore (a quasi-form of 
unhedged international exposure) or simply store a portion of your wealth in high-interest bearing cash facilities such as 
term deposits. 

If you haven’t already comprehended the point, diversification is the key. 
 
What should investors prefer? A high or low currency?

You may say that all this information is useful, but it begs the question whether an investor should prefer to see a vibrant 
AUD or a faltering AUD. In other words, is $0.90 a fair value or not?  

Put simply, it is never an easy task to outsmart the currency markets. The daily volume is so high and the institutional flows 
are so rampant that currency markets are almost always efficient. For this reason many of the smarter investors insist on a 
50/50 hedging strategy.   

However, this doesn’t mean it is without insight. One of the easiest tricks for growth investors is to invest in Australian 
shares when the currency is low and reduce the exposure when the currency is high. To prove the viability of such a 
strategy, using all the available data since 1991 the average annual return when the AUD/USD is under $0.80 is 10.4% while 
the average rate when above $1.00 is only 1.8%.

Therefore, a lower currency provides greater protection and generally higher forward looking returns. This is contrarian 
investing and the most successful method an investor can adopt. 
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   LIFE INTEREST Q & A           

Thank you for covering estate planning issues in recent editions of The Investing Times which has been helpful in the 
restructuring of my Estate Planning matters.  My situation is that I am second time married to my current partner who 
is 30 years my junior and who has come into the marriage with little financial contribution. I have two children from my 
former marriage. I would like to leave a life interest in my residence to my wife but feel it may conflict with my children’s 
views on the matter. Can you please clarify what a life interest means and what are the pitfalls in making this binding in 
my Will?

In a nutshell, a life interest is where property is given to a trustee to hold on trust for the life of a person (known as a life tenant) 
and upon the life tenant’s death, the property the subject of the life interest or the remainder thereof, is to be paid to the 
remainder beneficiaries. 

Jennifer Maher, Accredited Will and Estates Specialist for Mills Oakley Lawyers states that “life interests can be used to cater for 
spouses, where the spouse has a right to live in a property or receive the benefit of the income for their life or until a defined 
terminating event, or a life interest may be drafted to prevent creditors (such as the Trustee in Bankruptcy) taking the capital 
bequeathed under a Will, or to protect a capital asset from divorce or family law proceeds, or to preserve certain assets for the 
children of the testator’s first marriage.”

Jennifer says that “life interests are bespoke and a balancing act and can often cause family conflict as you have alluded to in 
your question.” Life interests can create a number of problems in estate planning and in their administration, not only from a 
tax perspective but also from the perspective of giving flexibility to the life tenant to deal with his or her interest (in a way that 
provides them with flexibility for catering for the vicissitudes of life) as well as providing security and the protection of capital for 
the remainder beneficiaries. 

Problems often arise in the drafting of the terms of the life interest where little thought has been given to giving the trustee the 
power to advance capital amounts (i.e. a lump sum of money) to the life tenant, or how the maintenance or repair of the property 
is to be funded. Other issues surround how the life interest is to be terminated (i.e. the death of a life tenant, the remarriage of 
the life tenant, the vacation of the property by the life tenant).  Unclear termination events create uncertainty and may result in 
an application to the Supreme Court for orders as to how the trustee can deal with the life tenant’s interest in the property.  An 
unintended consequence is also where the life tenant, who may be a pensioner, receives income under the Will and that may 
detrimentally effect their Centrelink entitlement, which may either reduce their entitlement or mean that their entitlement is lost 
altogether (together with associated healthcare benefits).  

According to Jennifer, one solution to overcome the difficulties associated with life interests is that the life tenant can surrender 
his/her life interest.  The surrender is usually set out in a formal agreement made between the life tenant and the remainder 
beneficiaries.  A surrender involves the life tenant, in exchange for the life interest being wound up earlier than the termination 
date, receiving a lump sum amount which represents the value of the life interest.  

The calculation of the lump sum is done either by obtaining an actuarial report (which will set out the present-day value of the 
life interest) or by agreement between the parties.  

An actuarial report is used to calculate the present-day value of a sum of money which would generate income for the anticipated 
life expectancy, applying a discount.  There are two essential factors that determine the lump sum, being:

-   the life expectancy of the life tenant;  
-   what is appropriate income yield over the life of the life tenant (i.e. what would be the average rate of income yield returned).

Otherwise, a life interest terminates:

-   on the death of the life tenant, and at that point, the remainder interest vests and the remainder beneficiaries take their 
interest;  
-   upon a stated termination event occurring (i.e. the remarriage or new partnership of the life tenant or the life tenant giving 
notice of their intention to cease to reside in the property), at this point, the life interest vests and the interest of the remainder 
beneficiaries vests in possession; 
-   by the life tenant disclaiming his or her interest.

There are a number of legal issues, such as contingent interests, which must be fully explored and legal advice should be obtained 
before embarking on this process.

Jennifer warns: “In any surrender of a life interest, there must be consideration of any stamp duty implications and how the 
stamp duty is to be paid (either by the estate or the remainder beneficiaries).  In Victoria, there are a number of exemptions that 
exist under the Duties Act 2000 and again, expert legal advice should be obtained.“

If you have been left a life interest or if you are a remainder beneficiary, it is important to seek legal and financial advice as to 
the implications of the life interest for your personal financial position and also if you wish to cease the life interest, the possible 
stamp duty or other implications in surrendering/vesting the life interest. 

Alternatives to life interest, such as testamentary trusts or other forms of gifts should be considered as part of your overall estate 
plan.

Strategies & Opportunities

by Michael Burton

Michael Burton, Principal - Private Client Advisor, Lachlan Partners Wealth Management, Melbourne.
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Total Market
Price Earnings  

(PE) ratio
Market Average 

Div Yield

Current  07/05/14 15.53 4.31%

Comparison  07/05/13 16.26 4.19%

CURRENT POSITION - INDICES  07/05/14

Australia

All Ords 5,419.0 20.9% below November 2007 high of 6,853.6
50 Leaders 5,611.0 15.5% below November 2007 high of 6,636.5
United States

Dow Jones 16,518.5 0.4% below April 2014 high of 16,580.8 
S & P 1,878.2 0.7% below 2 April 2014 high of 1,890.9

 Defensive  
Assets 

Growth 
Assets

Zone 1 90% 10%

Zone 2 72% 28%

Zone 3 50% 50%

Zone 4 28% 72%

Zone 5 10% 90%

Share markets have always been a leading indicator of the direction that the global economy will eventually take, so the rally in 
equities that we have seen over recent times does not necessarily translate to a surging global economy. But if you take a step 
back and consider what is going on at a macroeconomic level, global economies could potentially be at a turning point with the US 
Federal Reserve hosing down its asset purchase program and flagging future interest rate rises - which may come sooner than 
previous market expectations.  
However, the first five months of this year have been a stark reminder that macroeconomic events still play a significant role in 
shaping the behaviour and future direction of markets. 
In China, authorities have commenced restructuring their economy, while here in Australia, we have the added complexity of 
dealing with the mining boom which continues to unravel. The increasing unrest between Ukraine and Russia has also played a 
significant role in increasing market volatility, while on a fundamental front, company earnings growth remains lacklustre and 
this is a concern given where equity market valuations have escalated to. 

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) 42.89 2.17 4.7 100 6.7 20.5 19.2 6.8 10.4 14.4 3.5 1.05 9.7 N

WOW Woolworths Consumer Staples (Food & Staples Retailing) 36.95 2.84 3.8 100 5.4 18.8 19.2 3 6.5 29 2.9 1.42 25.9 N

CCL Coca-Cola Amatil Consumer Staples (Food Beverage & Tobacco) 9.11 -18.44 5.3 100 7.6 16.2 19.2 -14.4 5.5 51 5.95 1.16 24 N

STO Santos Energy (Oil & Gas) 14.11 6.17 2.5 100 3.5 22.3 17.7 22.3 52.1 40.2 13.79 1.83 6 Y

WPL Woodside Petroleum Energy (Oil & Gas) 41.00 7.22 5.9 100 8.5 13.7 17.7 27.7 -3 9.1 1.18 1.23 14.7 Y

EGP Echo Entertainment Group Consumer Discretionary (Casinos) 2.78 14.88 2.7 0 2.7 17.6 18.1 6.5 9.1 19.7 6.04 2.13 4.7 N

AGK AGL Energy Utilities (Multi-Utilities) 15.73 5.08 4 100 5.8 15.4 17.6 -4.9 14.6 28.9 6.71 1.61 7.7 N

SPN SP AusNet Utilities (Electric-Utilities) 1.36 3.03 6.1 33 7 17.7 17.6 2466.7 9.1 61.4 13.19 0.93 7.2 N

ANZ ANZ Ltd Financials (Banks) 32.94 4.13 5.4 100 7.7 12.8 14.2 6.8 4.8 1.44 15.2 Y

CBA Commonwealth Bank of Australia Financials (Banks) 78.55 4.11 5 100 7.1 15.4 14.2 6.4 3.6 1.31 18.6 Y

NAB National Australia Bank Financials (Banks) 33.84 -1.94 5.9 100 8.4 12.8 14.2 6.1 4.5 1.33 14.6 Y

WBC Westpac Bank Financials (Banks) 34.50 2.22 5.3 100 7.5 14.6 14.2 4.6 3.8 1.3 15.9 Y

AMP AMP Ltd Financials (Insurance) 5.18 4.86 4.9 50 5.9 16.3 14.2 30.8 10.8 60.8 90.17 1.26 11.5 Y

QBE QBE Insurance Financials (Insurance) 11.45 -9.70 4.2 20 4.6 11.7 14.2 47.2 17.5 32.2 9.46 2.02 10.5 Y

COH Cochlear Healthcare (Health Care Equipment) 58.76 2.84 4.3 100 6.1 32.2 22.5 -21.1 35.6 33.8 4.01 0.73 31.1 N

RHC Ramsay Health Care Healthcare (Health Care Services) 45.24 -7.47 1.8 100 2.6 28.4 22.5 20.2 15.4 45.2 5.29 1.94 20.1 N

BXB Brambles Industrials (Commercial Services & Supplies) 9.47 -0.84 2.9 10 3.1 22.6 23.3 -4.1 13.4 42.9 6.36 1.51 22 Y

ORI Orica Ltd Materials (Diversified Chemicals) 21.92 -3.18 4.4 35 5.1 12.7 12.7 4.7 10.8 36.8 6.11 1.79 16 Y

BHP BHP Billiton Materials (Diversified Mining) 37.17 3.65 3.5 100 5 13 12.7 21.6 0.4 26.7 2.68 2.19 19 Y

RIO Rio Tinto Materials (Diversified Mining) 60.60 -1.24 3.5 100 5 10.4 12.7 -0.4 9.8 23.7 2.62 2.73 20.5 Y

 

JBH JB Hi-Fi Consumer Discretionary (Computer & Electronics Retail) 19.18 2.57 4.1 100 5.9 15.3 18.1 8.2 6.7 15.8 0.74 1.6 47.5 Y

IVC Invocare Consumer Discretionary (Diversified Consumer Services) 10.46 -5.60 3.5 100 5 24.4 18.1 -2.7 11.9 55 5.96 1.17 27.8 N

MTS Metcash Consumer Staples (Food & Staples Retailing) 2.75 -11.86 6.4 100 9.2 10 19.2 -15.3 -15.5 35.2 5.87 1.55 15 N

WOR WorleyParsons Limited Energy (Energy Equipment & Services) 16.30 7.31 4.8 75 6.3 15.1 17.7 -22 17.5 22.7 3.64 1.38 12 Y

PTM Platinum Asset Management Financials (Asset Management) 6.37 -14.27 4.9 100 7 19.2 14.2 47.6 6.5 1.07 53 Y

PDN Paladin Energy Energy (Coal & Consumable Fuels) 0.42 -20.00 0 0 0 N/A 17.7 80 90 40.7 7.09 N/A -24.4 Y

NCM Newcrest Mining Materials (Gold) 10.45 -9.29 0.1 30 0.1 19.3 12.7 -8.7 8.9 29.9 9.15 48.91 4 Y

 C
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LONG TERM ASX LISTED SHARES — CORE AND TACTICAL LISTS — 7 MAY 2014
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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 4.30  1 1.1 5.5 0 77 13.4 5.2 10.7 Majority stake holder and operator of Sydney Airport

TCL Transurban 7.13 -1 0.9 4.9 23 63.9 26.3 3.3 6.1 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 3.84 2 1.1 0 1.1 16 14.2 6.7 7.5 25.8 66.8 1.00 4.3 6.7

WDC Westfield Group 10.63 4 1.0 0 1.0 16.1 14.2 1.4 5.2 43.9 16.9 1.29 5.1 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 100.43 0.50 90 Day BBSW 2.50 3 3.61 1.29 5.13 100 0.1 16-Jun-14 100.00 A+ Quarterly

PCAPA CBA Perls III 194.11 -0.50 90 Day BBSW 1.05 3 2.59 5.38 3.81 100 1.9 6-Apr-16 200.00 A+ Quarterly

CBAPA CBA Perls V 202.63 -1.00 90 Day BBSW 3.40 2.65 4.24 3.02 5.97 100 0.4 13-Oct-14 200.00 A+ Quarterly

IANG IAG Reset Exchange Securities 105.96 0.90 90 Day BBSW 4.00 3 4.66 5.25 6.28 100 5.6 16-Dec-19 100.00 A- Quarterly

SVWPA Seven Group TELYS 4 89.74 -1.10 180 Day BBSW 4.75 3 5.22 N/A 8.31 100 N/A N/A 100.00 Not rated Half Yearly

WBCPB Westpac Stapled Preferred Securities II 101.79 0.40 90 Day BBSW 3.80 3 4.52 1.99 6.34 100 0.4 30-Sep-14 100.00 A+ Quarterly

WCTPA Westpac Trust Preferred Securities 97.00 1.20 90 Day BBSW 1.00 3 2.56 5.19 3.76 100 2.2 30-Jun-16 100.00 A Quarterly

PR
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ES

These lists may differ to the investment recommendations of the Lachlan Wealth Management Investment Committee.

NOTES 

Buy Echo Entertainment Group (EGP). Echo Entertainment Group Ltd. owns interests in casino hotels. The company owns and operates the Star City Casino in New South Wales, Jupiters Hotel & Casino on the Gold Coast, 

Treasury Casino & Hotel in Brisbane, and Jupiters Townsville Casino.

 

*   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.
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The Investing Times has been managing a proforma share portfolio, the IT DSP, since March 2000.  The IT DSP is a portfolio 
of Australian shares selected from companies in the ASX 200.  The IT DSP does not invest in Australian Real Estate 
Investment Trusts (A-REITs), previously known as listed property trusts (LPTs).  Share selection for inclusion or deletion is 
based on four quantitative screens, which allow for the selection of financially robust companies without emotive input. 

The screens

The DSP relies on set criteria around four quantitative screens to select new shares and remove existing shares.  The 
screens and criteria are based on consensus estimated for the next financial year and are as follows:

Company Name To buy a new share To sell an existing share

Gross Dividend Yield >7.50% <4.70%
Return on Equity (ROE) >10.00% <8.00%
Dividend Cover (times) >1.25 <1.1
Net Debt Level (Debt/(Net Debt & 
Equity) - since Mar 08

<35% >45%

Portfolio rule

The DSP also uses the portfolio rule to buy up or sell down if the value of a stock is either half of the average holding size of 
the portfolio or double the average holding size.  Under this critera, no stocks qualified for ‘doubling up’ or ‘pairing back’ last 
March.   

What companies are out? 
Under the quantitative criteria of this portfolio, there are three sales being made. 
Ausdrill and GrainCorp are both omitted from the portfolio as ROE fell below 8%. Sonic Healthcare is also removed from the 
portfolio as its debt/equity now exceeds 45%.  

Ausdrill Limited provides specialist drilling services.  The Company operates drill, blast, and exploration rigs and 
its services include contract drilling and blasting, exploration drilling, ground support, contract open pit mining and 
earthmoving, mining equipment supplies, and logistics management.  The Group also provides trenching, cable and pipeline 
rollout services.  

GrainCorp Limited provides grain industry related services in Australia.  The Group provides grain and bulk commodities 
handling and storage for growers, end users and marketing organizations. The Group also operates grain pools, provides 
transportation services for bulk commodities along with farming products and flour milling and mixing services.  
 
Sonic Healthcare is a medical diagnostics company with operations in Australia, New Zealand, and Europe.  The Company 
provides a comprehensive range of pathology and diagnostic imaging services to medical practitioners, hospitals and their 
patients along with providing administrative services and facilities to medical practitioners. Sonic Healthcare also goes to a 
sell in the portfolio as its Debt level has risen to 52.7% and above the 45% level. Therefore, these three stocks are removed 
from the portfolio. 

What companies are in?  
 
JB Hi-Fi Limited (JBH) is a specialty discount retailer of branded home entertainment products. The Group’s products 
particularly focus on consumer electronics, electrical goods and software including music, games and movies. The company 
primarily operates from stand alone destination sites and shopping centre locations and its online stores in Australia and 
New Zealand. The Group operates in one product and services segment, being the sale of consumer electronics products 
and services, including televisions, audio equipment and computers, cameras, telecommunications products and services, 
software, musical instruments, whitegoods, cooking products, small appliances, digital content and information technology 
and consulting services.
 
The IT DSP versus the Long Term ASX Listed Share Portfolio 

From time to time we are asked why the shares in the IT DSP are different to those in the Long Term ASX Listed Share 
Portfolio on page 10, or indeed those that clients of Lachlan Partners are advised to invest in.  The answer is simply that the 
shares in the IT DSP are quantitatively selected companies – no analysis beyond the screens is performed!  This contrasts 
with the personal advice given to clients in that rigorous analysis is conducted on these shares by the Lachlan Partners 
Investment Committee.

THE IT DEFENSIVE SHARE PORTFOLIO                   
by Simon Bridgland

continued on page 13
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Sharemarket

Defensive share portfolio changes

The table below shows the IT DSP changes being made:

# Company Name
ROE FY1 

(%)

Dividend 
Cover 
FY1 

(times)

Debt/
(Debt & 
Equity) 
FY1 (%)

Gross 
Yield 
FY1

Action

1 Adelaide Brighton Ltd (ABC) 15.0 1.2 17.8 7.8

2 Australia & New Zealand Banking Group Ltd (ANZ) 15.2 1.4 N/A 7.7

3 Ausdrill Ltd (ASL) 4.3 2.6 31.1 6.7 SELL

4 Bradken Ltd (BKN) 9.1 1.5 37.9 7.2

5 Cabcharge Australia Ltd (CAB) 18.5 1.9 23.9 10.3

6 Commonwealth Bank of Australia (CBA) 18.6 1.3 N/A 6.4

7 Cardno Ltd (CDD) 12.3 1.5 20.7 7.9

8 GrainCorp Ltd (GNC) 5.6 1.5 25.7 4.9 SELL

9 Insurance Australia Group Ltd (IAG) 20.9 1.6 12.6 5.8

10 Mount Gibson Iron Ltd (MGX) 11.2 3.4 -70.9 7.2

11 Mineral Resources Ltd (MIN) 22.6 2.0 -20.4 8.3

12 Monadelphous Group Ltd (MND) 41.2 1.2 -148.3 9.3

13 M2 Group Ltd (MTU) 25.3 1.8 44.4 6.3

14 Myer Holdings Ltd (MYR) 11.9 1.2 27.6 10.2

15 National Australia Bank Ltd (NAB) 14.6 1.3 N/A 8.4

16 NRW Holdings Ltd (NWH) 14.9 2.1 8.4 12.0

17 Pacific Brands Ltd (PBG) 9.5 1.6 20.3 11.5

18 Sonic Healthcare Ltd (SHL) 13.1 1.4 52.7 4.5 SELL

19 SMS Management & Technology Ltd (SMX) 12.3 1.6 -14.2 5.5

20 Toll Holdings Ltd (TOL) 10.4 1.4 36.6 7.3

21 Westpac Banking Corp (WBC) 15.9 1.3 -176.8 7.5

22 JB Hi-Fi Ltd (JBH) 47.688 1.595 14.5 5.9 BUY

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

continued from page 12
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        THE POWER OF ALTERNATIVE THINKING                                                                      
by Roberto Tappero

Alternative investments have grown in popularity over 
recent years, but in today’s investment environment, some 
are questioning whether this asset class is still a viable 
investment asset class in a rising equity market given the 
uncorrelated nature these assets have with traditional 
assets.

Current conditions

Although bonds have had a great run and produced 
excellent returns in today’s low interest rate environment, 
buying bonds is not currently viewed as an attractive 
source of return for many asset managers. While recent 
equity market performance has been very strong, 
it has been volatile. In addition to the volatility the 
macroeconomic environment remains relatively weak, 
albeit on the improve, further complicating the search 
for attractive returns. It is not clear whether alternatives 
as an asset class delivers superior performance relative 
to traditional investments as it is very manger specific. 
Despite this, fund managers looking to meet return 
expectations are planning to allocate even more funds to 
alternative investments in a continuing shift away from 
traditional investments.

Why do alternative assets matter? 
 
Firstly, let’s take a look at what they are. Investing 
in alternatives means investing in assets such as 
infrastructure (water pipeline, tolls roads, ports and 
airports), private equity deals, hedged fund manager who 
trade globally in currencies, equities, commodities and 
bonds & venture capital. Water rights, agriculture, timber 
and unlisted property like residential developments, 
office towers and industrial estates also form part of the 
alternative asset basket.

Internationally, these are all conventional mainstream 
investments but here in Australia, they are seen by some 
as niche and difficult to access. Historically, many of these 
alternative investments have been more popular among 
high-net-worth individuals and institutional investors. 
Reason being, many alternative investments traditionally 
required larger initial investments than equities or bonds. 

Typically speaking, Australians love equities, but the 
global financial crisis demonstrated how an overexposure 
to equities can result in big lossed for investors and this 
has contributed to the rising populaity in alternative 
assets. For illustrative purposes only and to create a 
discussion point, an example of one of the many ways that 
an investor can gain access to altenative assets is via Blue 
Sky Limited, an alternative assets manager.

This article should not be construed as personal advice; 
rather, it is a general discussion on alternative assets 
with an example of one of the many product providers of 
alternative assets in the marketplace.  

Blue Sky investments (BLA) 
 
Blue Sky Limited is an Australian based diversified 
alternative asset manager specialising in four asset 
classes; private equity, private real estate, hedge funds and 
real assets. Blue Sky’s primary investment theme is to find 
opportunities in ‘the essentials’, which include food, water, 
housing, energy, resources, infrastructure and health. 

Roberto Tappero, Associate Advisor, Lachlan Partners Wealth Management, Melbourne.

To the end of December 2013, Blue Sky had delivered 
investment returns (net of fees) of over 15% per annum 
compounding, and all four asset classes comfortably exceeded 
their respective benchmarks.

Blue Sky Funds

Blue Sky Private Equity Fund: Blue Sky Private Equity Fund 
specialises in providing both expansion and venture capital 
to Australian companies to help support their growth. 
Currently, Blue Sky hold a range of investments in companies 
across a broad range of industries, including retail, consumer 
goods, equipment hire, manufacturing, media and mining 
services. Performance since inception (net of fees)* to 31 
December 2013 has been 16.4%.

Blue Sky Real Assets (BSWP): Blue Sky Water Partners 
is a leading independent investment management firm 
specialising in investments in water entitlements (water 
rights, water licenses) and water infrastructure. BSWP 
manages an Australian water entitlements investment fund, 
the Blue Sky Water Fund, which commenced in September 
2012. BSWP also manages the Water Utilities Australia Fund. 
Performance since inception (net of fees)* to 31 March 2014 is 
5.9%.

Blue Sky Private Real Estate (BSPRE):  BSPRE is currently 
focused on the development and management of residential 
property assets, and has executed transactions in the 
following areas:

•   Traditional residential developments 
•   Property management rights 
•   Mezzanine funding 
•   Ownership of residential assets with long term leases

BSPRE has successfully developed a large number of 
residential projects by specialising in affordable housing 
in growth areas and maintaining lower levels of leverage. 
BSPRE’s performance since inception (net of fees)* to 31 
December 2013 was 16.6%.

Blue Sky Investment Science (BSIS) Hedged Funds:  
BSIS is an Investment Manager that focuses on risk as the 
preeminent factor in portfolio construction. Traditional 
portfolios are constructed around a limited number of 
asset classes, generally cash, bonds, equities and property. 
Although equities may be diversified across countries 
and sectors, the returns are generally highly correlated 
with equity markets as equities constitute the largest risk 
exposure.

Investing in alternatives can offer investors rewards, but 
it can also be challenging. Managing the trade-off between 
risk and reward is arguably much more difficult than other 
assets classes. Performance from manager to manager can 
differ greatly, so finding the right manager really matters. 
Alternatives are likely to underperform in an equity bull 
market, but they may provide fruitful should another crisis 
appear on the radar. Therefore, don’t look at alternative 
assets with the expectation of generating a 30% return 
as was the case with global equities last year, look at is as 
diversification for your portfolio. Just like insurance, you’ll 
need it when you need it. 
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DICK SMITH HOLDINGS LIMITED

Specialty computer and electronics retailer Dick Smith 
Holdings Limited (Dick Smith) listed on the ASX in December 
2013 having been briefly majority owned for just over 12 
months by private equity group, Anchorage Capital Partners. 
This followed from a restructure and divestment of Dick 
Smith from the listed Woolworths Group in September 2012, 
with Woolworths receiving initial cash sale proceeds of $20m 
plus potential further upside resulting from a future sale of 
Dick Smith by Anchorage. The additional payment to WOW is 
$24m under the listing terms. 

Dick Smith is one of Australia’s most trusted and well known 
brands having been originally founded in 1968 by Australian 
entrepreneur Richard “Dick” Smith. It operates the largest 
consumer electronics store network across Australia and 
New Zealand and at the time of listing on the ASX had a 
network of some 359 individual stores with approximately 
3,700 employees and was forecast to generate pro-forma 
gross revenues of $1.23billion for the 2013/14 Financial Year.  

Under new management, Dick Smith has undergone a rapid 
transformation, strategic and operational review that has 
already delivered substantial improvement in financial 
performance and positioned the business well for future 
growth that should deliver additional financial benefits in 
future years. The growth program implemented to date 
has led to the opening of five new stores with plans to open 
another 11 by the close of this Financial Year.

Investment & industry overview

Dick Smith offers a wide product range across four key 
categories, Office including laptops, notebooks, monitors, 
printers and inks, Mobile including mobile phone handsets, 
network access via pre-paid and post-paid contracts, 
phone covers, screen protectors and travel accessories, 
Entertainment including televisions, DVD and Blu-ray 
players, digital cameras, audio and portable audio products, 
headphones, gaming and related accessories, Other Products 
and Services including post-sale installation, troubleshooting, 
extended warranties and gift card sales.

The store network consists of around 90% Dick Smith 
branded stores with the product range focused upon office, 
mobile and related accessories categories. A broad product 
range is available in the entertainment category with low, 
medium and premium price options. Except for a single 
mobile focused Move concept store, the remainder are the 
Powered by Dick Smith stores in the consumer electronics 
departments of retailer David Jones, with the product range 
targeted at the mid to premium price point to a more affluent 
demographic.

The consumer and electronics retail sector in Australia and 
New Zealand is estimated to be a $11 billion to $12 billion 
market. Dick Smith management estimates it has a 10% to 
11% share of the retail market with its available product 
range covering the majority of the sector. Product focus is in 
the office and mobile categories, which are viewed as being 
attractive in terms of both growth and profit margin.

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

by  David McCrorie

The industry remains highly competitive with direct 
major specialty electronics retailers including JB Hi-Fi, 
Harvey Norman, The Good Guys, Noel Leeming and various 
independents. Other competitors include major and discount 
department stores such as Myer and David Jones, Big W, 
Kmart, Target, the Warehouse Group and on-line retailers 
such as Appliances Online, Amazon & eBay.  
 
The sector has recorded increased volume growth over the 
last three years, but has also experienced price deflation 
within several categories leading to an overall market 
contraction. This has been attributed to factors such as 
lower manufacturing costs, a persistently high Australian 
dollar, the global and domestic economic environment, lower 
consumer sentiment, reduced spending on discretionary 
items and an increased level of price discounting.

In the initial public offer (IPO), new shares were offered at 
$2.20 per share raising approximately $344m. Anchorage 
has retained a 20% holding ($104m) with the balance held 
by current members of the Board, the management team 
and other parties. Based on the application price, the market 
capitalisation of Dick Smith at listing was $520m. The 
market for new IPOs has been somewhat subdued with the 
shares trading as high as $2.41 and as low as $1.87. At the 
time of writing the shares are trading just below the issue 
price at $2.17.    

Dick Smith recently reported its results to the ASX for 
the First Half 2014 recording Pro-forma Earnings before 
Interest Tax Depreciation & Amortisation (EBITDA) of 
$41.7m. Total sales were in line with target, with Financial 
Year 2013/14 Pro-forma EBITDA being slightly ahead of the 
Prospectus forecast of $71.8m as a result of better margins 
and cost management.

Forecast Earnings per Share (EPS) are 16.9c for this 
Financial Year, placing the company on a current year Price/
Earnings (P/E) ratio of around 12.8 times. The dividend 
policy per Director’s intention is a payout ratio of around 
60% - 70% of annual Pro-forma Net Profit after Tax (NPAT) 
for the period from completion of the offer to 29 June 2014 
and the NPAT in subsequent financial years.

Historical growth and longer term trends provide a 
favourable outlook for consumer electronics retailers. 
However, when it comes to discretionary household 
spending, key risks are ever present including changes in 
consumer sentiment, economic factors, levels of disposable 
income and household savings rates. Technological 
innovation is a key future driver for new products in the 
marketplace. The key challenge for Dick Smith and its 
competitors, is positioning their businesses to capture 
increasing sales growth at sustainable profit margins.

Sources: IRESS, Dick Smith Holdings Ltd Prospectus & 2014 Half Year Results 
Presentation
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AS SAFE AS HOUSES      

According to The Slang Dictionary: Etymological, Historical, and Anecdotal published in 1913, the expression “it’s as safe as 
houses” meant that something was perfectly safe, apparently alluding to the regularity of house property as an investment. 
The Dictionary goes on to explain that the saying originated as investors returned to more conservative and predictable 
housing investment after the disastrous railway bubbles of the 1830-40s in England. 

In this article, we would like to discuss and compare the “safety” of residential property investment against commercial 
property investment.

Investment characteristics and risks 

Residential and Commercial property investment both have taxation benefits (such as negative gearing, depreciation and 
capital gains tax discounts) and can be owned through various entities (such as trusts and superannuation). 

In assessing the merits of the various property investment options it is important that an investor develop a clear 
understanding of an investment’s characteristics and the risks that it is exposed to.

Residential Property

•   Property leases are generally for periods of one year or less and it is common for there to be considerable turnover of 
     tenants. This can generate considerable wear and tear on the property and lead to tenancy gaps between departing and 
     new tenants.  
•   There is considerable consumer protection legislation in place that can sometimes make it difficult to deal with 
     “troublesome” tenants. 
•   The landlord does not need to have a detailed understanding of the financial position of a prospective tenant as they can 
     relatively quickly replace a tenant that has not paid their rent. 
•   In recent years the major cities have experienced low vacancy rates and this has put considerable pressure on rental  
     levels and contributed to increased property values. 
•   Banks will generally lend for residential property investment with a higher Loan to Valuation Ratio (LVR) and lower  
     interest rates than for commercial property investment.  
•   Usually outgoings, such as maintenance and repairs, are paid by the landlord.

Commercial Property

•   It is common for commercial property leases to be longer than residential property leases - with five years being common. 
•   Once a new tenant has been found, the leasing process can take time and it is likely that the new tenant may need time to  
     arrange the move.  
•   Historically commercial property has higher vacancy rates than residential property - and properties can be vacant for  
     long periods of time.   
•   It is essential that a prospective tenant’s financial viability is assessed. Due to the length of time needed to arrange a 
     lease, and for a new tenant to move, the unexpected financial collapse of a tenant could result in a property being empty  
     unexpectedly for many months. 
•   The value of a commercial property is influenced significantly by the quality of its tenant (or the lack of a tenant) and the 
     time left on the lease. A commercial property with a “secure” tenant and most of the lease remaining would be expected 
     to sell for a much higher price than a property that had been without a tenant for some time! 
•   The value of a commercial property is particularly vulnerable to poor economic and investment conditions - after the GFC 
     commercial property leases often included lengthy rent free periods. 
•   The layout or configuration of a commercial property could become outdated or undesirable due to, for example, changes 
      in technology - this could be costly or impractical to correct.  
•   A commercial property could be located so that it is convenient to a market or industry it serves. If that market or  
     industry moves or stops trading, such as that seen in our motor vehicle industry, demand for commercial property in that 
     location could decline making the property difficult to lease or sell.  
•   Consideration needs to be given to the zoning restrictions and how they may influence current and future usage of a  
     commercial property. Furthermore, consider the development potential of both the site and the building should the 
     current use cease to be viable. 
•   Commercial tenants are usually required to pay various building outgoings in addition to their rental.  
 
Investment returns

Historically, commercial property investment has generated higher rental yields than residential property and residential 
property has generated higher capital gains. 

As table 1 on the following page demonstrates, all types of commercial property have generated income levels considerably 
in excess of that generated by residential property over the 5 year, 10 year, and 20 year period to 30 September 2013.

by Mark Bennetts

continued on page 17

Strategies & Opportunities
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Table 1 - Income returns to 30 September 2013

                           

Source: REIA, IPD/PCA, Atchison Consultants

 
As is clearly evident from table 2 below, residential property has generated capital gain well in excess of that generated 
by commercial property over the 5 year, 10 year, and in particular the 20 year period to 30 September 2013. What is also 
shown in this table is that commercial property actually declined in value over the five year period. 

When inflation is a positive number commercial properties will tend to generate capital gain in line with the level of 
inflation, reflecting leases that are either indexed to inflation or have a fixed rate structure. However, the vulnerability of 
commercial property to economic downturns and investment market weakness is evident in table 2 with retail, office, and 
industrial commercial property all declining in value over the “GFC” period.

There are a range of factors that have supported the capital growth of residential property such as: 

•   Irrespective of the state of the economy people have to live somewhere - either as owners or as tenants. 
•   Residential property is not always bought for investment purposes - many are purchased for lifestyle reasons where the 
     purchase price is higher than what the properties rental return can justify. 
•   In recent years there have been various government incentives such as the first home owners grant and stamp duty 
     concessions. 
•   Population growth and increasing offshore demand from Asian investors for properties in the major cities. 
•   Several industries have experienced boom conditions. The mining boom, for example, has resulted in the value of  
     residential properties, and rental for these properties, jumping dramatically in towns near to the mines. 
•   The absence of tax on capital gains for owner-occupiers. 

Table 2 - Capital returns to 30 September 2013

 
 
Source: REIA, IPD/PCA, Atchison Consultants 

Final thoughts

While the projected higher income levels of commercial property may be attractive for some investors, we feel that this 
needs to be weighed carefully against the greater volatility of the investment’s value, the increased complexity of the 
investment, and the likelihood of higher vacancy rates. 

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

Strategies & Opportunities
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    SETTING A STRATEGY FOR YOUR SMSF FOR YOU AND THE NEXT GENERATION                                                 
 by Mark Sullivan

A long term subscriber recently wrote a very kind email into 
The Investing Times that as well as praising the range and depth 
of topics covered by our publication also posed the following 
queries:

 
Subscriber queries 

As a Trustee of our SMSF I have been trying to set my (and my 
wife’s) affairs in order prior to departing this world. I want to 
instruct our two children what will have to be done and what 
to expect in the process, given that rules and regulations are 
likely to change with time. Two questions have come to mind 
lately, which are:

1.   Can capital losses accumulated in an SMSF be used to offset 
      capital gains when your shares are sold after you have died?
2.   Does the work test apply if you want to contribute/ re- 
      contribute to your SMSF if you are under the age of 60 and in 
      transition to retirement?

Our response: 

Firstly, we should address the issue of instructions for children, 
who will be the ultimate beneficiaries of our subscriber’s SMSF. 
In short, a member’s benefits in a regulated superannuation 
fund must be cashed as soon as practical after the member 
dies. Although there is no interpretation of how long ‘as soon as 
practical’ is, it should normally take no longer than six months 
from the date of the death of a member or three months after 
the grant of probate until the benefits should be cashed in any 
one or more of the following forms:

•   A single lump sum;
•   An interim lump sum and a final lump sum;
•   One or more pensions (subject in this particular case to the 
     age of our subscribers children)*;
•   Rollover for the purchase of one or more annuities (again
     subject to the age of the children).

* Children under the age of 18 (or their guardian) at the time 
of the death of the member can elect to receive the member 
benefits as a pension/ income stream, as opposed to a lump 
sum, to gain access to significant long term tax benefits, 
depending on the age of the deceased member. Generally for 
children aged 18 to 25 they must be financially dependent on 
the deceased member to receive a pension, otherwise they 
will have to receive the member benefits as a lump sum. Adult 
children over the age of 25 will generally have to receive the 
death benefit as a lump sum, which of course has to be cashed 
out of the SMSF.

Query 1 – Capital Losses:

This is an interesting question posed, as this can be a very 
difficult process to manage, particularly for those who do not 
have up to date cost base details for the current assets in their 
SMSF, as well as the previously realised assets in their SMSF 
(i.e. were these assets sold in the past for a gain or a loss?).

In short, the answer is yes, realised capital losses can be 
carried forward in an SMSF to offset any future gains. 
However, it is important that the administrator of your 
SMSF or you as a member have detailed records on 
the cost bases of all assets held by the SMSF as well as 
records for those assets previously disposed of in the 
past, regardless of whether the member account is in 
accumulation or pension phase.

Even for those members in pension phase, the original 
CGT cost base information will need to be known as 
unless the assets are sold whilst the fund has a pension 
liability (i.e. whilst the member is still alive) CGT could 
be payable on the disposal of the assets to non-dependent 
beneficiaries, such as adult children.

 
Query 2 – The Work Test:

For those under the age of 65 there is no requirement 
to meet a ‘work test’ to be eligible to contribute to 
superannuation. Essentially anyone can contribute under 
the age of 65 and will be bound only be the concessional 
and non-concessional contribution caps which are below:

 
Concessional contribution cap:

Income year Amount of cap

2013-14 $25,000/ $35,000 (1)

(1)  The higher cap applies to those aged 59 or over as at 
30 June 2013.

 
Non-concessional contribution cap:

Income year Amount of cap

2013-14 $150,000/ $450,000 (2)

(2)   For those under the age of 65 at any time in the 
financial year may bring-forward two financial years 
of non-concessional contributions allowing them to 
contribute $450,000 at any time during a rolling three 
year period. Those over the age of 65 are unable to use the 
bring-forward provision. 
 
The ‘work test’ is only for those aged 65 and above, 
which is a requirement to work at least 40 hours in a 30 
consecutive day period, to be eligible to contribute to 
superannuation.

 
Feedback & further topics? 
 
As always we welcome feedback and queries from our 
subscribers and if there are any particular topics or 
articles of interest that you would like to see written 
please send us an email at: 

newsletter@investingtimes.com.au

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 
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 12 MAY 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 3.15 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 4.30* 3.05 3.40 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 4.00 4.00 4.50
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 3.90 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 3.15 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 4.30* 3.05 3.40 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 4.15 4.10 4.60
Bank of Queensland T/D (min $250k) 3.55 3.80 4.10 4.40 4.55
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 3.90 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   

Despite a new Chairperson of the US Federal Reserve 
now in charge, not all that much has changed at the 
top (expect for one statement a few weeks ago which 
surprisingly took a more aggressive stance on interest 
rate rises).  

For the most part, the Reserve’s continued tapering of 
the quantitative easing program in the US is playing 
out largely as expected by reducing monthly asset 
purchases by $10bn at each Federal Open Market 
Committee (FOMC) meeting. Asset purchases now 
stand at $45bn per month, almost half the original and 
unprecedented amount of $85bn that was deployed to 
kick-start the recovery in the US.  

The Reserve’s Committee sees “sufficient underlying 
strength in the broader economy to support ongoing 
improvement in labour market conditions”.  

Further reductions in stimulus will depend on whether 
the recovery maintains its natural course, but it is likely 
that the easing program will be completely unwound 
by the time 2014 concludes. The message from the Fed 
is that policy remains accommodative and that interest 
rates are expected to stay low.  

Locally, the Reserve Bank of Australia (RBA) has kept 
official cash rates on hold and at the record low rate of 
2.50% which has been the case since August last year. 
Governor Stevens remains satisfied with the current 
conditions and has indicated that the most prudent 
course is likely to be a period of stability in interest 
rates, which we have already seen.  

With the RBA now seemingly content with a high 
Australian dollar, it appears that further cuts to the 
cash rate are unlikely unless unemployment skyrockets 
and that the next movement will be up. So, the question 
begs, when will the first rate rise in Australia come? 
As Stevens has suggested, we don’t see an imminent 
movement in rates, but we do a potential rise in rates 
towards the end of this calendar year. With the growth 
in the global economy gradually strengthening, the 
domestic economy continuing to improve albeit 
in a patchy manner, and inflation is edging higher, 
all of which point to some serious deliberation and 
consideration in the coming months for the RBA.  

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 CENTRAL BANKS
 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: 
 
My understanding is that an Enduring Power of Attorney differs from a general Power of Attorney in that the authority chosen under 
the Enduring power continues to act for me on my behalf if I lose capacity to do so myself whereas a general POA ceases to be able to 
make financial decisions once I also lose this ability. I have made a binding death benefit nomination on my super fund for my wife 
to receive my superannuation death benefit which is against the wishes of the children from my first marriage of which my son and 
daughter are jointly my Enduring Powers of Attorney.

My question is, based on the above, if I lose my mental capacity, are my children able to change my super death benefit nomination?

Answer:

Whilst Enduring Powers of Attorney are extensive, it is important to note one very important issue...you have granted this power 
to the person(s) you believe will act in your best interest and they have a fiduciary duty to do so. In practice, this means that your 
attorney must avoid conflicts between his or her personal circumstances and your circumstances. In legal terms, ‘your attorney 
must not receive any benefit or confer any benefit on a third party unless the document creating the power authorises the 
conferral of the benefit.’

In regard to superannuation benefits, the relevant Superannuation Industry Supervision (SIS) regulation is 6.17, specifically 
6.17(6) which contains the specific requirements for a valid notice to be provided; these are reproduced below:

(a)  must be in writing; and  
(b)  must be signed, and dated, by the member (Reg Part 2 , sub reg. 2.01(2)) in the presence of two witnesses, being persons:  
           (i)  each of whom has turned 18; and  
          (ii)  neither of whom is a person mentioned in the notice; and  
(c)  must contain a declaration signed, and dated, by the witnesses stating that the notice was signed by the member in their 
presence. 

The nomination ‘must be signed, and dated by the member in the presence of two witnesses’. Just as a Will or Power of Attorney 
can’t be signed by an attorney, it would appear to be that this extends to a binding death benefit nomination. In saying this, the 
regulations do not specifically exclude this, however I have not heard of any situation where an EPOA or POA has changed a 
nomination.

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                                                                          

 

UPCOMING SEMINAR
 

Post Budget analysis - 2014 breakfast briefing

This session will provide you with a review of the key announcements, developments and pitfalls arising from the 2014 
Federal Budget. You’ll also learn about tax planning opportunities and how these could impact you.
Friday 23 May 2014

7.30am - 8.30am - light breakfast provided 
Lachlan Partners Boardroom 
Rialto Towers 
Level 47, 525 Collins Street, Melbourne
Please RSVP by 19th May to candice.wilson@lachlanpartners.com.au  or  Ph: 03 9605 9241. (places are limited)


