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Dividend yields. Yes that’s right; the search for yield 
from savvy investors continues to dominate our local 
share market. Furthermore, the level of dividends 
being paid out by Australian companies is so attractive 
that the yields are proving to be the catalyst for our 
market rebounding after there has been a period of 
weakness for stocks.

how so?

Take the last couple of months for example. At the 
beginning of September, the S&P/ASX 200 was 
trading at 5,658 points. At these levels, the Australian 
market was yielding 4.2%. 

Then, as we all know, global share markets went 
through a correction phase. Investors became 
concerned that the US would raise interest rates 
sooner and, combined with quantitative easing 
winding up, the fear was that this could cause 
US growth to stagnate for a period of time. The 
International Monetary Fund  (IMF) then cut its global 
growth outlook expectations to 3.3% for this year 
and 3.8% for the following year, down from 3.4% 
and 4% respectively, as was forecast in July. The 
increased tensions in Russia and Ukraine also created 
nervousness around the globe which weighed on 
market sentiment, ISIS created more angst, and then 
Ebola moved to the front page of newspapers.  

All of these issues, combined with the fact that 
markets were coming off a stellar run and “needed” a 
pullback according to many analysts, were the perfect 
recipe for a 10% correction in our market – and that 
is precisely what we witnessed as the S&P/ASX 200 
languished to 5,122 by mid-October. 

As we turn our attention back to the chase for yields, 
at the 5,122 level, our market was all of a sudden 
yielding 4.7% – that is, an extra 11.9% on the 4.2% 
you were getting just a matter of weeks ago. If we 
assume a level of 70% franking on the ASX 200 
(70% is conservative), then the gross dividend you 
would be yielding if you bought in at 5,122 points 
would 6.11%. At a level of 100% franking, the 
grossed-up yield jumps up to 6.71% at an index level 
of 5,122. With term deposits remaining at all-time 
lows, these yields are pretty attractive in anyone’s 
book, regardless of the economic landscape. 

the lesson

The key lesson for investors here is sell when others 
are greedy and buy when others are scared – that 
is, when bad news after bad news is being splashed 
across the front page of newspapers. It’s a tough 
habit to get into, but it’s a tough gig in trying to beat 
the market if you’re simply following the herd. As the 
market fell, yields became more attractive, and in the 
end, this was the catalyst for our market fighting back 
– not much change from an economic perspective 
in a few weeks, rather, valuations and yields became 
more appealing and this led investors back into the 
market.

in this issue

In what is our second to last edition of The Investing 
Times for 2014, we have a diverse range of topics 
which will surely give you something to ponder in 
the lead-up to the holiday season! Roberto Tappero 
explains to readers what a child maintenance trust 
is along with benefits which are associated with this 
type of structure, Eric Wong gives a refresher course 
in TTRs, while Scott Dixon poses some interesting 
questions surrounding Spain. 

Ali Cain looks at the possibility of a ‘Santa rally’ in 
the lead up to Christmas, Simon Bridgland assess 
the hype surrounding the Medibank Private float and 
also provides us with an investment update from the 
September quarter. 

In two of the more hotly debated topics in recent time, 
Stuart Graham offers up his views on the ‘great yield 
compression’, while Roger Wilson discusses whether 
or not the shine on Bank Hybrids has worn off.  

Last but not least, Mark Bennetts addresses income 
protection within your superannuation fund, while 
Michael Burton gives us a lesson in the changes to 
Victorian estate planning laws. 

As always, we hope that you enjoy this edition of The 
Investing Times, and remind you that we are open to 
any feedback or questions that you may have for any 
of our writers. 

Perhaps a broken record, but worth hearing it again

Philip Pezzi, Head of Accounting and Business Advisory, Shadforth Financial Group.
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Quarterly investment update by Simon Bridgland

us eConoMY

The US Federal Reserve reduced asset purchases by $10bn in each month over the September quarter.  
The focus last quarter turned to the timing of a Fed rate rise, though FOMC commentary continued to 
look for a “considerable period” between the end of QE and the first hike. The median federal funds rate 
forecast of FOMC participants for 2015 was 1.375% in September, up sharply from 1.0% in June. 

2Q14 GDP expanded at an annual rate of 4.6% q/q saar (revised), the highest rate since 1Q06 as 
growth bounced back from a weak 1Q14 (-2.1%). Stronger-than-expected inventory building added 
1.7 points to growth over the June quarter. Nonfarm payrolls underwhelmed, as 354k jobs were added 
in July and August combined.  The unemployment rate was unchanged at 6.1%, the participation 
rate held steady at 62.8%. Consumer confidence firmed over the quarter: the University of Michigan 
survey hit a fourteen-month high of 84.6 in September, up from 82.5 June.  ISM PMIs rose sharply: the 
manufacturing PMI rose to 59.0 in September from 55.3 in June, and the non-manufacturing index rose 
to 59.6 from 56.0.

europeAn eConoMY still struggling

Following subdued inflation prints in July and August and stubbornly high unemployment, the ECB 
delivered on the signal given by President Mario Draghi at Jackson Hole in August, announcing in 
September a 10bp reduction in the interest rate corridor and confirmation that purchases of asset-
backed securities will start in October. 

Eurozone CPI fell from 0.5% y/y in June to 0.3% in September.

ChinA’s eConoMY holDing up

China’s press reported that the PBOC on September 16 carried out a Standard Lending Facility (SLF) 
operation, providing RMB 500bn of liquidity to five major banks for a period of three months.

Housing conditions continued to deteriorate over the quarter; 97.1% of cities in the NBS 70-city house 
price index posted m/m price declines in August, up sharply from 78.6% in June.

GDP growth in 2Q14 was 7.5% y/y (exp. 7.4%), up slightly from 7.4% in 1Q13. CPI inflation eased to 
2.0% y/y (exp. 2.2%) in August compared to 2.3% in June. PPI deflation continued, running at -1.2% 
y/y in August from -1.1% in June. 

The HSBC manufacturing PMI ticked lower over the quarter to 50.2 in September from June’s final 
reading of 50.7.  Fixed asset investment growth slipped to 16.5% y/y in August (17.0% in July and 
17.3% in June). 

Credit data was soft over the quarter: new bank loans totaled 703bn yuan in August, compared to 
1,079bn yuan in June.

loCAl eConoMY

Consumer sentiment as measured by the Westpac-Melbourne Institute index of consumer confidence 
reached a high for the quarter of 98.5 in August, but fell back to 94 in September, little changed over the 
quarter. Business confidence followed a similar pattern; the NAB business confidence survey rose to a 
ten-month high of +10 in July, but gave back these gains in August with a reading of +7.8.

The economy added an impressive 116.9k jobs in July and August, driven by +121k jobs being created 
in August, compared to +16.1k in the two months prior; the unemployment rate rose to 6.4% in July 
from 6.1% in June, but the shock August print was enough to bring the unemployment rate back to 
6.1%. GDP increased 0.5% q/q in 2Q14 (exp. 0.4% q/q), the slowest growth since 1Q13. Most of the 
growth in 2Q14 came from a build up in inventories in the mining sector.  
 
Building approvals for July rose 2.5% m/m (exp. +1.9%), and June’s figure was revised up from -5.0% 
to -3.8% m/m.
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Simon Bridgland, Editor of The Investing Times and Research Analyst.

Quarterly investment update

AustrAliAn MArket lower; us rises

A sharp setback in September saw the S&P/ASX 200 price index give back its gains for the quarter – ending 1.9% lower – and for 2014 so far 
– with a 1.1% loss. On an accumulation basis, the index also fell short, losing 0.6% for the quarter. A sharp drop in the Australian dollar, also in 
September, made Australia a laggard in global terms. 

The S&P/ASX 200 gave up 9.0% in US dollar terms over the quarter, while the MSCI World index lost only 2.8%, helped by a positive return 
for the US, where the S&P 500 rose 0.6%. Australia could at least look to the eurozone for comfort, where returns were hit by a weak euro 
and concerns about growth – the EuroStoxx 50 index fell 1.7%, while the euro/US dollar exchange rate depreciated 4.1%. Among the major 
sectors locally, banks brought up the rear, losing 4.5% in accumulation terms as concerns about capital requirements saw the sector post its 
worst quarter relative to the index since the December quarter of 2010. Healthcare was the strongest group with a gain of 9.4%, helped by a 
weak Australian dollar, which may also have shielded materials, down 2.8%, from a falling iron ore price.

In Australia, company results for the period ending 30 June were generally characterised by sluggish top-line growth and an emphasis on 
strong payouts. The Healthscope IPO, the market’s largest since QR National (now Aurizon), was launched during the quarter. Treasury Wine 
Estates said it had ended talks with potential private equity bidders, while Goodman Fielder accepted a reduced bid from the Wilmar and First 
Pacific consortium.

Aussie DollAr & interest rAtes

The Australian dollar dropped sharply in September and posted a 7.1% decline for the quarter against a generally strong US dollar. The 
greenback was boosted by markets anticipating a first US Federal Reserve interest rate increase, and by the weakness of the euro, which 
was undermined by expectations of stronger European Central Bank (ECB) action to boost growth and avert deflation. The pressure on the 
Australian dollar, however, also reflected weak commodity prices, notably iron ore, which traded at levels last seen in 2009. Pressure on the 
commodity complex also extended to crude oil, which reacted to strong supply growth – spot Brent saw its largest quarterly fall since the June 
quarter in 2012. 

The RBA left the cash rate on hold over 3Q14 at a record low of 2.5%, and the board maintained its outlook for a “period of stability” at 
meetings over the quarter. Policy makers, including RBA governor Glenn Stevens, referred to the lack of “animal spirits”, citing a lack of 
response of non-mining investment to low interest rates. Minutes from September’s board meeting revealed that the RBA is becoming more 
concerned about risks in the property sector and the Bank’s attitude to counter-cyclical credit controls appeared to soften.

CoMMoDities 
 
Spot Brent crude oil fell 16.9% over the quarter, posting declines in each month; this was its biggest quarterly decline since 2Q12.  Strong 
supply was the main culprit as North American and OPEC production grew and Libyan ports and oil fields were reopened. 

The benchmark Tianjin 62% fines spot iron ore contract fell for the third straight quarter, tumbling 17.4% and hitting levels last seen in 2Q09.  
Strong supply growth from lower-cost producers kept prices under pressure. The LME index of base metals fell 3.6% as soft Chinese data put 
a cloud over demand growth prospects; copper (-4.6%), lead (-2.5%), tin (-10.0%) and nickel (-14.4%) were all weaker.

Spot gold fell 9.0% over the quarter, giving back June’s gains and then some. A stronger USD held back the commodity price. The prospect of 
a higher fed funds rate next year capped inflation expectations, which also weighed on gold.

continued from page 2
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Benefits of a child maintenance trust by Roberto Tappero

While divorce is never a pleasant topic to talk about, the harsh reality is that in today’s world filing for a divorce is no longer “forbidden” practice and 
investors need to be aware of the financial repercussions, especially when children or minors are involved. 

This article does not shed light on family law and how assets are distributed following a divorce settlement, instead it should highlight the financial 
implications if investments are made in the name of a minor or in personal names as part of the divorce settlement.  It is common for someone to 
indicate that they would like to set aside a sum of money to be used for the future education of their children and often they would like to create an 
investment in a child’s name. The below scenario illustrates the implications of investing in the name of a spouse on behalf of minor children as well 
as provide a potential solution to minimise the tax consequences through the use of a Child Maintenance Trust. 

Larry and Jackie are going through a divorce. They have three children under the age of 18. As part of the settlement, Larry is transferring part of 
his investment portfolio to Jackie whose current salary is $55,500. The purpose of the portfolio is to fund the maintenance and education of the 
children. The portfolio is worth $450,000, and earns income of 7% per annum.

If a Child Maintenance Trust is not used and the $450,000 was invested in Jackie’s name the below table highlights the financial consequences:  

2014/15 Jackie

salary $55,500

Investment income $31,500

Taxable income $87,000

tax $20,137

Medicare $ 1,740

After tax income $65,123

Rather than transferring the portfolio to Jackie’s name, Larry can transfer the portfolio into a trust for the benefit of the children. The income earned 
is divided between the children. That is, Jackie will split income between three tax-free thresholds. (Note that a CGT liability may arise from the 
transfer of assets to the trust.) 

2014/15 Jackie Child 1 Child 2 Child 3 total income

salary $55,500     

Investment income $0 $10,500 $10,500 $10,500  

Taxable income $55,500 $10,500 $10,500 $10,500 $87,000

tax $9,585 $0 $0 $0 $9,585

Medicare $1,110 $0 $0 $0 $1,110

Low income offset $168 $0 $0 $0 $168

After-tax income $44,973 $10,500 $10,500 $10,500 $76,473

 
As illustrated above, the use of a Child Maintenance Trust will increase the after-tax income by $11,350 ($76,473-$65,123) and reduce the tax 
liability by approximately $10,552.  

The above highlights the benefits of a Child Maintenance Trust, but how does it work in practice?

A Child Maintenance Trust is a trust setup after a divorce. It is usually a discretionary trust. Income Tax Assessment (ITTA) 1936 provides that if 
the income derived from this trust is allocated to children under 18, then that income will be taxed in the hands of the children at adult marginal tax 
rates rather than the tax rates applicable to children, (First $416 tax free, $416 to $1,307 taxed at 66%, thereafter a flat 45%). It is also important 
to know that a Child Maintenance Trust can only be established under certain circumstances, these include: 

•	 Following	a	family	breakdown; 
•	 When	both	parents	consent	and	then	agree	upon	the	terms	of	the	Trust; 
•	 Where	the	contributing	parent	derives	a	taxable	income	of	at	least	$80,000	per	annum; 
•	 Where	the	initial	property	or	cash	settled	on	the	Trust	has	a	value	of	at	least	$200,000.

Although this is a decreasing trend, according to the Australian Institute of Family Studies (AIFS) ‘many divorces occur to couples with children 
under 18 years old’. The most recent study shows that in 2012, 44,834 children under 18 years (48% of divorces) experienced the divorce of their 
parents. This is still a surprisingly high statistic and although not relevant to everyone, it is important to know the implications of such a common 
event.

Roberto Tappero, Associate Adviser, Shadforth Financial Group.
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Transition to Retirement Income Stream (TRIS) – to start or not to start? by Eric Wong

Eric Wong, Private Client Adviser, Shadforth Financial Group.

A Transition to Retirement Income Stream (TRIS) can be a great 
wealth creation strategy. However, for it to be an effective one a 
number of factors need to be considered, such as an individual’s age, 
marginal tax rate, work arrangements, need for the pension income 
and superannuation benefit components (i.e. taxable and non-taxable 
components). Failure to consider these factors might, in some 
instances, result in more tax being paid!

pension versus ACCuMulAtion phAses

Earnings on fund assets during pension phase are exempt from tax, 
while earnings during accumulation phase are subject to 15% tax.

Pension phase is subject to minimum pension payment rules, while 
accumulation phase has no payment restrictions (assuming the fund 
member has retired and has reached preservation age, or has satisfied 
another condition of release, such as turning 65).

whAt is A tris?    
 
A TRIS is a type of account-based pension that can commence once a 
person reaches preservation age.

Prior to July 2005, a person could only access his super once he 
turned 65 or retired. This meant it was difficult to reduce your work 
hours and still maintain your standard of living.

Under the transition to retirement rules introduced since then, if you 
have reached your preservation age, you may now be able to reduce 
your working hours without reducing your income. You can do this by 
supplementing your part-time income with a regular ‘income stream’ 
from your superannuation. You don’t have to retire to withdraw your 
super benefits. You can work part time or full time or even casually. 
(Source: ATO)

The main restriction on the rules for a TRIS is that the pension must 
be paid as an account-based pension and that restrictions are placed 
on converting (commuting) preserved components of the pension to a 
lump sum, as well as restrictions on the maximum amount that can be 
paid (i.e. 10% of pension account balance).

CAn Your superAnnuAtion FunD CoMMenCe A 
tris? 
 
self-Managed superannuation Funds (sMsF) – remember to 
Check the trust Deed!

If you run your own super fund, and you want to start a TRIS, you need 
to ensure that your fund’s trust deed permits such income streams. 
This is particularly important if the last time you updated your fund’s 
trust deed was before July 2005.

retail superannuation Funds – is this option available?

Some retail superannuation funds do not offer this pension option too. 
As such, you will need to check with your current super fund.

Do You know thAt Your tris MAY Be tAxABle?

Pension paid from untaxed sources and paid to people under age 60 
are generally taxable.

If the pension is taxable, the portion that represents the taxable 
component of the pension is included in the assessable income for tax 
purposes.

The part of the pension which represents the tax-free component is 
excluded from the assessable income of the pensioner.

All pensions from taxed sources, such as private sector superannuation 
funds, paid to anyone who is age 60 and older are tax-free, irrespective 
of when the pension was commenced.

For anyone who is under 60 years, the pension is taxable and may 
qualify for a 15% tax offset. The taxable and tax-free amounts of the 
pension are calculated at the time the pension commences by using the 
‘proportioning rule’. The proportion of the tax-free amount is calculated 
on the percentage set at the time the pension commenced and is 
applied each time a payment from the pension account is made.

is Your tris An eFFeCtive one?

A common mistake is for an individual to commence a TRIS without a 
holistic consideration of the above factors.

Common pitfalls include an individual, age 57, who draws a salary and 
is on the highest marginal tax rate of 49% (47% plus 2% Medicare 
Levy) commences a TRIS to capitalise on the tax concessions on 
pension accounts but does not require the pension income. In return 
for the tax-free status on pension accounts, a minimum pension needs 
to be drawn. If the pension income is not utilised, it generates wealth 
outside the tax-free superannuation environment at the individual’s top 
marginal tax rate versus the flat 15% tax rate in the superannuation 
environment.

This strategy is even more tax inefficient if the member’s super benefit 
balance consists entirely of taxable components, as the member 
would end up paying tax on the highest marginal tax rate on the entire 
additional pension income. One would argue that the 15% pension 
rebate tax offset would lessen the tax burden with the reality being 
that the member still pays an effective tax rate of 34% on the pension 
income. In this case, it might be better to delay the TRIS until the 
member reaches age 60 when all pension income is tax free. 

There are ways to structure your accumulation accounts to facilitate 
a tax-free pension prior to age 60 via the use of multiple pension 
accounts. This still does not eliminate the issue around drawing a 
pension income and not utilising it only to generate wealth at the 
member’s marginal tax rates.

Despite the allure of tax free earnings for benefits in the pension phase, 
it might not always be beneficial to commence a TRIS even though 
a person has attained preservation age! As such, it is important to 
do the numbers and get professional advice to ensure the TRIS is 
implemented in an effective manner.
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The independence movement is well and truly in full flight, with 
Scotland nearly triggering a United Kingdom overhaul and Hong Kong 
continuing to push for a clean break with China.

This is creating volatility in capital markets and nervousness among 
those who prefer a stable forecast. However, these regions are not 
alone. There are many pockets of the world seeking independence and 
despite the scrutiny it is an inevitable part of global evolution. 

With this in mind, we outline our view on the ten most important places 
vying for independence and tackle a few of the economic realities that 
underlie this movement.

Here is the list…

 
top 10 plACes vYing For inDepenDenCe in 2014

1. hong kong, China – increasing social unrest in Hong Kong against 
mainland China’s control over the prosperous island has made news 
headlines worldwide. It is unlikely the People’s Republic of China will 
allow such a movement, especially considering the historic treatment of 
other regions such as Taiwan and Tibet. 

2. palestine – despite a declaration of independence way back 
in 1988, Palestine is still yet to be recognised as a member of the 
United Nations. In 2012, Palestine made further ground when it was 
granted “non-member observer status”, similar to how Switzerland 
was recognised for the 50 odd years leading up to 2002. Palestine’s 
conflict with Israel continues as they both lay claim to the sacred land 
of Jerusalem as their capital city. It seems only a matter of time but 
Palestine remains in a controversial existence for now.

3. tibet, China – the feud with the Chinese Government over human 
rights violations and continued exile of the Dalai Lama has created 
frustrations among this region. Unlike many of the other regions in the 
top 10, Tibet is a poor region in a quickly developing country. It also 
makes it a very different case to Hong Kong and Taiwan, and some 
economists have questioned Tibet’s ability to prosper if self-governed. 
Of course, Tibetans see more to life than just economic prosperity. 

4. Catalonia, spain – home of Barcelona in the northeast vicinity of 
Spain, this region is made up of incredibly loyal “Catalans” who have 
their own distinct language and customs that differ to the rest of Spain. 
A long standing battle for independence is finally being taken seriously, 
although the Spanish Government plan to squash any progress under 
their constitutional law.   

5. Basque Country, spain (and France) – another region in the 
northeast of Spain, and another set of incredibly loyal people who share 
a unique language and deeply cultural traditions. The Basque Country 
movement is less pronounced than their Catalan neighbours, but if 
Catalonia breaks free it would only be a matter of time. 

6. Quebec, Canada – The French speaking pocket on the eastern 
side of Canada have called for constitutional negotiations dating back to 
1968. The most serious attempt at independence was in 2005, where 

the Quebecers narrowly voted against it with 51% of the vote. To this 
day, speculation remains on a potential break from Canada but nothing 
serious enough has transpired in recent years and it seems unlikely in 
the short-term.

7.  taiwan, China – not recognised as an independent country and 
controversially still claimed as a province of the People’s Republic of 
China, Taiwan has been left in the dark over recent years. Despite 
the United Nations failing to acknowledge Taiwan as an independent 
member, Taiwan is self-governed and has managed to demonstrate 
their capabilities to operate on their own. Most countries have unofficial 
relations with Taiwan in defiance of their Chinese heritage.

8. Flanders, Belgium – another pocket of Europe that many consider 
worthy of independence, the northern region of Belgium has a unique 
history. They are known for their Flemish language and are quite vocal 
in their endeavours for independence. Support is growing, however the 
current vote for Flemish independence is said to be approximately 15% 
at best.

9. venice, italy – much like Catalonia in Spain, Venice and the 
surrounding region of Veneto are a wealthy region in a struggling 
economy. The Venetians held an unbinding vote in March 2014 
which outlined a whopping 89.1% that are pro-independence. They 
are said to be sick of subsidising the poorer regions of Italy and the 
independence movement is gaining momentum.

10. scotland, united kingdom – after a tight referendum in 
September 2014, Scotland has accepted its fate as a part of the United 
Kingdom. The final vote was 44.7% pro-independence and 55.3% 
voting to remain in the United Kingdom. 

 
where the Biggest risk oF ChAnge lies

While all the talk surrounds China and Scotland, it is arguably Spain 
which faces the greatest risk of separation and detachment. 

A heavily scrutinised movement is taking over mainland Spain, which 
if allowed to be successful, could even mean that the country would 
break into three separate countries. 

The economic backdrop in Spain is an important story in this 
movement. Spain remains a country in turmoil, with unemployment 
stubbornly high at 24.5%, youth unemployment at 53.7% and 
government debt above the crucial 90% level (93.9% as a percentage 
of GDP). 

The areas most irritated by the lack of progress are the affluent regions 
of Catalonia and Basque, both residing in northeastern Spain. They 
happen to be two of the richest regions of Spain, who are claiming to 
be sick of propping up a faltering Spanish economy. 

This makes it remarkably different to the Scottish proposal, where the 
economic considerations were generally seen to be negative. It also has 
broader implications for the European economy.

Is Spain breaking into three? by Scott Dixon

continued on page 7
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Is Spain breaking into three?

Scott Dixon is a financial commentator and writer with expert opinions on viable investing strategies globally.

whAt is hAppening in spAin?

At the time of writing, the Spanish Government are disagreeing 
to legitimise the public vote on 9 November 2014. The Spanish 
government are claiming the vote to be unconstitutional and continual 
refusal to legitimise the “self-determination” referendum leaves the 
Catalans frustrated. 

The Prime Minister, Mariano Rajoy, has stated “I want to tell you with 
all clarity that this consultation will not take place”. He says this at 
an awkward time for the 46.5 million strong Spaniards, because the 
economy has failed to grow since the depths of the financial crisis in 
real terms, marking more than five years of stagnation. 

Relatively, Catalonia represents a small yet significant pocket of Spain, 
with approximately 7.5 million people (16% of the Spanish population) 
and an imposing 19% contribution to the GDP of Spain as a whole.

From a voter’s perspective, a legally binding referendum may not 
see Catalonia break free anyway. Leaving 9th November 2014 self-
determination referendum aside (outcome unknown at the time of 
writing), the voting Catalan public does not seem convinced they are 
better off alone. As evidence of this, the September 2014 “El Mundo” 
poll showed that 34.6% are pro-independence with 39.5% against and 
a large percentage undecided. 

whAt woulD hAppen iF theY split?

Regardless of how likely or “constitutional” a Spanish division might be, 
it is certainly worth understanding the implications for the Spanish and 
European economies if it did happen to proceed. 

Catalonia and the Basque Country would be required to take a big 
portion of Spain’s debt and they would also relinquish their right 
to remain part of the European Union. A spokesperson for the 
European Commission stated, “An independent state, because of its 

independence, would become a third country vis a vis the EU and as of 
the day of independence the EU treaties will no longer apply”. 

This would create obvious challenges, especially with Barcelona’s  
multi-cultural community and the EU treaties that bind this  
multi-nationalism. It would also leave Spain in a precarious position, 
because two of their largest economic contributors would cease to be 
participating in the Spanish cause.

Putting a speculative hat on, it is clear that a break-up in Spain would 
be disastrous for the remaining regions in the Spanish economy. 
Official unemployment percentages across the board would rise sharply 
into the 25-30% vicinity and Spanish Government Bond yields would 
probably spike up from the current low rate of 2.21%. This would all 
add further strain to their poor existing balance sheet.

 
BroADer europe iMpliCAtions

Even Angela Merkel (the German Chancellor) has stated, “I share 
the opinion of the Spanish Government”. She would prefer to see a 
united Europe, for the obvious reason that a stable outcome would be 
beneficial for Europe in general.

 

the More likelY sCenArio

Despite the continued hype over independence, the past eight years 
have only seen the formation of two new countries – South Sudan and 
Kosovo. Therefore, any volatility caused by the threat of independence 
should be generally seen as an opportunity for investors to buy mis-
priced assets.

The key message is to be aware but not afraid.

continued from page 6

   Newest Countries in the World

July 2011 – South Sudan

February 2008 – Kosovo

June 2006 – Montenegro

June 2006 – Serbia

May 2002 – East Timor

October 1994 – Palau

April 1993 – Eritrea

January 1993 – Czech Republic

January 1993 – Slovakia
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Are we in for a Santa rally this year?

Like turkey and presents, every Christmas there’s an expectation the share market will rise in the weeks beforehand. But with markets recently 
experiencing significant volatility after having shrugged off concerns about local and global growth prospects earlier in the year, there’s no certainty 
of any Christmas cheer in the markets this year. 
 
Oliver Gordon, head of global advice for financial services business Rivkin, explains that historical data shows that, despite there being a tendency 
for a sell off of ASX 200 companies in early November, share prices have usually rallied strongly from mid to late November through December and 
into the new year.  
 
Looking at the data, monthly returns for the ASX 200 from January 2004 up until December 2013 show that the local share market averaged 
a 1.51 per cent return for the month of December over this period. This puts December in second place on a monthly basis behind April as the 
month that delivers the best share market performance. Over the same period April delivered an average share market return of 1.61 per cent.  
 
“But a seasonal trend is just a trend. Rarely does it work all the time,” Gordon notes. Therefore, it’s worth looking at the technical outlook for this 
year to determine whether a Santa rally is likely.  
 
Gordon says the first thing to note about the current picture is that the ASX 200 has recently experienced a sharp and relatively deep sell off, with 
prices declining as much as 9.81 per cent from highs seen in August. This is the largest percentage decline since June 2013. “Nevertheless, 
evidence is beginning to emerge that an intermediate low is now in place, from which a corrective rally at a minimum should unfold,” he says. 
 
A key piece of evidence when trying to assess market highs and lows is the presence of what is known as “momentum divergence”, explains 
Gordon. “In the context of a decline, this is when prices go lower, yet price momentum begins to set higher lows. When this occurs, often a change 
in the price direction is close by. This means there is decent probability the ASX 200 will begin to lift higher over the coming weeks.” 
 
But he says evidence of a low is not enough to suggest that a strong rally will simply unfold. “Considering the depth and speed of the recent 
decline, and the fact there is now a strong zone of resistance above current share market levels of between 5370 and 5460, we feel a corrective 
bounce is likely. By this, we mean a rally that is more meandering and choppy in nature, than a short sharp burst.” 
 
All things considered, with evidence of an intermediate low currently in place, Gordon expects to see higher prices over the coming weeks and 
months. But he expects any gains to be relative muted, with the market rising to around 5460 points.  
 
Nick Griffin, head of international strategy at K2 Asset Management, agrees that historically, the period leading into Christmas has indeed been a 
strong seasonal period for markets. “The fourth quarter rally phenomenon is particularly pronounced in November and December,” he says.  
 
But he points out that the market has entered the fourth quarter of the year in a somewhat more difficult setting than usual. He notes the share 
market is operating in an environment in which the S&P 500 has already risen 6.7 per cent for the year to September. This means there may not 
be much more room for share markets to rise further this year.  
 
In addition, the US Federal Reserve and the Bank of England have both flagged hopes of beginning to normalise official interest rates in 2015. This 
could have a dampening effect on markets. Flat global economic conditions are also playing out in share markets. 
 
“Concerns have been growing that both Europe and Japan have not done enough to stimulate their economies and deflation fears in Europe in 
particular have continued to mount as growth indicators have trailed off,” says Griffin.  
 
“Ultimately we feel that global growth is probably not going to be where policy makers had hoped it would be, and the current correction is the 
market adjusting for this more subdued growth outlook,” he adds.  
 
He says it’s important for investors to understand that the market’s concern has shifted from the threat of higher rates to the threat of falling 
earnings from a weaker economy.  
 
In contrast, there are more benign conditions in the US. For instance, Griffin says there is no evidence of typical recessionary indicators in the US 
economy. “Falling gas prices and lower mortgage rates as a result of the current “growth shock” should act as a stabiliser for US households and 
businesses and this should assist in supporting the economy.”  
 
But although the US economy might be in good health, Griffin is less bullish about Europe and emerging market economies.  
 
With all these factors in mind, it’s hard to predict whether the share market will experience its usual rise as we head into the festive season. What is 
certain, however, is that we’ll all know the answer by the time Father Christmas has made his annual lap of the globe.

Strategies & Opportunities

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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total Market price earnings  
(pe) ratio

Market Average 
 Div Yield

Current 7/11/14 15.69 4.51%

Comparison 7/11/13 15.91 4.25%

Current position - indices 7/11/14

Australia
All Ordinaries 5,522.1 19.4% below November 2007 high of 6,853.6

50 Leaders 5,725.1 13.7% below November 2007 high of 6,636.5

united states
Dow Jones 17,573.9 new high 

S & P   2,031.9 new high

 Defensive Assets growth Assets

Zone 1 90% 10%

Zone 2 72% 28%

Zone 3 50% 50%

Zone 4 28% 72%

Zone 5 10% 90%

Current position AnD MArket MooD

The Aussie share market has continued rebound after the recent six-week 
sell-off which took place from the beginning of September. At the time 
of writing, the S&P/ASX200 had rallied approximately 400 points since 
hitting its eight-month low of 5,155 on 13 October, to move back to 5,500 
points.  

Will this rally continue? Will we break through the high of 5,658 achieved 
on 2 September? 

With US quantitative easing now finished, the unemployment rate in the 
US is likely to play an even more significant factor in how far this rally can 
extend. If US unemployment spikes, then the bears will be suggesting 
that the end of QE took place too soon. If unemployment remains 
where it is or moves even lower, then the market’s confidence in the US 
Federal Reserve is sure to be reinforced and there is every chance that 
markets may follow suit with a traditional Santa Rally. Last Friday night, 
unemployment in the US fell to a six-year low of 5.8%, suggesting that 
the latter scenario and the Fed’s actions are perhaps more likely at this 
stage. It must be pointed out though, that the participation rate continues 
to fall with the unemployment rate.  

The other positive driver of markets is the hope that further stimulus will 
be provided by the European Central Bank. Last week, Mario Draghi 
stated that the European Central Bank has agreed to introduce more 
stimulus if “current measures aren’t enough”, after the bank opted to keep 
interest rates at record lows. Draghi also suggested that the bank could 
lower growth forecasts for the Euro zone and that the risks surrounding 
the economic outlook for the Euro zone continue to be on the downside.  

Australian shares – Zone ranking extract for period January 1977 to date

9Issue 358 - 30th June 2013

The

Investing Times
The

Investing Times Sharemarket

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) 44.80 4.31 5 100 7.1 20.6 18.4 9.1 12.1 13.3 3.07 0.98 9.9 N

WOW Woolworths Consumer Staples (Food & Staples Retailing) 34.48 -1.68 4.2 100 6 16.8 18.4 4.5 5.6 24.2 2.52 1.42 24.5 N

CCL Coca-Cola Amatil Consumer Staples (Food Beverage & Tobacco) 9.49 4.86 4.7 100 6.7 18.5 18.4 -22.8 3.7 52.5 6.84 1.16 22.8 N

STO Santos Energy (Oil & Gas) 12.78 -10.50 3 100 4.3 21.5 16.6 15 45.4 39.2 13.46 1.55 5.8 Y

WPL Woodside Petroleum Energy (Oil & Gas) 40.69 -2.52 6.6 100 9.5 12.3 16.6 31.1 -7 1.3 0.13 1.22 15 Y

EGP Echo Entertainment Group Consumer Discretionary (Casinos) 3.96 21.47 2.7 200 5 17.5 17.3 18.8 5.3 16.9 4.17 2.13 6.1 Y

AGK AGL Energy Utilities (Multi-Utilities) 13.86 1.39 4.8 100 6.8 14.6 18.8 -2.7 18.3 32.2 7.14 1.44 7.3 N

AST AusNet Services Utilities (Electric-Utilies) 1.42 4.41 5.8 33 6.6 17.1 18.8 -7.8 2.4 64.1 15.85 1.01 7.7 N

ANZ ANZ Ltd Financials (Banks) 32.88 6.00 5.7 100 8.2 12.2 13.9 2.5 4.2 1.44 15.1 Y

CBA Commonwealth Bank of Australia Financials (Banks) 82.76 6.36 5.1 100 7.3 14.9 13.9 3.1 3.5 1.31 18.5 Y

NAB National Australia Bank Financials (Banks) 33.22 0.92 6.2 100 8.9 12 13.9 19.5 3.8 1.34 14.3 Y

WBC Westpac Bank Financials (Banks) 33.92 5.03 5.7 100 8.1 13.4 13.9 2 3.5 1.32 16 Y

AMP AMP Ltd Financials (Insurance) 5.90 5.55 4.5 50 5.4 16.8 13.9 20.8 7.5 61.3 114.87 1.33 11.9 Y

QBE QBE Insurance Financials (Insurance) 11.66 -2.91 3.5 20 3.7 13.7 13.9 17.2 26.1 30.5 11.3 2.12 8.2 Y

COH Cochlear Healthcare (Health Care Equipment) 72.27 8.89 2.5 100 3.6 27.7 22.1 34.7 15.4 32.4 2.77 1.44 42 N

RHC Ramsay Health Care Healthcare (Health Care Services) 53.15 5.88 1.9 100 2.8 26.7 22.1 19 14.4 61.9 8.61 1.94 21.6 N

BXB Brambles Industrials (Commercial Services & Supplies) 9.80 1.14 3.2 10 3.4 19.7 20.1 14.1 11.2 50.5 7.3 1.57 22.9 Y

ORI Orica Ltd Materials (Diversified Chemicals) 20.25 2.22 4.6 35 5.2 12.8 14 -1.8 7.5 36.9 6.56 1.71 14.9 Y

BHP BHP Billiton Materials (Diversified Mining) 34.49 -2.79 4.3 100 6.1 14 14 -14.8 11.1 22.2 2.71 1.68 13.7 Y

RIO Rio Tinto Materials (Diversified Mining) 60.70 -1.45 4 100 5.8 10.9 14 -11.8 -1.6 23.6 3.54 2.28 17.6 Y

JBH JB Hi-Fi Consumer Discretionary (Computer & Electronics Retail) 16.17 -2.77 5.4 100 7.7 12.3 17.3 1.4 5.9 24.8 1.52 1.51 42 Y

IVC Invocare Consumer Discretionary (Diversified Consumer Services) 12.46 13.27 3 100 4.3 28.5 17.3 -4.7 10.5 55.8 6.34 1.17 27.1 N

MTS Metcash Consumer Staples (Food & Staples Retailing) 2.85 6.74 5 100 7.2 12.4 18.4 13.7 3.9 35.1 6.09 1.6 12.7 N

WOR WorleyParsons Limited Energy (Energy Equipment & Services) 12.89 -19.69 6.5 75 8.6 11.2 16.6 8.7 5.1 15.6 2.22 1.36 13 Y

PTM Platinum Asset Management Financials (Asset Management) 6.86 12.46 4.9 100 7 20.1 13.9 3.4 12.7 1.01 51.8 Y

PDN Paladin Energy Energy (Coal & Consumable Fuels) 0.33 -21.43 0 0 0 N/A 16.6 23.7 88.9 45.6 12.08 N/A -7.3 Y

NCM Newcrest Mining Materials (Gold) 8.79 -12.36 0 30 0 22.6 14 -27.3 59.8 32.5 9.09 205 4.2 Y
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Long term ASX listed shares — Core and tactical lists — 7 November 2014
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ASX  
Code

Name
Current 
Price 
($)

Movement 
(%) ̂  

Standard 
Yield (%) ~

Franking 
(%) ~

Gross Yield 
(%) ~

P/E Ratio 
(x) ~

Sector P/E (x) 

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

(%) ~

Interest Cover 
(x) ~

Dividend 
Cover (x ) ~

Net Tangible 
Assets 
(NTA) ~

Return on 
Assets (%) ~

Return on 
Equity (%) ~

Yr 1 Est Yr 2 Est

SGP Stockland 4.20 6 1.1 0 1.1 16.3 13.9 7.5 7 26.1 54.5 1.08 4.3 7.2

WFD Westfield Group 8.04 9 0.6 0 0.6 19.4 13.9 -37.1 0.5 28.4 38.3 1.61 4 10

ASX  
Code 

Name
Current 
Price       
($)

Movement 
(%) ̂

Revenue 
Growth 
(%) ~

Stanrdard 
Yield (%)~

Franking 
(%) ~

Net Debt/
Net Debt + 
Equity (%)

Interest 
Cover (x) ~

Return on 
Assets (%) ~

Return on 
Equity (%) ~

Business Description (Major sector)

SYD Sydney Airport 4.51 5 1.1 5.3 0 77.1 13.2 4.4 10.9 Majority stake holder and operator of Sydney Airport

TCL Transurban 8.22 7 1.3 4.7 23 59.3 23.4 3.6 5.8 Toll roads throughout Australia and USIN
FR
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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

ANZPA ANZ Convertible Preference Shares 102.10 0.80 90 Day BBSW 2.50 2.65 3.61 10.45 5.04 100 -0.4 16-Jun-14 100.00 A+ Quarterly

PCAPA CBA Perls III 195.00 -0.40 90 Day BBSW 1.05 2.65 2.59 5.60 3.79 100 1.4 6-Apr-16 200.00 A+ Quarterly

CBAPA CBA Perls V 200.21 -0.20 90 Day BBSW 3.40 2.65 4.24 7.59 6.04 100 -0.1 13-Oct-14 200.00 A+ Quarterly

IANG IAG Reset Exchange Securities 104.17 -0.50 90 Day BBSW 4.00 2.65 4.66 5.59 6.38 100 5.1 16-Dec-19 100.00 A- Quarterly

SVWPA Seven Group TELYS 4 89.59 0.10 180 Day BBSW 4.75 2.81 5.29 N/A 8.43 100 N/A N/A 100.00 Not rated Half Yearly

WCTPA Westpac Trust Preferred Securities 97.16 0.30 90 Day BBSW 1.00 2.65 2.56 5.52 3.76 100 1.6 30-Jun-16 100.00 A Quarterly
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Notes 
 
WBCPB matured on 18/9/2014 and has therefore been removed from the portfolio 
*   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 is now provided by Bloomberg.  

The data is an average consensus of the leading brokers throughout Australia.

These lists may differ to the investment recommendations of the Shadforth Wealth Management Investment Committee.
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Medibank Private Initial Public Offering (IPO) by Simon Bridgland

continued on page 13

The Federal government recently launched the much anticipated privatisation of Medibank Private (Medibank) via an initial public offer (IPO). The 
privatisation of Australia’s largest health insurer sees 2,754m shares up for grabs, with an indicative price range of $1.55 - $2.00 per share, 
valuing the company between $4.269bn and $5.508bn.  

 

          Source: Medibank Prospectus 

 
The private health insurance industry is concentrated, with the five largest private health insurers claiming stake to 83% of the market. The 
dominance in market share is akin to the big four banks in Australia, and we all know the sort of profit growth that these institutions continue to 
produce year-on-year. Here, ANZ, CBA, NAB and WBC form 64% of the financial sector. Even more resounding is the 97% stranglehold that the 
big four hold across the banking sector (which consists of the four banks, plus BEN, BOQ, and GMA.) 

Medibank’s health insurance business (Health Insurance) offers private health insurance and is expected to contribute 90% of its pro-forma FY15 
revenue. Medibank also generates revenue from a number of related services (Complimentary Services). These complimentary services include, 
underwriting life insurance, pet insurance, travel insurance, as well as health insurance for overseas students and temporary overseas workers 
in Australia. Employing approximately 5,000 staff (1,500 which are health professionals), the company operates throughout Australia, NZ and 
Singapore, underwriting policies for at least 3.8 million people. The insurer has established long relationships with around 450 private hospitals and 
more than 7,500 healthcare providers throughout Australia.

 
MeDiBAnk’s CorporAte struCture 

Source: Medibank Prospectus
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how Do insurAnCe groups MAke MoneY? 

In simple terms, Medibank underwrites insurance policies. Profits are earned when the amount collected in premiums (through underwriting 
policies) exceed the amount paid out in claims and expenses. Returns made from investing the premium pool (investment income) also contribute 
to overall earnings. According to data presented by the Private Health Insurance Administration Council (PHIAC), insurers as a group, in terms of 
overall PHI revenues, collected approximately $19.3bn in premiums in FY14. Of the $19.3bn, 87.6% was disbursed in claims. Total EBIT across the 
insurers was $774m, representing a margin of 4.3%. Driving this deterioration are weaker gross margins, which declined approximately 160bps to 
13.1%, reflecting the mix shift towards lower margin policies carrying excesses and/or exclusions.

                  
                 Historical Average Health Insurance Premium Increases

 

                 

                Source: PHIAC; UBS; IOOF Holdings Ltd

As displayed in the chart above, insurers have achieved an average premium increase of approximately 5.7% over the past ten years, with a 6.2% 
increase approved in the latest April 2014 round. 

it’s DAngerous to CoMpAre MeDiBAnk to QBe or sunCorp 
 
A number of investors have been comparing QBE Insurance Group and Suncorp Group against Medibank, but in reality Medibank operates a 
vastly different business to these two insurers. If a comparison to Medibank needs to be made, then the closest comparison is NIB Holdings, 
albeit on a much smaller scale. Health insurance is not exposed to catastrophe losses such as floods and fires and as such its profitability is more 
consistent, unlike that of QBE Insurance in particular, which the market has become accustomed to in recent time. Also, given the community rating 
requirements of health insurance, individual risk based pricing is prohibited and any price increases have to be approved by the government. We 
expect this to lead to less price-based competition in the health insurance industry than in the short-tail personal lines insurance industry.

The Medibank investment proposition is built around a sound, relatively well managed, large-scale, private health insurer operating in a government-
regulated industry with inbuilt minimum profit levels. We expect the insurer will have a strong balance sheet on listing – debt-free with surplus 
capital and strong solvency ratios. Australia’s private health insurance sector benefits from high barriers to entry as a result of heavy regulatory 
requirements, a unique industry structure, the high cost of replicating infrastructure, high customer switching costs, and strong brands. 

Privatisation enables Medibank to optimise its corporate and capital structures, with improved access to capital markets ensuring the company is 
well placed to take advantage of future growth opportunities. Medibank is well placed to take advantage of any industry consolidation.

We expect early gains in profitability to come from productivity improvements as the previously government-run business becomes more 
shareholder focused. Increased focus on improving legacy processes, procedures, contracts, and pricing is expected as management will become 
incentivised to grow the business, improve productivity, lower the cost base, and boost return on equity. 

Despite the high cost of insurance and the availability of heavily subsidised health care, private health insurance penetration has increased due to 
tax benefits and penalties, shorter wait times, a choice of doctor and hospital, and cover of ancillary health services. Importantly, the private health 
industry in Australia continues to garner government support. Healthcare spending is expected to grow at 5-10% per annum, so without significant 
tax hikes, the government cannot afford for people to shift back to the public healthcare system.

It is important to remember that attractive companies only make good long-term investments if they can be bought at the right price. Without 
knowing what price the shares will come at upon listing in early December, it’s arguably too early to say whether or not this will be a good buy. 

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

continued from page 12
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Current market themes - yield compression and the Aussie Dollar by Stuart Graham

There are some interesting themes playing out in financial markets at 
the current time, and in this article we take a look at both in terms of 
their impact on different asset classes:

•	“Yield	compression”	and	how	this	could	resolve	itself;	and	

•	 The	falling	Australian	dollar	and	its	impact	for	Australia.

One of the recent phenomena to impact financial markets has been 
the fall in global interest rates as Central Banks all over the world have 
tried to stimulate their economies.  This fall in interest rates has been 
unprecedented and has seen some European country long term bond 
yields fall to levels not previously seen in modern times.  For example, 
as shown in the chart below, ten year bond yields in France (1.7%pa), 
and Spain (2.5%pa) have recently reached the lowest levels ever 
recorded in history. 

Government 10 Year Bond Yields

 
          Source: Bloomberg 
 
What this means is that across a wide variety of asset classes over 
the last 18 or so months, risk premia (ie the difference between the 
expected return on a security and that on a riskless security eg the US 
10 year bond), have shrunk to very low levels, or in financial jargon, 
have become severely compressed. 

The question that markets are asking themselves is “so when will 
interest rates go back to their old (“normal” ) levels?  With short and 
long term interest rates at such low levels, the broad concern from 
market participants is that the subsequent reversal of rates could be 
quite significant and occur quickly, which would have a potentially large 
downward  impact on bond (or fixed interest) security prices. The other 
concern is that there could be some sort of contagion effect whereby 
equity market participants would sell down their holdings at the same 
time, amid a flight to overall quality, resulting in a broad equity and bond 
market rout of significant proportions. 

Rather than the above being a prediction of what may play out, what 
we can say is that the risk of such a disaster scenario occurring has 
certainly risen, especially with sharemarket  (particularly in the US) and 
property market valuations becoming stretched.  Certainly as the US 
unwinds its quantitative easing and investors begin to focus on a more 
normal interest rate environment, there is a greater chance that the 
unwinding of these historically low risk premia will cause some ructions 
in bond markets.   

With the prevalence of media these days, speculation about 
hypothetical events is of course rife and a good way to sell content, and 
so it’s also worthy noting that speculating about possible future events 
is not necessarily helpful in deciding the right course of investment 
action! 

The fact that the US is considering lifting rates is actually a good 
thing in many respects, because it shows that the world’s largest 
economy is recovering. Recent data out of the US has been positive, 
with unemployment trending down, housing starts up, and US 
manufacturing benefiting from the lower cost of energy courtesy of 
the US shale/oil gas boom. The US corporate sector is in good shape, 
and can certainly withstand higher interest rates, perhaps the X-factor 
for the States continues to be how the US public deficit can be wound 
back over time. 

For those wanting to take some positive action and to protect against 
more disaster scenarios then there are a number of potential courses of 
action, ranging from:

•	 ensuring	your	portfolio	is	diversified	and	not	focused	on	any	one 
     asset class, sector or stock;

•	 within	equities,	focusing	on	more	defensive	stocks	or	sectors	which 
     may benefit (in relative terms) from a fall in markets. Such sectors 
     might include healthcare or consumer staples; and

•	 increasing	your	cash	levels	by	selling	down	on	a	portion	of	your 
    growth assets or selling out of fixed interest securities or funds with 
    longer durations. 

However, the challenge with such short term adjustments to a portfolio 
is that you then face the decision of when to revert back to your 
previous settings and to what extent. Those with a longer term horizon 
can afford to be patient however, and be less concerned about likely 
short term impact of market instability.  

The more likely environment for global markets is a continuing period of 
uncertainty as the world gradually gets used to higher US interest rates.  
In recent times the VIX, or market volatility index has risen to close to 
its highest level over the last three years, indicative of current market 
nervousness. 

continued on page 15

Source: Bloomberg
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Current market themes - yield compression and the Aussie Dollar

shoulD i Continue to holD BonDs?

The conventional view is that longer dated bonds will underperform 
in this type of rising interest rate environment, however there are a 
number of points that can be made based on historical comparisons.

Global fund manager Dimensional has done some analysis on past 
global periods of increasing short-term US interest rates to show there 
is no guarantee that longer dated maturity bonds do badly relative to 
shorter dated securities in such rising interest rate environments. 

Dimensional has recently extended this analysis to Australia and looked 
at five periods of rising RBA cash rates extending back to 1988, to see 
how longer dated Treasury bonds performed relative to cash rates. In 
three out of the five scenarios, longer term bonds outperformed shorter 
dated bonds, with longer term bonds continuing to provide positive 
returns through each of these periods. This positive performance can 
be explained intuitively by recognising that longer term bond holders, 
whose principal concern is inflation, react positively to Central Banks 
raising rates to ward off the inflation genie. 

The other thing to bear in mind is that each different economy faces its 
own unique set of circumstances, and just because US interest rates 
start to rise, doesn’t automatically mean other countries will follow the 
US in lockstep.  For example, the European Central Bank has recently 
been cutting rates further in the face of ongoing economic weakness 
and the threat of inflation, and is unlikely to suddenly turn around and 
start lifting short term rates. In Australia, with the mining investment 
boom slowing, the RBA has kept its cash rate on hold at 2.5%pa since 
August last year, and the most likely scenario is a prolonged period of 
lower rates. 

Trying to forecast interest rate movements is therefore fraught with 
danger. If you look at Japan, benchmark lending rates have been at 
or close to zero for 15 years!  Standard & Poors’ regular scorecards 
show most traditional active fixed interest managers fail to outperform 
bond benchmarks over periods of five years or more. So rather than 
abandoning bonds, it is important to recognise that in a diversified 
portfolio, there will always be a diversification benefit in holding bonds, 
given their low level of correlation with Australian and international 
shares.  

Some commentators have talked about a “bubble” in bond prices, 
with the obvious connatation that a bubble will burst at some stage. 
Indeed some in the US have actually been calling for deliberate rate 
hikes to burst or shrink the bubble.  Rather than being seen as a bubble 
however, it is also quite rational that the environment of low rates has 
naturally led to higher asset prices (given that the financial value of an 
asset is the present value of its discounted expected cashflows).     
   

the AustrAliAn DollAr

The other current broad market theme is the level and trend of the 
Australian dollar, and how this will impact the wider economy and 
Australian shares in particular. If US interest rates do start to rise over 

the short to medium term, then this is likely to put downward pressure 
on the Australian dollar, as the spread between US and Australian 
interest rates falls, seeing global investors shift their funds out of 
Australian dollars and back into the world’s reserve currency. 

The macroeconomic impact of a falling dollar is largely positive for 
Australia and Australian investors, as follows:

•	 The	higher	dollar	means	manufacturers	can	export	at	lower	prices 
     and more easily compete with importers; 

•	 Any	offshore	earnings	generated	by	Australian	companies	are 
     repatriated at a better conversion rate, boosting overall earnings in 
     Australian dollar terms; and

•	 The	only	negative	is	that	imports	of	foreign	goods	become	more 
     expensive, feeding into potentially higher inflation levels. 

With the Aussie dollar currently below 90c, one commentator sees 
further falls to 82c by the end of next year, and perhaps to 80c by 
the end of 2016.  This would certainly help the Australian economy in 
its adjustment away from the mining led investment boom, to a more 
broadly based Eastern seaboard led recovery. 

Stocks that may benefit relative to the wider market’s performance, if 
the Aussie dollar continues to consolidate below 90c, include those that 
have a significant component of offshore earnings, such as :  

•	 Amcor	[AMC]	

•	 Macquarie	Group	[MQG]

•	 CSL	Limited	[CSL]	

•	 Computershare	[CPU]

•	 Brambles	[BXB]

•	 Resmed	Inc	[RMD]

 
in suMMArY

With the US market reaching five year highs and global bond yields 
at all time lows, there is no doubt that risks are heightened in global 
financial markets, with the chance of a sharp spike in interest rates 
overshadowing market participants and leading to a rise in volatility. 
There is no guarantee however that there will be a severe disruption 
to global finanical markets in the short term – it is also quite possible 
that bond yields and broader yield spreads will remain low for an 
extended period.  For example, if the ECB commences its own program 
of quantitative easing, or if the pace of US interest rate increases is 
quite slow, then a more orderly environment of rising interest rates 
may result, helping to restrain market volatility and the risk of a market 
correction.

Stuart Graham, Private Client Adviser, Shadforth Financial Group.

continued from page 14
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Listed credit - has the shine on bank hybrids worn off? by Roger Wilson

Sharemarket

The low interest rate environment in play over the past few years has 
seen investors swarm to the listed high yield sector and in particular 
Bank Hybrids to improve the income return in their portfolio. Up until 
more recently the plethora of new Bank Hybrid listings coming onto 
the market have been received well. 

However, the recent CBA Perls VII Tier 1 security (CBAPD) which 
listed on 2 October 2014 closed its first day trading at $97.10, a 
discount of $2.90 to the issue price and reflecting a margin of 3.5% 
compared to the issue margin of 2.80%. At the time of writing the 
security was still trading at $97 and most of the new Bank Hybrid 
issues in 2014 are now trading below their issue prices.  
 
whAt hAs turneD sentiMent AgAinst BAnk 
hYBriDs?

There has been considerable press recently focussing on Bank 
Hybrids; specifically their suitability, risks and price movements. 
On 18 September 2014, Standard & Poor’s Rating Services (S&P) 
announced a revision to its criteria for assessing the ratings of bank’s 
hybrid capital instruments and have downgraded hybrid capital 
instruments issued post 1 January 2013 from BBB to BBB-. In 
addition, ASIC has been at pains to point out to investors that (bank) 
hybrids are complex, and come with inherent risks due to their blend 
of debt and equity.

Further, the UK has now placed a ban on the sale of Bank 
Hybrids (Capital Notes) to retail investors. In doing so the 
regulator noted the need to protect retail investors from being lured 
towards such higher risk instruments in the chase higher yield 
and income. Whilst there is always a risk that investments may be 
promoted inappropriately, it’s important to also recognise there are 
distinct differences between the risk profile of banks in Australia and 
the UK. CBA for example has a Tier 1 capital ratio of around 9.3% 
under APRA rules. Under harmonised global measures, i.e. the same 
basis upon which UK banks are assessed, this ratio is over 12%. 

It is the “potential for capital losses” brought about by a capital trigger 
event and the non-viability conditions built into the more recent bank 
hybrids, as required by APRA and the Basel III rules, that has brought 
into question whether investors are being appropriately rewarded for 
these risks.  
 
so Do BAnk hYBriDs hAve A plACe As pArt oF the 
FixeD interest AlloCAtion in A portFolio?

It is worth putting some of the above into context by assessing 
the characteristics and fundamentals of hybrid securities. When 
considering any fixed interest investment, whether that be bonds or 
listed securities, the two key questions from investors should be;

1. Will my income continue to be paid 
2. Will I get my capital returned 
 
Are the DistriButions At risk?

On the first question, a concern often raised regarding hybrid 
distributions is that they are discretionary and non-cumulative. 
Whilst this is so, there exists in most of these instruments a dividend 

stopper feature which should give holders confidence that they will 
receive their distributions as expected. If, for example, CBA does not 
pay a distribution under the CBAPD terms then it is not able to pay 
ordinary share dividends or other capital in the ensuing period. In 
the Australian context of expected dividend returns the risk of any 
of the big four not paying a dividend is unlikely. Even in the midst of 
the 1991 recession Westpac continued to pay a dividend, albeit at 
significantly reduced levels. 

In terms of not being cumulative, there is a cost to having the legal 
certainty of guaranteed income. If you want a debt instrument that 
has cumulative coupons, then CBA senior debt, for example, is 
currently trading at circa 0.50% over the swap rate, CBA’s most 
recent hybrid Capital Note (CBAPD) was set at 2.80% over the swap 
rate and currently trading at 3.32%; that’s a big difference in a low 
interest rate environment. 
 
is the CApitAl At risk?

It is true that the capital trigger and non-viability conditions contained 
in the Bank Hybrids listed since 1 January 2013 do expose investors 
to potential capital losses. Technically a trigger event and conversion 
into ordinary equity would occur should the issuing bank’s tier 1 
capital position falls to 5.125%. However, potential losses under such 
events will only be a factor if the issuer cannot raise new capital and 
the issuer’s ordinary share price has fallen by more than 80% from 
the time the securities were issued. It is only below this level that in 
the event of conversion, holders would receive less than $101 worth 
of shares as the maximum conversion feature comes into play. At any 
point above this level, investors will receive $101 of shares for each 
Note exchanged.

To put this in perspective, for a loss on conversion into CBA shares to 
occur (in the event of a trigger event under the CBA Perls VII hybrid 
Notes) the CBA share price would need to fall 80% to $15.24. In the 
midst of the GFC CBA shares fell 60% to $24.07. Also importantly, 
it’s more than likely banks would look to raise equity long before they 
reach the 5.125% trigger level as they aim to protect the 8% APRA 
minimum requirement.

One final point on capital risk. Government bonds themselves, 
whilst government guaranteed, are fixed rate investments and 
therefore expose investors to losses resulting from interest rate rises, 
particularly when coming off the low interest rate cycle we have been 
in for the past couple of years. Listed hybrid securities are floating 
rate instruments and therefore not as exposed to the same risks as 
rates rise.

So on par, like all investments, investors need to understand the 
risks. The market generally efficiently prices such risks, as with the 
recent pull back in hybrid prices now providing increased yields and 
spreads. 
 
For many investors looking to improve the overall income 
performance of their fixed interest allocation, including a well 
diversified portfolio of listed credit securities, as part of a broader 
diversified portfolio of government and corporate bonds and term 
deposits will continue to be an appropriate strategy.

Roger Wilson, Principal & Advice Leader, Shadforth Financial Group.
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Income protection in Superannuation

For many clients it can appear to be attractive to have their 
superannuation fund pay their Income Protection insurance premiums. 
In some cases this may be true but consideration also needs to be 
given to accessibility and taxation of a benefit payment. 

In this issue of The Investing Times, I will discuss the consequences of 
owning an Income Protection policy within a superannuation fund.

stronger superAnnuAtion legislAtion

From 1 July 2014, a superannuation Trustee may only provide 
members with insurance benefits if the insured event (that triggers a 
payment from the insurance policy) is consistent with the conditions 
of release for death, terminal medical condition, permanent incapacity 
or temporary incapacity. In other words, a superannuation fund 
must always be able to release an insurance benefit it receives to its 
members. 

Grandfathering provisions are available that allow a superannuation fund 
to retain an Income Protection policy implemented before 1 July 2014.

Many Income Protection policies currently owned by superannuation 
funds may not satisfy the requirements of the Stronger Superannuation 
legislation as they will have lump sum “optional cover options”. 
Accordingly, considerable care will be required if a superannuation fund 
member wants to replace an Income Protection policy implemented 
before the 1 July 2014 as the new policy will need to satisfy the more 
restrictive Stronger Superannuation requirements.

preMiuM pAYMent AnD tAxAtion

Premiums on Income Protection policies that are personally owned are 
usually fully tax deductible as the premium cost is considered to be a 
cost of deriving assessable income.

In September 2011 the ATO said in its Super Technical Minutes that 
“the tax deductibility of Income Protection premiums in superannuation 
is dependent on the alignment of the insurance policy terms with a 
superannuation condition of release”. While “plain vanilla” Income 
Protection policies are unlikely to affected, premiums for policies with 
Income Protection benefit payments that cannot be fully released (e.g. 
lump sum benefits attached to the policy) by a superannuation fund 
may not receive a full tax deduction.

BeneFit pAYMent AnD tAxAtion

When an Income Protection policy is successfully clamed upon, the 
insurance benefit is paid to the Trustee of the superannuation fund and 
the fund does not derive any taxation benefit for receiving or releasing 
the Income Protection benefit payment to a fund member.

Once the Income Protection benefit payment is in the hands of the 
recipient it is taxed as if it were employment income irrespective of 
personal or superannuation fund ownership.

ACCessing An inCoMe proteCtion BeneFit 
pAYMent

temporary incapacity Condition of release

Before a superannuation fund can release an Income Protection benefit 
payment the insured person must be able to satisfy a temporary 
incapacity condition of release and the SIS Act (that regulates 

superannuation funds) requires that:

•	 The Income Protection benefit payment is paid as an income 
     stream that cannot be converted to a lump sum AND 
•	 The	Income	Protection	benefit	payment	is	to	replace	partially	or	fully 
     the employment income that the insured person was earning before 
     they became temporarily incapacitated AND 
•	 The	combined	income	received	from	any	ongoing	employment,	sick 
     leave, and any insurance benefits released from superannuation 
     cannot exceed the insured person’s remuneration at the time they 
     became temporarily incapacitated AND 
•	 The	Income	Protection	benefit	payment	period	must	not	exceed	the 
     insured person’s period of incapacity from employment immediately 
     before the temporary incapacity.

It is important to note that:

•	 A superannuation fund cannot release an Income Protection benefit 
     payment if the insured person was not working at the time they 
     became temporarily incapacitated.  
•	 Where	an	Income	Protection	benefit	payment	is	greater	in	value	than 
     the insured person’s employment income at time of claim (e.g. their 
     income has declined and they have an agreed value policy), the 
     excess Income Protection benefit payment is trapped in the fund.

Furthermore, it will be difficult to access an Income Protection benefit 
payment where the insurer has paid a lump sum rather than regular 
monthly benefit payments unless another condition of release can be 
satisfied.

other Conditions of release 
 
If a temporary incapacity condition of release cannot be met the 
insurance benefit must be retained in the superannuation fund until 
a temporary incapacity condition of release can be met or one of the 
following conditions of release are satisfied: 

•	 Preservation age condition of release – a fund member is at least 
     age 65 or is aged between 55 and 64 and can satisfy the fund 
     Trustee of their retirement intentions.  
•	 Terminal	medical	condition	of	release	–	a	fund	member	is	suffering 
     from an illness or an injury that is likely to result in their death within 
     12 months. 
•	 	Permanent	incapacity	condition	of	release	–	a	fund	member	is 
     determined to be unlikely to ever engage in gainful (receives a 
     reward) employment for which they are reasonably qualified by 
     education, training or experience. 

FinAl thoughts

Ownership of an Income Protection policy through a superannuation 
fund can provide cash flow benefits with little, if any, tax benefit and 
can result in difficulties in accessing the full Income Protection benefit 
payment. 

We hope that this and the previous two editions of The Investing Times 
with articles regarding insurance within superannuation demonstrates 
that the implementation of insurance policies without appropriate 
superannuation, taxation, and estate planning advice can lead to 
significant, unnecessary, and unplanned consequences.

Mark Bennetts, Private Client Adviser, Shadforth Financial Group.

Superannuation

by Mark Bennetts
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Estate Planning

Changes to Victorian Estate Planning laws                                                                         by Michael Burton

As Mark Bennetts noted in the June Edition of The Investing Times, 
“where there is a Will there is a greedy relative”. So how has the 
Victorian government addressed the issue of Will challenges?

On 19 August 2014, a Bill was introduced into Victorian Parliament 
which proposes to radically change the laws relating to the challenge of 
an estate in Victoria.

The Justice Legislation Amendment (Succession and Surrogacy) 
Bill 2014, was prepared in response to the Victorian Law Reform 
Commission’s review into Victoria’s succession laws, and is stated 
to implement a number of the recommendations made by the 
Commission. 

Of key significance are the following proposed changes to legislation:

1. limited class of people who can challenge an estate

Currently, Victorian legislation provides that any person who believes 
that a deceased person owed a responsibility to make provisions for 
them in their will can challenge the will on the basis that it does not 
adequately provide for them.

It adopts a “criteria-based” test as opposed to other Australian states 
and territories where a list of eligible persons who can make a claim is 
provided in legislation.

In response to concerns that such an open-ended test invites 
opportunistic and non-genuine claims, the Victorian Law Reform 
Commission recommended that Victoria adopt a list-based approach 
similar to other states and territories.

In adopting the recommendation, the Bill defines who is an “eligible 
person” and has the ability to challenge a deceased person’s estate. 
The list of eligible people includes:

•	 a	spouse	or	domestic	partner	(current	or	former	if	no	property 
    settlement reached); 
•		a	disabled	child	of	any	age	(see	new	definition	of	disability	at	item	2 
    below); 
•	 a	non-disabled	child	of	the	deceased	who	was	under	18	or	under 
    25 and studying full-time at the time of the deceased’s death; and 
•	 a	non-disabled	child	of	the	deceased	who	is	over	25,	or	over	18 
    and not studying full-time, and who was wholly or partly dependant 
    on the deceased for their maintenance and support at the time of the 
    deceased’s death.

Most importantly, an adult child who is not disabled and was not 
dependant on the deceased at the time of their death is not an “eligible 
person” and therefore cannot seek to challenge their parent’s estate.

This change will be a huge relief to Willmakers who have an adult child 
that they do not wish to make provision for. If this Bill is passed, there 
will be no ongoing concern about the risks of not making provision for 
an adult child, unless the child was dependant on the deceased or is 
disabled.

2. new definition of disability 

The definition of disability in the Bill is broad, and has been adopted 
from the National Disability Insurance Scheme Act 2013, and includes:

•	 an	intellectual,	physical	or	psychiatric	impairment,	which	is	likely	to 
     be permanent; and 
•	 the	impairment	results	in	substantially	reduced	capacity	to 
     communicate, socially interact, learn, move around or provide self- 
     care or self-management.

So in the above example of an adult child, that child could seek to make 
a claim on their deceased parent’s estate if they can prove they have a 
disability that fits within this broad definition.

3. Ability to contract out of an estate challenge

The Bill also contemplates that a Willmaker may enter into an 
agreement with an eligible person to release their estate from any 
future claim that eligible person may have to challenge their estate.
Under the current law, such an agreement can theoretically be entered 
into between a Willmaker and a potential claimant however the validity 
of the agreement in successfully preventing the anticipated claim is 
questioned. In some instances, these agreements have been effectively 
ignored when, for example, the claimant finds themselves in vastly 
different circumstances at the Willmaker’s death.

For the agreement envisaged by the Bill to be effective it must be in 
writing and the party releasing the estate from any future claim must 
have received independent legal advice on the effects of the release.

It’s hard to imagine an adult child agreeing to contract out of 
challenging their parent’s estate, however, it is likely to be of real value 
in the context of domestic relationships.

If a Willmaker is seeking to ensure that his or her estate will be 
preserved for children from a previous relationship, an agreement could 
be entered into between the Willmaker and their partner to agree that 
the partner will not seek to challenge the estate. We envisage that 
this could be undertaken as part of a Binding Financial Agreement, 
so that the parties to the relationship agree to the division of assets if 
the relationship ends and not to challenge one another’s estates upon 
death.

The Bill is proposed to become law on 1 July 2015, unless proclaimed 
earlier.  If passed, it will create a lot more certainty for Willmakers and 
will allow them to manage the risk of challenge to their estate. 

If you are concerned that your Will may be challenged or that your 
Estate Plan is not ideally structured to protect your beneficiaries 
against family breakdown, bankruptcy or to minimize taxation liability 
on the passing of your assets, please contact your adviser for further 
assistance. 

Michael Burton, Principal - Private Client Adviser, Shadforth Financial Group.
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Direct fixed interest rates as at 10 November 2014

Interest Rates

Amounts from $25,000 to $100,000+

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

AMP Bank Limited (min $25k) 3.45  3.25 3.40 3.50

ANZ Term Deposit 2.75 3.25 3.30 3.30

CBA Term Deposit 2.75 2.80 2.90 2.90

NAB Term Deposit (min $25k) 2.65 3.15 3.25 3.25

St George Bank (min $20K) 2.80 3.05 3.05 3.20

Rabo Direct 3.20 2.95 3.15 3.35 3.35

Rural Bank Limited 2.50 2.78 2.86  

Amounts from $25,000 to $100,000+

Medium term Fixed investments 1yr 2 yrs 3 yrs 4 yrs 5 yrs

AMP Bank Limited (min $25k) 3.40 3.10 3.20 3.20 3.20

ANZ Term Deposit 3.35 3.45 3.55 3.75 3.90

CBA Term Deposit 3.10 3.10 3.60 3.50 4.00

NAB Term Deposit (min $25k) 3.30 3.35 3.40 3.60 3.80

St George Bank (min $20K) 3.20 3.40 3.55 3.90

Rabo Direct 3.40 3.65 3.70 3.90 4.05

Rural Bank Limited 2.93 3.11 3.25 3.50 3.64

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 3.45  3.25 3.40 3.50

ANZ Term Deposit 2.75 3.25 3.30 3.30

Bank of Queensland T/D (min $500k)  2.65 3.15 3.30 3.30

CBA Term Deposit 2.75 2.80 2.90 2.90

Members equity Bank (min $500k) 2.75 3.20 3.40 3.40

NAB Term Deposit 2.65 3.15 3.25 3.25

St George Bank 2.80 3.05 3.05 3.20

Rabo Direct 3.20 2.95 3.15 3.35 3.35

Rural Bank Limited 2.50 2.78 2.86  

Suncorp Metway Limited (min $500k) 2.50 3.29 3.29 3.51

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 3.40 3.10 3.20 3.20 3.20

ANZ Term Deposit 3.35 3.45 3.55 3.75 3.90

Bank of Queensland T/D (min $500k) 3.35 3.50 3.50 3.70 3.85

CBA Term Deposit 3.10 3.10 3.60 3.50 4.00

Members equity Bank (min $500k) 3.45   

NAB Term Deposit 3.30 3.35 3.40 3.60 3.80

St George Bank 3.20 3.40 3.55 3.90

Rabo Direct 3.40 3.65 3.70 3.90 4.05

Rural Bank Limited 2.93 3.11 3.25 3.50 3.64

Suncorp Metway Limited (min $500k) 3.54 3.56 3.74

Fiig securities ltd sources term deposit and at-call rates daily from more than 60 Authorised 
Deposit-taking Institutions (ADIs).
Adviser clients can access individual rates or register for  FIIG’s Rolling Term Deposit Service.
The Rolling Term Deposit service minimises administration, making transacting multiple term 
deposits quick and seamless. The service provides a number of features and benefits to help you 
manage your deposit investments, including: 
•Convenient	online	access	to	your	term	deposit	portfolio	
•Simple,	online	comparison	of	rates	from	a	range	of	major	banks,	regional	banks	and	other	ADIs
•Ability	to	provide	your	transaction	instructions	online	
•Automatic	lodgement	of	ADI	applications	through	a	Deposit	Service	Authority	
•Receive	expert	support	from	FIIG’s	specialist	Deposits	Team.	
*Rates are subject to change at the discretion of the ADI* 

to learn more please call 1800 01 01 81

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

SPECULATION MOUNTING AROUND US RATES

As previously flagged, the US Federal Reserve has continued 
to taper its quantitative easing (QE) program by US$10bn per 
month, with the stimulus concluding at the end of last month. 
With QE having come to an end, markets are now focusing 
on the timing of an interest rate hike in the US, with markets 
currently pricing in a rate hike for July 2015. However, given the 
strengthening growth in the US which is expected to continue, 
a hike could come in the second quarter rather than the current 
market forecast for the third.   

Once again from a local perspective, not that much has 
changed in the outlook for interest rates with the Reserve Bank 
of Australia (RBA) electing to keep interest rates on hold at 
2.50% yet again – and the “period of stability in interest rates” 
has continued. At its November meeting, the board lowered 
its concerns surrounding the level of inflation and the overall 
direction of global economic growth. The board expects the 
current policy settings in place will be ample enough to sustain 
demand and economic growth into the New Year.

In an interesting move, the RBA posed the idea that financial 
markets may be asleep as investors seem to be pricing 
markets as ‘riskless’, according to the RBA. The bank noted 
that volatility has picked up, and that now is the time to be alert 
as speculation surrounding a US interest rate rise is likely to 
continue and heighten volatility.

The Australian dollar has come off against the USD, which is 
more due to the fact that the USD has been strengthening on 
the back of QE winding up and an eventual rate hike in the 
US. At the time of writing, the AUDUSD was down to 0.97, 
and approaching ‘more normal’ levels as far as the RBA is 
concerned. 

Slower signs of growth are emerging in China and the property 
downturn is a concern which will require careful management. 
Chinese growth although lower, is still expected to remain 
robust and at or near enough to the official target of 7.5% as 
set by Chinese authorities. The important thing for investors to 
remember is that although Chinese growth has softened, it is 
still considerably higher than the US, Europe and Australia.   
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Michael Burton, Principal - Private Client Adviser, Shadforth Financial Group.

Question from subscriber:

Thank you for your recent articles on Family Business which have 
been very helpful as my family business is facing evolution hurdles. Is 
there one key area that I need to consider when planning for the future 
generations?  
 
Answer:

I am truly astounded how many businesses survive on the “seat of their 
pants” approach to business management. But sooner or later this 
approach will falter and the “cash is king” theory falls in a hole as you 
scramble to survive. 

In order for a family business to survive beyond the current generation 
in today’s fast churning economy, a well-developed strategic plan would 
be greatly beneficial. Conceptually, a strategic plan is relatively long 
range, from three to five years on average.

The term Strategic Planning typically refers to the process of developing 
business goals and provides a detailed road map of how to achieve 
those goals. It facilitates communication among family owners, Board 
of Directors, management and employees. This Strategic plan may 
closely tie in with a Family Constitution, Shareholders Agreement and 
Company Policies.

Perhaps most importantly, strategic planning provides a framework 
to help guide decision making and make the business profitable and 
sustainable. It also challenges past business practices and opens the 
way for choosing new alternatives.

The result should be a well thought out written document that includes 
a business Vision and Mission Statement. It needs to include a time 
frame in which goals hope to be accomplished and designated 
individuals who will be responsible for meeting those goals. It also 
needs to be measurable. if you can’t measure, you can’t manage!

A parallel process is important - there should be a strategic plan for not 
only the business itself, but for the family members as well. This parallel 
planning will help unify the business and the family.

A strategic plan is not set in stone and should be revisited annually and 
revised according to current circumstances.

Strategic planning can be the key to unlocking the door to making a 
family business successful. Research has shown it to be one of the 
three most important factors of family business sustainability. The other 
two factors are holding regular family meetings and having a Board of 
Directors.

Q&A by Michael Burton

interstAte visits For 2014

Advisers will be meeting with 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: contactus@sfg.com.au 

 
Disclaimer: The advice provided in this newsletter is general advice only and therefore your particular objectives, needs and financial position have 
not been considered. Before making a decision on the basis of the advice, you need to consider, with or without the assistance of a financial advisor, 
whether the advice is appropriate in light of your particular needs, objectives and financial circumstances, and when applicable obtain a relevant  
Product Disclosure Statement and read it. Lachlan, its employees and/or associates may hold interests in companies referred to in this publication. 
“The Investing Times” – Providing financial and investment wealth creation strategies since 1971. 
© 2014 Lachlan Wealth Management Limited.  

the investing tiMes weBsite AnD portAl to Be reMoveD

On the 28th November 2014 The Investing Times website www.investingtimes.com.au and portal http://portal.investingtimes.com.au will 
no longer be available. This will not impact your subscription to The Investing Times which you will continue to receive every six weeks. The 
decision to remove the website and portal (which archives past editions of newsletter) was not taken lightly. A recent random client survey 
of our readers reported that whilst The Investing Times newsletter is widely read and seen of value, The Investing Times website and portal 
were being under utilised.

For those subscribers who currently access the portal for previous editions of The Investing Times, from 28th November please contact  
Candice Wilson directly to request a copy via email candice.wilson@sfg.com.au 


