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NEW FINANCIAL YEAR, SIMILAR RULES, SAME CHALLENGES 

 

Scott Dixon, Managing Editor of the Investing Times 

 

The end of financial year is upon us and many 
people in the financial community will be 
waking up with a sore head. 

The financial year certainly finished with a 
bang, with Greek turmoil and a Chinese 
bubble/bust, where stocks have fallen as 
much as -20% in the past week following a 
60%+ boom only months earlier. 

With these events aside, most investors are 
likely to be pleased with their overall 
investment performance throughout 2014/15. 

PERFORMANCE APPRAISAL 

While the official benchmark results are not 
quite finalised at the time of writing, it is clear 
that investment returns will delight many 
investors with listed property trusts, diversified 
futures and global equities being stand-out 
performers for the financial year. 

The Zone System performance is also not yet 
confirmed, but it is looking very likely that it 
has delivered another year of dependable 
results with a strategically balanced approach 
proving rewarding. 

All of this is despite an economy that is 
battling to move forwards. It has recently been 
reported that one third of Australia is currently 
in recession and this feels like a pretty 
accurate reflection with construction activity 
offsetting the softness in many industries.   

This economic malaise is unlikely to change 
anytime soon, but from a planning perspective 
we need to focus on the controllable and 
come to terms with the 2015/16 playing field.  

In this sense, bonds appear expensive and 
holding cash as ammunition appears 
warranted. Many of the global share-markets 
also appear to have lofty valuations but 
Australia continues to show pockets of value. 

 

Greece continues to be a talking point, which 
should not be a surprise given the lack of 
progress being made in their debt crisis. 
However, as we explain in our economic wrap 
the risk is not of a Greek default itself (their 
economy represents less than 1% of the world) 
but rather the risk of a confidence crisis 
globally.  

WARREN BUFFETT BUYS INTO IAG 

It was interesting to see Warren Buffett take his 
first position in an Australian business, IAG, 
which coincidently has been sitting on our 
tactical list (and is now on our core list). This is 
a fundamentally sound business that has 
suffered from investor sentiment relative to its 
peers. It will be interesting to monitor its 
ongoing operations, especially following the 
Berkshire Hathaway deal. 

IN THIS ISSUE 

Given the timeliness of 30 June, this edition 
has a strong focus on asset allocation and 
portfolio structuring techniques that will 
hopefully hold you in good stead through 
2015/16. We look at various aspects including: 

- The ‘gurus’ current positioning  
- The Future Fund positioning 
- The average SMSF positioning 
- The Zone System 
- The Yield Gap 

We also take a look at the rules and 
regulations for 2015/16, the latest SMSF 
statistics, the danger of buying into short-term 
dips, the underlying nature of listed property 
trusts, and much more.    

As always, we wish for you to achieve positive 
investment outcomes through comprehensive 
research and encourage your feedback on any 
of the topics disclosed. Happy investing. 
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2 MINUTE GLOBAL ECONOMY UPDATE 

 
Isn’t it remarkable that the investing public places so much emphasis on Greece, yet it accounts for 

less than 1% of global output and ranks 48th on the GDP list behind little known economies such as 

Finland, Israel and even Nigeria. Having said this, the world is fixated by the events taking place so 

it is worthwhile understanding what is creating such concerns. 

For those that are unaware, Greece has approximately €317 billion in public debt outstanding with 

a significant portion lent by the IMF, ECB and EU. In its simplest form, these loans have various 

maturity dates that keep getting extended on new terms because the Greek economy is not in a 

position to generate a surplus. The alternative solution being considered is a referendum where 

Greece refuses to accept the new terms, which would result in a likely default and a possible exit 

from the Eurozone (it should be recalled that country defaults are not uncommon, with the 

Argentinian default only a recent memory).  

Regardless of the outcome, it is arguable whether this really matters to the global economy, and we 

would suggest it will have very little impact on Australian corporate profitability, dividend stability or 

the RBA cash rates; therefore having very little impact on your investment selections.  

The other important economic data updates are depicted below: 

 

ASIA 
 China cut interest rates again (4th time 

since November 2014) in an effort to 

stimulate the economy. Official 

benchmark deposit rates are now 2.0%. 

 Chinese GDP expected to be 7.0% this 

year, which would be the slowest rate in 

25 years (down from 7.4% last year). 

 Japanese inflation is running at 0.1%, still 

battling against the risk of deflation. Their 

3.3% unemployment rate is healthy and 

household expenditure rose 4.8% year on 

year (fastest increase since early 2014). 

 

USA 
 Bad weather attributed as a major factor 

to the first quarter revised contraction to 

GDP. GDP fell by -0.2% in the first quarter 

of 2015 (annualised figure). This is 

expected to rebound in Q2 to +1.5%. 

 Corporate profitability also fell -8.8% in Q1, 

although sentiment remained unchanged. 

 Retail sales and employment numbers are 

strengthening once again. 

AUSTRALIA 
 GDP in first quarter of +0.9% 

was above expectations. 

Forecast growth in the second 

quarter is 0.5% but year-on-year 

growth expected to fall to 2.4% 

according to HSBC. 

 Population growth the slowest 

in 8 years. 

 Warren Buffett strikes a $500 

million deal with IAG - the first 

Australian purchase for Buffett. 

EUROPE 
 “Grexit” is the buzzword in 

Europe on the back of IMF debt 

negotiations.  

 Elsewhere, Spain continues to 

see economic improvement 

albeit slowly with 

unemployment still at 23.8%.  

 Germany GDP of +0.3% in first 

quarter was in line with 

expectations and forecast to be 

0.34% for second quarter. Bond 

yields  continue to be negative 

in real terms. 

 

MIDDLE EAST 
 Oil price remains in $55-65 

trading band as it awaits 

the outcome of the Iranian 

nuclear talks.  

 If Iran reaches a deal, it 

could potentially result in 1 

million barrels added to oil 

supply. The reverse could 

also eventuate. 
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1. TIM SAMWAY (of Hyperion Asset Management)   

As the key decision maker at Hyperion Asset Management, Tim 

and his team have established a track-record as Australia’s 

leading small cap specialists. Their record is arguably second to 

none, with year-on-year performance of 17.26% to 31 May 2015 

and their 5 and 10 year track-records now achieving +14.74% 

and +12.00% outperformance against the benchmark 

respectively. A big secret to Tim’s success is their relentless 

focus on earnings growth and pricing power, with the portfolio 

significantly overweight to Consumer Discretionary stocks (52% 

versus benchmark of 24%) and their top 5 holdings REA Group, 

IRESS, Domino’s Pizza Enterprises, BT Investment 

Management and Henderson Group (as at 31/5/15) all meeting 

this criteria. Interestingly, they have achieved these results with 

an average P/E ratio of 25.1x and an average dividend yield of 

3.3% - both contrary to conventional value-based evidence. 

2. HAMISH DOUGLASS (of the Magellan Global Fund)   

Hamish has been known among the inner circles for a long time 

but has really established himself as a household name in 

recent years following exceptional performance at Magellan. 

The 1 year return to 31 May 2015 is 31.96%, which is an 

exceptional result (against the benchmark result of 28.52%) and 

takes their record over 7 years to an average outperformance of 

+7.93%pa. The key to Hamish’s success is attributable to his 

relentless focus on revenues, and it is worth noting that the 

portfolio has recently increased its cash weighting significantly 

in what Hamish calls “the great disagreement”.   

3. KERR NEILSON (of Platinum Asset Management)   

Kerr is Australia’s richest portfolio manager/investor (worth over 

$2 billion according to the BRW Rich List) and this wealth is 

directly attributable to his long-term record running the Platinum 

International Fund. Platinum has continued its stellar 

performance, up +26.7% in the year to 31 May 2015, albeit 

struggling against a benchmark that is heavily biased towards 

the run-up in the US share-market and US Dollar (benchmark 

rose +27.8%). Kerr has a current overweight position to Asian 

stocks and underweight position to USA shares, albeit with the 

majority of the fund hedged in US Dollars.    

 

AUSTRALIA’S TOP 10 INVESTORS – 2015 UPDATE 

 

4. DAVID PARADICE (of Paradice Investment Management)   

David can stand proudly next to the likes of Kerr Neilson as one 

of Australia’s great investors. He also stands on the BRW Rich 

List due to his compelling investment results. David has re-

invented himself in recent years, with a move to the USA to 

establish the “Global Small Mid Cap” fund which has already 

made its mark. The 1 year performance to 31 May was 29.14% 

(roughly in line with benchmark) which stands nicely along with 

his results since inception of 32.24%pa (established Jan 2013). 

David is currently overweight Emerging Markets and the UK, 

whilst underweight Japan, USA and Europe. He is also holding 

9% in cash.  

5. ROGER MONTGOMERY (of the Montgomery Fund)   

Roger has made a name for himself as a highly intelligent 

investor, known mostly for his involvement in the media as a 

market commentator. The Montgomery Fund has delivered 

15.67% to 31 May against a benchmark of 9.93% which is very 

respectable. Roger’s top 10 holdings as at 30 April were 

Challenger, Henderson Group, CSL, SEEK, Westpac, ANZ, 

Ansell, Burson Group, Flexi Group and Ramsay Health Care. It 

is also worth noting that he was holding 27.8% cash at the time 

of reporting which is quite high given the cash rate. 

6. ANTON TAGLIAFERRO (of Investors Mutual Ltd)   

Anton is a true stayer in the investment community due to his 

low risk approach. He has led his team to another very 

respectable year, with a result of 13.52% to 31 May 2015 

against a benchmark of 9.93%. It is noteworthy that the income 

component equated to 7.2% and portfolio beta is 0.73 which 

validates Anton’s focus on yield and risk management. His top 

10 holdings as at 31 May are CBA, Westpac, Telstra, CSL, 

Origin Energy, BHP, NAB, Insurance Australia Group, AGL 

Energy and Sky City. 

 

Australia is blessed with talent when it comes to our investing community. We have a magnitude of highly skilled investors and portfolio 

managers that have managed to consistently outperform the market. While they don’t attract the same attention as the likes of Warren 

Buffett, George Soros or Bruce Berkowitz, they do influence markets and are very worthwhile tracking for investment ideas and trends. 

WHO IS AUSTRALIA’S BEST INVESTOR? 

Finding an objective method for ranking Australia’s best investors is nearly impossible. However, the below list has been compiled using a 

set of criteria that encompasses: a) performance b) expertise c) investment philosophy and d) risk awareness.  

 

Stocks ideas from some of the top 10 investors: 

HGG, REA, WBC, CGF, RHC, CSL, BHP 
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AUSTRALIA’S TOP 10 INVESTORS – 2015 UPDATE 

 9. DAVID NEAL (of the Future Fund)   

David is a feature of this edition of the Investing Times as we put 

the spotlight on the Future Fund. David and his capable team take 

a relatively conservative stance compared to other investors 

mentioned on this list, yet have still managed to deliver a return of 

19.9% in the year to 31 March 2015. The top holdings are difficult 

to obtain, but in July 2014 they did announce BHP Billiton as their 

number one holding at the end of the financial year. 

10. GEOFF WILSON (of Wilson Asset Management)   

Geoff is a respected player in the listed investment space. His 

flagship fund (WAM Capital) has a long record as a stellar portfolio 

and last year’s result was no different. The 1 year return to 31 May 

2015 was 16.5% against benchmark of 10.1% and continues to 

deliver outperformance over extended time periods. His 10 year 

outperformance figure is +6.2% above the All Ords benchmark 

which is very impressive. The top 10 holdings at 31 May 2015 are 

Hunter Hall, Eclipx, Austal, Harvey Norman, Mayne Pharma Group, 

Century Australia Investments, Retail Food Group, IPH, Energy 

Developments and Mantra Group. Most importantly, WAM currently 

holds 42.7% in cash and fixed interest.  

 

7. JOHN SEVIOR (of Airlie Funds Management)   

John has acquired legendary status for his time at Perpetual and 

in more recent times at Airlie Funds Management. He operates 

under a bit of a black box, utilising investment selections from 

the smallest of microcaps through to the blue-chips we see in 

the ASX20, but rarely reports these transactions to the media or 

wider public. The last known update on John’s holdings was as 

at 31/3/15 with the number one holdings at the time being 

Caltex, Flight Centre and Henderson Group. He also holds 

Godfreys and Elanor Investors. 

8. TONY WATERS (of the Ausbil Microcap Fund)  

Tony has been the portfolio manager of the Ausbil Microcap 

Fund since its inception in February 2010, which is now a long 

enough track record to warrant inclusion in this list. He manages 

this fund along with the much respected Chris Prunty and the 

performance has been nothing short of extraordinary, with 

average outperformance since inception equating to +35.27%. 

Tony’s top 5 holdings in the microcap space are Altium, Hansen 

Technologies, Surfstitch, CSG and iSentia Group (as at 

31/5/15). 

 

Do you believe we have missed an exceptional long-term investor? Please let us know by emailing info@investingtimes.com.au 

 

WHY YOU SHOULD AVOID AN UNPROFITABLE BUSINESS 

 There are a number of newly listed companies that are 

gaining the public’s attention with a fascinating story and 

promises of enormous future profits. The link to these stories 

often reverts to the success of the likes of Xero or the 

lacklustre performance of mature floats like Medibank Private.  

At the Investing Times, we have long held the belief that these 

unprofitable “story-tellers” should be ignored and rather focus 

on businesses with a proven track-record of delivering profits 

and stable dividend streams to its share-holders. 

It is therefore a timely reminder as to why we take this stance 

and why you should too. The chart to the right tracks 

Australian stocks over a period of more than 38 years from 

1975 to 2013. As you can see, the performance differential 

between high yielding businesses and non-yielding 

businesses is astounding. 

The key lesson inherent in this chart is that an investor gets 

consistently rewarded by holding profitable dividend paying 

enterprises. The opportunity for large one-off gains may be 

enticing elsewhere, but sticking to a consistently winning 

theme is what will put dinner on the table in the long-term.   

 

 

mailto:info@investingtimes.com.au


 
 

   

Issue 374 – 30
th

 June 2015  5 

 

  

PUTTING THE MICROSCOPE ON INFLATION 

 In the last edition of the Investing Times, we featured analysis on the oil price and an expectation for rising inflation. This received more 

feedback than any other article, and has prompted us to portray why this matters for asset choices and your portfolio. As you will see 

below, we have accessed research on correlations and provide evidence that increasing inflation poses different risks depending on the 

underlying composition to your portfolio.  

THE INFLATIONARY IMPACT ON AUSTRALIAN SHARES 

Correlations are an insightful means of understanding data, and are arguably underutilised in financial circles. The key to this type of 

analysis is the breadth of data, and in the case below we have obtained comprehensive figures from 30 June 2000 to 30 June 2011. In an 

ideal world, we would prefer to see this over a 20+ year period as it would remove one-off event biases, but 11 years is enough to make 

some very insightful observations that will hopefully help you to structure your portfolio. 

USING THE ECONOMY AS YOUR GUIDE 

Many investors will scuff at the 

prospect of using economic 

variables to guide their 

investment decisions, which has 

been led by Warren Buffett and 

his trail of fans. This is very 

understandable given the 

unpredictable nature of many 

economic variables, however 

every now and then something 

obvious appears (such as the 

inflation impact from an oil price 

recovery) which should be 

considered given it has 

historically has a material impact 

on values.   

All of this analysis is based on an assumption that inflation will rise (mean-revert) towards the 2-3% target range of the RBA. This would 

generally be seen as a negative outcome for shareholders – because as inflation rises, stocks tend to fall and vice versa.  However, deeper 

analysis shows that it does open a potential opportunity for sectors that have historically survived in an increasing inflationary environment.  

More specifically it is the defensive and less cyclical sectors such as 

telecommunications, listed property trusts, healthcare and utilities that tend to 

be most immune to inflation adjustments. It is little surprise why this is the 

case, with these sectors typically price makers rather than price takers and 

their non-cyclical nature means they can generally maintain profit margins 

across the cycle. 

SECTOR ROTATION CHARTS 

Undertaking analysis such as the above tends to remind us of sector rotation 
charts often portrayed by the large broker houses. These typically encompass 
something similar to the chart to the right which is often used by investors as 
a guide to which industry/ies should be capable of delivering outperformance. 
However, the current backdrop is problematic as there is no clear indication 
as to where we are in the cycle. For example, is the current economic 
situation a sign of late expansion (and therefore favouring utilities and 
consumer staples) or is it a sign of something worse (and therefore favouring 
healthcare and financials)? 

 

Australian Shares by 

Industry
GDP Inflation Unemployment Interest Rates

Resources 0.18 -0.49 -0.14 -0.10 

Banks -0.01 -0.29 0.04 -0.03 

Retail 0.02 -0.37 0.11 -0.05 

A-Reits 0.13 -0.06 0.05 0.12

Staples -0.01 -0.27 0.14 -0.07 

Energy 0.20 -0.37 -0.16 0.03

Healthcare 0.03 -0.17 0.05 0.12

Industrials 0.14 -0.23 0.05 0.07

Info Tech -0.03 -0.44 0.02 -0.05 

Telecomms 0.22 0.02 0.09 0.05

Utilities 0.09 -0.12 -0.22 0.17

Average 0.09 -0.25 0.00 0.02

Source: RBA, ABS, AFR, Factset 
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TOMORROW’S BENCHMARK – VALIDITY OF SMART BETA INDEXING  

S  

 

Benchmarking is typically a stale concept. For decades, it has been 

a standardised measure of investment success based on market 

capitalisation and broad index returns.  

In reality, everyday investors are not investing to beat an index. For 

some investors, their benchmark is to simply make money, whilst 

others will have a targeted drawdown rate that they want to fund. It 

raises the question as to whether we are benchmarking ourselves 

appropriately, and where the evolution of benchmarking will take us.  

SMART BETA OR SMART INDEXING 

Indexing has many flaws. It has attracted an enormous amount of 

academic literature and the Australian market is subjected to some 

of the biggest indexing flaws due to the high concentration among 

our major indices. 

By way of example, the top 10 holdings in the ASX200 account for 

47.6% of the overall index. Therefore, the bankruptcy of one 

company alone could have a material impact on the overall index 

despite its isolation. Another example is the concentration in the A-

REIT space, where the top 10 holdings make up 92% of the 

benchmark and provide insufficient diversification.  

Therefore, the key challenge is to work out which benchmark can 

avoid these concentration risks, and the answer probably lies within 

smart beta strategies. 

Smart beta benchmarking sounds more impressive than it actually 

is. In reality, smart beta takes what we know about financial markets 

(refer below) and then uses a formula to work out what percentage 

should be held in each investment option beyond “how big they are” 

(i.e. market capitalisation).  

WHAT WE KNOW ABOUT FINANCIAL MARKETS 

- Cheap companies outperform expensive companies on 

average i.e. low P/BV beats high P/BV (French & Fama, 

1992) 

- Small companies beat large companies on average 

(Banz, 1981) 

- Low volatility companies beat high volatility companies 

(Haugen & Heins, 1972) 

- Positive price momentum beats negative price momentum 

(Carhart, 1997) 

- Cheap high quality businesses (profitable with reasonable 

debt) beat cheap low quality businesses (Piotroski, 2002)  

These facts are public knowledge, and while they don’t work every 

year, they have each been scrutinised by the smartest minds in the 

field and have been validated time and time again.  

Therefore, wouldn’t it make sense to adapt our benchmarks so that 

they encompass this knowledge?   

 

THE BENCHMARK CONUNDRUM 

A major problem with enhancing benchmarks is that the funds 

management industry will do anything they can to avoid it. The 

reason they will be reluctant to adopt a more comprehensive 

benchmarking method is that their jobs rely on their ability to 

outperform and this would potentially be at jeopardy.  

The S&P annual scorecard reports show that the vast majority 

of active fund managers (except small company funds) struggle 

to outperform the benchmark, with the 5 year track-record 

showing that more than half the professionally managed funds 

fail to beat the standard index. 

If we raise the bar and adopt smart beta benchmarking, it goes 

without saying that the percentage of participants that 

outperform will likely fall even further.  

The other obvious problem would be gaining mutual agreement 

on what method is best. At the current time, most Australian-

based funds accept that the ASX200 is their benchmark and 

they deal with it. If we were to open a forum to discuss a more 

comprehensive method, how do we rank the importance of 

each factor outlined above and further agree on the best 

application of these formulas. 

THE FUTURE OF BENCHMARKING 

Thankfully, the universe of “smart beta passive investing” 

continues to grow. Australia remains relatively slow to adapt 

compared to our global peers but the list below is beginning to 

resemble something comprehensive (it is little surprise that 

most of the providers listed are owned offshore). 

 
Providers of Smart Beta Funds:

Real Index (Research Affiliates)

Dimensional Fund Advisors

Providers of Smart Beta ETF's:

QOZ Betashares FTSE RAFI Australia 200

IHD iShares S&P/ASX Dividend Opportunities Fund

MVW Market Vectors Australian Equal Weight

RDV Russell High Dividend Australian Shares

WDIV SPDR S&P Global Dividend Fund

SYI SPDR MSCI Australian Select High Dividend Yield

VHY Vanguard Australian Shares High Yield

ETF UBS IQ Research Preferred Australian Share

DIV UBS IQ Research Preferred Australian Dividend
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THE GROWTH OF LISTED PROPERTY TRUSTS  

 
The listed property trust or “A-REIT” (Australian Real Estate 

Investment Trust) sector has undertaken major change in the past 5-

10 years. What went from the heroic sector in the years prior to the 

GFC turned into a dreaded sector swimming in debt – however 8 

years on and the sector has returned to its 20%+ glory days. 

It only takes a look across the top 10 holding list below to realise the 

structural change that has taken place. However, it is not yet clear 

whether this encompasses real change or just a badging effect in an 

effort for investors to regain their trust in the sector.  

Regardless, the A-REIT sector has returned a median performance of 

approximately 21.0% year-on-year and as high as 29.7% based on 

market capitalisation to 31/5/2015. The key question is whether this 

revival is warranted or whether investor’s are running head first into 

another train wreck? 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

THE FUNDAMENTALS 

A broad look across the fundamental data appears to 

demonstrate stability on face value (refer below), with a double-

digit ROE and reasonable price metrics.  

 

 

 

 

 

 

 

 

However, a major problem when assessing A-REIT’s is that the 

traditional metrics such as P/E ratios and ROE calculations are 

less relevant because depreciation is such a large expense 

item in many of the underlying securities. Ideally, an analyst will 

want to make a manual adjustment to earnings in an effort to 

factor in the effect of depreciation as well as development 

factors and cap ex. However, even this might prove unfruitful if 

you fail to understand and assess debt. 

 
ASX Code Name

% of 

Index

Price 

21/06/2015

Dividend 

Yield %

Dividend 

Yield (incl 

Franking)

Dividend 

Growth 

Rate %

P/E Ratio

Earnings 

Growth 

Rate%

P/BV
$1,000 for 

1 Year

$1,000 for 

3 Years

TOP 10 LISTED PROPERTY TRUST LIST

SCG Scentre Grp 20.12% 3.89$       N/A N/A N/A N/A -68.1 1.24 1,232$     1,758$       

WFD Westfield Corp 17.36% 9.10$       1.74 1.74 32.5 N/A -40.6 2.04 1,313$     1,807$       

FDC Federation Cntres 9.92% 2.95$       5.73 5.73 8.5 9.6 7.6 3.34 1,254$     1,780$       

SGP Stockland 9.81% 4.28$       5.61 5.61 N/A 14.4 6.9 1.20 1,119$     1,606$       

APA APA Grp 9.73% 8.79$       4.12 4.12 2.1 10.7 3.2 3.88 1,349$     2,092$       

GPT GPT Grp 7.63% 4.40$       4.82 4.82 3.9 11.5 -22 1.11 1,158$     1,529$       

DXS DEXUS Prop Grp 7.11% 7.53$       5.16 5.16 4.3 17.8 -26.7 1.19 1,157$     1,549$       

MGR Mirvac Grp 6.90% 1.90$       4.96 4.96 3.5 14.5 7.3 1.14 1,097$     1,711$       

IOF Investa Office Fd 2.40% 3.90$       4.82 4.82 4.2 10.5 49.1 1.14 1,150$     N/A

SCP SCA Property Grp 1.57% 2.15$       5.3 5.3 96.4 8.4 236.9 1.36 1,270$     N/A

AVERAGE POSITIONING 4.96 4.96 4.25 11.10 5.05 1.22 1,210$     1,729$       

Most investors would agree that high debt levels increase the risk 

profile of the investment, and while record low interest rates will 

help the sector to increase earnings in the short-term, it begs the 

question whether risk is being forgotten by the investing public.  

Overall, it is hard to argue that the listed property trust sector has 

made good progress in recent years. On this basis alone, the 

sector appears well placed to continue producing returns - but 

always remember the relationship between risk and return.  

 

 

DEBT IS THE DANGER 

Despite the washout from the GFC, the LPT sector continues to 

carry high levels of debt, with the latest data reporting a median 

debt to equity ratio as at 30/4/2015 equal to 52.9% for the broad 

sector universe.  

Focusing on the top end, the debt levels are also high. Scentre 

Group has a debt to equity ratio of 81.3%, Westfield Corp with 

70.2%, Federation Centres with 38.4% and Stockland with 37.8%. 

 

Fundamental Criteria As of 25/06/2015

Listed Property Trust Index Characteristics

8.93%

4.25%

10.26x

17.12x

13.95%

14.21x

1 Year Forward Price/Earnings

Price/Cash Flow

Return on Equity

Est. 3-5 Year EPS Growth

Dividend Yield

Current Price/Earnings

Source: AFR Share Tables 
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CURRENT POSITION AND MARKET MOOD 

The normal trading range for the All Ords now resides between 4,655 and 6,699 points (between Zones 2-4) according to the Zone System. 

With the All Ords positioned at approximately 5,620 at the time of writing, it remains fairly valued in the long-term. Specifically, the market is 

sitting in Zone 3 but with marginally negative momentum.  

There are a number of factors underlying current valuations, with some of the most important factors summarised as follows: 

1. Low cash rates are forcing a reduction in the return expectations of defensive assets. This is tempting many conservative investors 

(particularly retirees depending on income) into assets with higher growth prospects. This continues to be evident via Price/Earnings 

ratio expansion.  

2. Uninspiring earnings growth outlook among many companies makes P/E ratios appear stretched in some sectors. 

3. Industry segmentation is a driving force behind returns.  

According to the Zone System, it would be prudent to remain vigilant with a balanced and guarded view appearing sensible. 

.   

AUSTRALIAN SHARES – ZONE SYSTEM RANKING  

 

Austin Donnelly’s Recommended System The 5 Year View 

The 30 Year View (1985 – 2015) 
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GLOBAL ZONE SYSTEM ANALYSIS 

 

DEVELOPED WORLD EX USA – Moderately Overvalued 

USA - Overvalued 

EMERGING MARKETS – Fairly Valued 

The global analysis of the Zone System is 

intended to provide readers with a unique 

view of the relative valuations on offer 

across a number of key markets globally. 

The USA, which represents approximately 

half of the global share-market by market 

capitalisation, remains in vulnerable territory. 

The Zone System appraises that the 

S&P500 remains well above normal trading 

range which increases the risk of a downturn 

and reduces the likely expectation for future 

returns. 

The normal trading range for the S&P500 

(according to the Zone System) is 1,317 to 

1,895 and given the current index value is 

2,102, there is a validated reason to remain 

underweight US equities. 

Emerging markets has been the stand-out 

performer in 2015, but has consolidated 

following a big shift from Zone 4 into Zone 2. 

The past month has endured significant 

volatility in China and the Hang Seng now 

sits on the higher end of Zone 3. 

It is worth noting that the sector does remain 

segmented, and the potential 

inclusion/exclusion of China A-shares into 

the MSCI world index is creating an artificial 

headwind as index managers sit on their 

hands. Emerging markets still remain one of 

the more attractive asset choices according 

to the Zone System, despite the volatility in 

China. 

The remainder of the developed world 

continues to be moderately overvalued in 

aggregate, albeit improving fundamentally.  

The Greek volatility continues to weigh on 

the Eurozone generally and the FTSE100 

(chart to the right) continues to trade in a 

temporary baseline between 6,500 and 

7,000 points and in Zone 2. 

Given the economic uncertainty and pressed 

valuations across most of the developed 

world, it seems hard to justify an exposure to 

the developed world ex-USA.  

In summary, global markets remain generally 

on the higher side of fair value and an 

Australia bias appears to be warranted.    
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BUYING IN THE DIPS - SHORT TERM VERSUS LONG-TERM 

 There are a number of mottos we like to use to help us invest. 

In this article, we examine the effects of three mottos that 

completely contradict each-other… “Buy low, sell high”, “Never 

try to time the market” and “Never catch a falling knife”. 

These three mottos are renowned among share-market 

investors, and most investors will undoubtedly favour one of 

the three methods. So which one works best? And what has 

the highest probabilities of gain/loss? 

We have a strong case and will convey our research in facts. 

By the end of it, you may change the way you interpret the 

Zone System and also change your short-term buying 

behaviour. 

“BUYING IN THE DIPS” IN THE SHORT-TERM 

Austin Donnelly often used to talk about how  asset prices tend 

to mean-revert over a 5 year+ period but rarely mean-revert 

over a <1 year period. This wisdom was well before its time. 

His thoughts on this matter were the original underpinnings of 

the Zone System – seeking an entry point to the market when 

assets were below their long-term average but taking caution 

on the staged entry into and out of such assets. 

In theory, ‘buying in the dips’ presents a great opportunity for 

investors to pick up assets that have fallen below their true 

worth. It almost perfectly resembles the “buy low, sell high” 

philosophy that has rewarded many great investors.  

The challenge lies in the timeframe. Most investors will view 

the current market volatility (falling from 5,900 to 5,600 in 

recent months) as a “buying in the dips” opportunity. This 

buying behaviour is in anticipation of a “V recovery” effect, 

whereby stocks will fall (sometimes more than 10%), only to 

rebound by a similar amount.  

However, the “W recovery”, “U recovery” and the dreaded “L 

effect” must also be considered. 

We have used data going back to 1958 in the Australian share-

market, which shows that buying in the dips is typically an 

unfruitful strategy. The question we asked of the data-set was 

this… If the share-market has fallen in the previous month, 

what are the chances of it rebounding? I.e. does buying in 

the dips actually work? 

 

 

 

 

As you can see from the table, the answer lies in the timeframe. 

Buying in the dips in the short-term provides odds that are far 

below the norm. To put the 52.6% success-rate into 

perspective, the average “don’t try to time the markets” month-

by-month success rate has been 59.7%. 

As you push out the time-frame, the ‘buying in the dips’ strategy 

improves but fails to capture any additional value. Over one 

year, the chances of success were 62.1% (versus a market 

average of 66.2%) and over 3 years it was 73.8% (marginally 

behind the market average of 74.0%). 

WHAT ABOUT SIGNIFICANT CONTRACTIONS? 

In the event that the share-market falls 5% or more in a month, 
the average returns over the next year are even worse than that 
illustrated in the table below. In fact, the average return is a 
measly 2.06% versus the market average of 8.54%. Not 
surprisingly, the odds of losing more money also increase 
dramatically, with the probability of gain falling to 46.4%. 

A MATTER OF “DON’T TIME THE MARKET”? 

If your natural inclination is to buy in the dips, then hopefully this 

article provides practical evidence that will help you avoid the 

falling knife. 

One solution is to avoid market timing altogether and you will 

likely see uplift in your success.  

However, the evidence also provides an opportunity for further 

outperformance if you apply its lessons practically and utilise the 

positive momentum to your advantage. 

APPLYING IT TO THE ZONE SYSTEM 

This evidence might seem counter-intuitive in light of the Zone 

System, but the reality is that the two techniques can work 

exceptionally together. 

The process is to firstly understand the cyclical position (the 

Zone System), and adjust your entry points based on the 

shorter-term momentum. For example, a move from Zone 4 to 3 

(with positive momentum) would provide a higher likelihood of 

success compared to a move from Zone 2 to 3 (with negative 

momentum). As always, tread carefully. 

  
Chances of Success

Positive 

Momentum
Average

Buying in the 

Dips

Probability of making money - over 1 month 64.2% 59.7% 52.6%

Probability of making money - over 1 year 69.0% 66.2% 62.1%

Probability of making money - over 3 years 74.1% 74.0% 73.8%

Expected average yearly return 9.89% 8.54% 6.54%

Outperformance 1.35% -2.00%

Source: Factset 
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ALTERNATIVE WAYS TO ASSESS POSITIVE MOMENTUM 

 Conventional theory explains that the price of a company is 

dependent on the discounted future cash-flow of that business. 

However, the reality of the world is that asset prices move on the 

basis of supply and demand, which involves psychological reasoning 

and an ability to control ones emotions. 

Investor behavioural studies are in vogue and something that is 

gaining increasing focus. The early evidence points to the great 

failings of our psychology when it comes to rational decision-making. 

More specifically, the evidence clearly shows that we have a tendency 

to buy more during periods of euphoria and sell more during times of 

panic or uncertainty. 

For this exact reason, momentum will always impact asset pricing and 

should therefore be a factor we consider when analysing investments.    

POSITIVE MOMENTUM WINS IN THE SHORT-TERM 

 

 

 

 

 

 

 

If we look back at the above table, the probability and reward from 

following positive momentum can have a substantial impact on your 

investment portfolio in the short-term. The average outperformance 

has been +1.35%pa over the market average and +3.35%pa over the 

‘buying in the dips’ strategy over a 1 year period. 

This can have a significant impact on a portfolio if sustained across 

your investing life.  

THE WINTON AND ASPECT TECHNIQUE 

Using positive momentum is the underpinnings of both the Winton 

Global Alpha Fund and the Aspect Diversified Futures Fund. They are 

a complex vehicle, but essentially utilise leveraged future contracts to 

take advantage of momentum across a number of key markets 

including shares, bonds and currency. 

The long-term track record of both Winton and Aspect has been 

nothing short of outstanding, including 17% and 51% returns 

respectively in the 12 months to 31/5/2015. 

The obvious criticism of this “momentum” approach is that it could 

lead you straight into a bubble if the cyclical positioning is ignored, 

and a whip-sawing effect can create volatility in your unit holding. This 

was part of the reason why both Winton and Aspect both suffered 

investment losses in 2013.   

ASPECT DIVERSIFIED FUTURES 

PERFORMANCE 

Insert Winton and Aspect performance 

 

 

DANGERS TO THIS APPROACH 

Including an allocation for a momentum based futures strategy 
in your portfolio adds diversification benefits and historical 
evidence points to the opportunity for excess returns. 

However, it is important to recognise that risk and reward are 
related and these strategies employ complex gearing 
techniques that can both create and destroy value. Therefore, 
any allocation should be capped at 5-10% in a given fund. 

An alternative is to 

utilise a technique 

that sources BOTH 

positive momentum 

and “undervalued” 

assets which can be 

done using traditional 

assets without 

gearing.  

By doing this, you should be able to add value to your portfolio 

without the necessity to engage in complex products.  

LAST THOUGHTS 

Probabilities give you a better understanding on which habits 

are sustainable outperformers. Of course, there will be 

exceptions from time-to-time; but this is even true in gambling. 

Statistically speaking, it should be very clear that picking falling 

stocks is a bad idea in the short-term and rarely adds value in 

the long-term. By waiting for it to stop falling and begin rising, 

you lose the bragging rights for having picked the exact bottom 

of the market (if you do indeed pick the bottom). However, by 

following the positive momentum you will most likely be the 

one with a fatter wallet at the end of the road. 

Therefore, take a disciplined approach to find investments you 

believe are undervalued, and then gradually build up your 

position by adding to your portfolio when the momentum is 

positive. The data suggests that this is an intelligent form of 

dollar-cost-averaging and is far more likely to lead you to 

investment success. 

 

 

Chances of Success
Positive 

Momentum
Average

Buying in the 

Dips

Probability of making money - over 1 month 64.2% 59.7% 52.6%

Probability of making money - over 1 year 69.0% 66.2% 62.1%

Probability of making money - over 3 years 74.1% 74.0% 73.8%

Expected average yearly return 9.89% 8.54% 6.54%

Outperformance 1.35% -2.00%

Source: Factset 
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CURRENT CORE LIST  

As always, we review the core portfolio with a view to balance the following objectives: a) healthy and stable returns b) diversification c) 

dividend growth and d) capital preservation. The overall stability of the portfolio has allowed it to maximise returns on an after tax and 

brokerage basis and we therefore have a strong preference for businesses that are likely to deliver outperformance over the long-term.  

THE QBE/IAG DILEMMA 

QBE has had an exceptional year, returning 30.8% (albeit from a low base) relative to IAG returning just 3.0%. QBE can be expected to 
report positively in the coming August reporting season – off the back of a strong US Dollar (where a significant portion of their earnings 
come from) and the steep rise in bond prices providing a booster to their insurance float.  

Going forward though, it is becoming very clear that IAG offers better fundamental value. If you look at the table above, IAG offers a much 
stronger yield with a significantly lower P/E ratio, as well as potentially having greater growth prospects through their Asian strategy. The 
Berkshire Hathaway transaction will also result in better margins and could be a likely catalyst for a P/E ratio expansion as investors flock to 
copy Warren Buffett (this has occurred on many of Buffett’s other purchases historically).  

 

 

CORE SHARE LIST UPDATE  

 

Data to 27 June 2015. Source: Factset, AFR Share Tables 

ASX Code Name
Price 

27/06/2015

Mkt Cap 

($Bil)

Dividend 

Yield %

Dividend 

Yield (incl 

Franking)

Dividend 

Growth 

Rate %

P/E Ratio

Earnings 

Growth 

Rate%

P/BV
$1,000 for 

1 Year

$1,000 for 

3 Years

CORE PORTFOLIO

Banks

ANZ ANZ Banking Grp 33.10$     91.6 5.47 7.81 8.50 12.2 21.3 1.86 1,049$     1,772$       

CBA C'wlth Bank  of Aust 86.65$     141.0 4.8 6.86 10.20 15.7 12 2.86 1,124$     1,911$       

NAB National Aust Bank 34.09$     89.2 5.81 8.3 4.20 14 -13.8 1.86 1,118$     1,763$       

WBC Westpac Banking 33.01$     103.0 5.6 8.01 4.60 13.6 9.8 2.09 1,030$     1,865$       

Mining and Energy

BHP BHP Billiton 27.50$     88.3 5.35 7.64 11.20 13.5 12.2 0.97 885$        1,080$       

RIO Rio Tinto 54.08$     22.9 4.74 6.76 16.90 12.6 -19.4 0.35 952$        1,064$       

S32 South32 1.98$       10.3 N/A N/A N/A N/A N/A N/A N/A N/A

ORI Orica 21.75$     8.1 4.41 5.09 2.10 13.8 -2.1 1.83 1,137$     973$          

WPL Woodside Petroleum 34.82$     28.7 8.71 12.44 43.40 9.7 54.8 1.41 917$        1,349$       

Consumer

WES Wesfarmers 39.48$     44.4 4.91 7.02 4.50 17.1 -0.7 1.71 988$        1,517$       

WOW Woolworths 27.39$     34.7 5.07 7.25 3.00 14.2 3.6 3.30 812$        1,154$       

CCL Coca-Cola Amatil 9.23$       7.0 4.55 6.01 -25.00 25.9 -25.4 4.18 1,018$     789$          

Healthcare

COH Cochlear 80.61$     4.6 2.69 2.99 0.80 31.9 -29.3 13.98 1,344$     1,364$       

RHC Ramsay Health Care 61.92$     12.5 1.48 2.11 20.60 38.5 20.5 7.18 1,383$     2,900$       

Utilities

AGL AGL Energy 15.82$     10.7 3.98 5.69 - 15.2 -14.2 1.41 1,068$     1,211$       

AST AusNet Services 1.44$       5.0 5.83 6.9 - 217.4 -65.2 1.53 1,117$     1,664$       

Insurance

AMP AMP 6.12$       18.1 4.25 5.62 13.00 20.2 29.2 2.16 1,206$     1,834$       

IAG Insurance Australia Group 5.65$       13.7 6.9 8.87 8.30 11.3 11.9 2.02 1,030$     1,934$       

QBE QBE Insurance Grp 13.80$     18.9 2.68 3.83 15.60 19.7 - 1.40 1,308$     1,128$       

Industrials

BXB Brambles 10.53$     16.5 2.61 2.95 - 26.5 -12.2 5.65 1,176$     1,870$       

Infrastructure

SYD Sydney Airport 4.99$       11.1 4.91 4.91 4.40 186.9 -13.8 7.30 1,243$     2,034$       

TCL Transurban Grp 9.53$       18.2 4.2 4.51 14.40 307.4 54.5 3.06 1,347$     1,953$       

Property

SGP Stockland 4.18$       9.9 5.74 5.74 -100.00 14.1 6.9 1.19 1,141$     1,639$       

WFD Westfield Corp 9.29$       19.3 1.71 1.71 32.50 - -40.6 2.05 1,320$     1,816$       

AVERAGE POSITIONING 18.2 4.80 6.01 8.40 15.45 1.45 2.02 1,118$     1,591$       
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       TACTICAL SHAREMARKET UPDATE 

 While it continues to conflict with the conservative principles we advocate, we do recognise that some investors adopt a core/satellite 

approach and may be willing to increase the marginal risk of their portfolio if the right opportunity presents itself. 

Below we outline the tactical opportunity list as well as a watch-list of stocks which are well positioned in the cycle.  

 

 

 

OPPORTUNITY 1 – commodity prices are finding ground which should relieve margins.  

Low-cost producers were punished in the commodities price fallout earlier this year. These commodity prices have generally found 

stability and in many cases have commenced a mild recovery. It is also important to remember that these commodity prices are 

generally priced in US Dollars, so the impact on Australian commodity producers has been partially mitigated by the fall in the 

Australian Dollar (hedging policies obviously excluded). The August reporting season will be the first moment of truth for many of these 

producers and their results could surprise to the upside of expectations. Any further recovery in commodity prices won’t be reflected in 

earnings until 2016 but could be a further catalyst for upside. 

Note: We continue to view the oil price as unsustainably low, which will benefit the likes of Woodside Petroleum (in core portfolio) and 

Santos in time. Patience will be required and the Iranian nuclear talks will likely provide volatility so your risk tolerance must be 

considered.  

OPPORTUNITY 2 – defensive revenue streams could thrive in this environment. 

With inflation expected to rise moderately, non-cyclical industries such as utilities, healthcare and (some) financials could be well 

placed to outperform.  

Challenger has a unique opportunity and is trading at attractive fundamentals, especially in its annuity book where it has a tailwind on 

both supply and demand. A stellar year of results in bond markets should help bolster their reserves plus the major banks have shown 

their reluctance to chase term deposits which provides an opportunity to grow their revenue stream.    

Utility businesses such as Ausnet, AGL Energy and Spark could also benefit under an environment of low rates (given the large 

underlying debt) coupled with moderately rising inflation. Watch this space. 

 

ASX Code Name
Price 

27/06/2015

Mkt Cap 

($Bil)

Dividend 

Yield %

Dividend 

Yield (incl 

Franking)

Dividend 

Growth 

Rate %

P/E Ratio

Earnings 

Growth 

Rate%

P/BV
$1,000 for 

1 Year

$1,000 for 

3 Years

TACTICAL LIST

Mining & Energy

FMG Fortescue Metals Grp 1.99$       6.2 6.53 9.33 100.00 4.4 75 0.77 478$        446$          

NCM Newcrest Min 12.97$     9.9 - - -100.00 - -4.3 1.29 1,233$     582$          

STO Santos 8.05$       8.1 4.35 6.21 16.70 - 5.1 0.86 583$        817$          

Industrials

DOW Downer EDI 4.69$       2.0 5.12 7.31 9.50 9.9 0.8 1.04 1,092$     1,689$       

Financials

CGF Challenger 6.79$       3.9 4.12 5.1 30.00 11.7 4.6 1.70 947$        2,385$       

Consumer

MYR Myer Hldgs 1.27$       0.7 9.84 14.06 -19.40 9.3 -24.4 0.83 648$        991$          

Small Caps

GFY Godfreys 3.13$       0.1 N/A N/A N/A N/A N/A N/A N/A N/A

ENN Elanor Investors 1.65$       0.1 N/A N/A N/A N/A N/A N/A N/A N/A

AVERAGE POSITIONING 3.0 5.12 7.31 13.10 9.60 2.70 0.95 830$        1,152$       

Market Cycle Ideas

AGI Ainsworth Game Tech 2.53$       0.8 3.95 4.8 25.00 13.3 17.9 3.47 700$        1,288$       

BEN Bendigo&Adelaide Bk 12.50$     5.7 5.28 7.54 4.90 13.2 12.2 1.14 1,079$     2,015$       

SPK Spark New Zealand 2.48$       4.6 6.78 6.78 20.10 10.9 5.4 2.88 1,066$     1,610$       

SKI Spark Infrastructure 1.96$       2.9 5.87 5.87 4.50 21.5 -16.6 1.56 1,124$     1,553$       

PRY Primary Health Care 5.03$       2.6 3.98 5.68 14.30 18.2 7.9 0.95 1,154$     1,907$       

AVERAGE POSITIONING 3.7 5.58 6.33 9.60 15.70 6.65 1.35 1,106$     1,771$       
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THE FUTURE FUND INVESTMENT STRATEGY – WORTH TRACKING? 

 The Future Fund is possibly Australia’s most sophisticated investment portfolio, comprising over $100 billion in assets and many of the 

smartest minds in the industry that have generated 19.9% returns in the past year to 31/3/2015. The significance of this fund can be 

assessed in many ways, as it is approximately 4x bigger than the combined endowment funds of all 20 Australian Universities and 

possibly holds the best insights on holistic asset allocation than any other fund. 

The Future Fund is controlled by two of the most renowned figures in the industry, David Neal in his capacity as Chief Investment 

Officer and ex-Treasurer Peter Costello as Chairperson.  

As a team they make a formidable force, and have decided to change the underlying asset allocation materially in the past 12 months:  

 

The most remarkable change in asset allocation was the decision to increase its cash holding by a staggering 68% despite falling cash 

rates. The other favoured asset choices are emerging markets, private equity and property, with each increasing by 31%, 45% and 41% 

respectively. These positions may interest individual investors as they weigh up their asset allocations.  

However, it is also worthwhile considering the asset choices that may present areas of caution. If the Future Fund is your guide, these 

appear to be domestic and developed world shares, and to a lesser extent bonds, as the future fund has avoided additional investment 

in these areas. 

WHAT IS WORRYING THE FUTURE FUND? 

Peter Costello in his role as the Chairperson was recently quoted 

as saying “Given the enormous monetary stimulus around the 

world, asset prices are generally fully priced and in some cases 

overpriced”. To validate this concern, they have shared the chart 

to the right as a means of demonstrating the fundamental change 

that has taken place beneath our feet. They do not appear to have 

an obvious solution to the low-rate predicament, but it is 

interesting to see the movement away from debt securities (eg. 

bonds which would be directly impacted by a reversal in this chart) 

and an increasing weight to assets least effected by global bonds 

yields (such as emerging markets and cash being held as 

ammunition).  

 

Future Fund Review
Current 

Market Value

Last Year's 

Market Value
Change ($) Change (%)

At 31/03/2015 At 31/03/2014 YoY YoY

Australian Shares 9,618 9,972 -354 -3.5%

Developed World Shares 24,345 23,111 1,234 5.3%

Developing World Shares 11,077 8,463 2,614 30.9%

Private Equity 11,274 7,777 3,497 45.0%

Property 7,227 5,140 2,087 40.6%

Infrastructure and Timberland 7,942 7,692 250 3.3%

Debt Securities 11,576 11,532 44 0.4%

Alternative Assets 16,069 13,295 2,774 20.9%

Cash 17,834 10,592 7,242 68.4%

TOTAL 116,964 97,573 19,391 19.9%

Source: www.futurefund.gov.au 

Source: www.futurefund.gov.au 



 
 

   

Issue 374 – 30
th

 June 2015  15 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

SUPER CONTRIBUTIONS 

Super guarantee remains at 9.5% and will stay at this level for another 6 years under current law. The contribution caps also remain largely 

unchanged, with the exception of the rarely utilised CGT cap.   

 

     *anyone aged 49 years or older on 30 June 2014 

 

Year
Concessional 

(under 49yo*)

Concessional 

(over 49yo*)

Non-

concessional
CGT Relief

2015-16 $30,000 $35,000 $180,000 $1,395,000

2014-15 $30,000 $35,000 $180,000 $1,355,000

FINANCIAL YEAR 2015-2016 – THE KEY CHANGES 

 
There has been some confusion on the status of tax rates and 

thresholds for 2015-16, especially in light of the stark contrast 

between the last two Federal Budgets. To avoid the confusion, this 

article will clearly highlight the current status for the 2015/16 

financial year. 

INDIVIDUAL TAX RATES – FOR 2015/16 

 

 

 

 

 

 

* The above tables include the Temporary Budget Repair Levy of 

2% for those earning over $180,000.This will remain in place until 

30 June 2017. 

**The Low Income Tax Offset will remain the same following the 

repeal from Parliament. Any person earning under $66,667 will be 

eligible to a partial LITO of up to $445. This keeps the effective tax 

free threshold at approximately $20,542. 

MEDICARE LEVY 

The above table excludes the Medicare Levy and any applicable 

Medicare Levy Surcharge. These rates remain unchanged at 2% 

for the Medicare Levy and between 1.0-1.5% for those earning 

over the thresholds without Private Health Insurance. Note that 

these increased in the 2014/15 financial year from 1.5% and 1% 

respectively. 

 

SMSF SUPERANNUATION LEVY 

The SMSF Levy is an area of much contention, but has finally 

found some stability following years of increases and pre-

payment changes. 

In 2015/16 the rate will remain at $259 for all new or existing 

funds. New funds will be required to pay two financial years in  

the first year (eg. establishing in 2015-

16 will require a payment of $518 to 

cover 2015-16 and 2016-17).  

ACCOUNT-BASED PENSION 

CHANGES 

It will be important to remember the 

change to deeming of account-based 

pensions (for Centrelink purposes) 

which took effect on 1st January 2015.  

The gradual rise in the preservation age also takes effect 

from 1 July with 56 now the minimum preservation age. Other 

than these changes, there are no other material changes. 

Please see below for the minimum withdrawal rates: 

 

 

 

Taxed at 15% upon entry to fund  

(30% if total income is above $300,000).  

Medicare Levy also applies. 

No tax applicable 

upon entry to fund. 

Taxable Income Tax On This Income

 0 to $18,200  Nil

 $18,201 to $37,000  19c for each $1 over $18,200

 $37,001 to $80,000  $3,572 plus 32.5c for each $1 over $37,000

 $80,001 to $180,000  $17,547 plus 37c for each $1 over $80,000

 $180,001 and over  $54,547 plus 47c for each $1 over $180,000

Age
Percentage 

factors (PF)

55-64 4%

65-74 5%

75-79 6%

80-84 7%

85-89 9%

90-94 11%

95 or older 14%
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GIFTING INTELLIGENTLY – TAX, DIVORCE AND DEATH 

 

 

Giving your children a head start in life is one of the most desired 

virtues among parenthood. This means different things to different 

people, but one of the more common methods is to provide a 

financial windfall akin to an early inheritance. 

Unfortunately, there are many pitfalls to the way in which gifting 

occurs, but there are a few optimal methods which are worthy of 

your attention. We will first outline the issues and then outline some 

of the smarter methods to mitigate these risks. 

DEATH, DIVORCE, TAX, SUPERANNUATION AND 

CENTRELINK 

These five words create the biggest pitfalls in gifting, but can 

thankfully be mitigated with some smart planning. We will go through 

each of these in turn: 

- Death – when you gift money to another person, you intend for it 

to be of benefit to them during their lifetime. Unfortunately, the 

death of either you or the recipient may have significant 

implications. A common example is gifting a significant sum of 

money to a child who is married, and upon your child’s death the 

married partner may receive the full benefit. This event means 

your money could be removed from the family and in a worst-

case scenario could end up in the hands of another person if the 

surviving partner re-marries. 

 

- Divorce – the divorce rate is stagnating, however the reality is 

that the rate remains over 30% which is a significant risk. 

Speaking to many elderly parents and grandparents, the 

prospect of divorce scares some people out of providing that gift 

as their ultimate focus is to retain the wealth in the family (in 

similar vogue to the death implications above). 

 

- Tax – there are no taxes when you gift money from one 

individual to another. However, there are potential taxes when 

entities are involved (especially companies). The most 

dangerous example is the gifting of a business from generation 

to generation, whereby a little known rule called “market value 

substantiation” applies, and can create a significant Capital 

Gains Tax event. This is a potentially devastating outcome. 

 

- Superannuation – gifting your super can be done a few ways, 

but is often done incorrectly. SMSF trustees are prohibited from 

providing any loans or financial assistance to members or their 

relatives even if the transaction does not result in exceeding the 

5 per cent limit for in-house assets. Another common pitfall is 

buying a property in the SMSF for the family’s recreational use 

(only business real property is generally allowable). 

 

- Centrelink – for those that are eligible for the Age Pension, 

gifting can be a concern as it can easily be captured under the 

asset test if you breach certain thresholds.  

 

 

INTELLIGENT WAYS TO GIFT 

We recommend you seek the advice of a solicitor and/or your 

accountant, but the following may be owrth considering: 

Create an interest-free loan agreement – the most basic form 

of gifting is to provide an interest free loan to your children. 

These agreements are usually very basic and will help defend 

you from the death and divorce issues outlined. For example, if 

you make an interest free loan to your child for $200,000 and 

your child goes through a messy divorce 2 years later, a legally 

binding loan (even if interest-free) will mean that you have legal 

entitlement over that money and can therefore ensure it remains 

in the family. An intelligent loan agreement will also include event 

clauses such as instructions upon the death of either you or the 

recipient, which may include events that renounce the loan.   

Consider the Share-holders, Directors and/or Trustees – if 

you intend to gift a family-owned business to your children, you 

should pay close attention to the structure of the business. For 

example, an ideal setup is to have a company with a family trust 

feeder, because you will then have the opportunity to introduce 

your child as a Director and/or Trustee (which will avoid the 

market value substantiation rule because there is no change in 

beneficial ownership). If it is a sole trader this is much more 

difficult, but you might be better placed considering an interest-

free loan agreement to your child so they can fund the purchase 

at market value (Capital Gains Tax may still apply).     

Gifting to Charity – if your intention is to provide a significant 

sum to charity upon your death, you may consider the early 

establishment of a charitable trust. There are relatively stringent 

rules on the structure of this setup, but as a general guide, if you 

have more than $200,000 to gift then you have the opportunity to 

setup a trust which allows you to claim a full tax deduction on 

any gifts you make. You can also have control over the 

management of the trust, which might involve decisions over its 

assets and the charitable distributions. Many celebrities have 

used this setup for tax planning and to create a legacy.          

Don’t gift, but act – rather than gifting or making loan 

agreements, some parents would prefer to stay out of it from a 

legal perspective. One effective way to do this is to offer to pay 

for a portion of your child’s major expenses such as their 

mortgage repayments (without gifting a lump-sum). In this case, 

you may put aside a sum of money which is allocated to your 

child’s financial wellbeing, but not relinquish control of those 

funds (hence avoiding the death and divorce concerns). If you 

want to help your child get on the property ladder, an effective 

method is to offer to match their deposit dollar for dollar up to the 

first 20% (avoids lenders mortgage insurance) and you could 

otherwise act as guarantor if serviceability is a concern.     

 

 



 
 

   

Issue 374 – 30
th

 June 2015  17 

  SMSF GROWTH – IS POPULARITY A GOOD THING? 

 PART 1 

FACT 1 – THE GROWTH RATE IS SOFTENING 

In the chart to the right, it is notable that the growth of SMSF’s 

has been nothing short of phenomenal in the past 10 years.  

The total number of SMSF’s has doubled since 2004 from 

271,515 to 550,706 funds. This also means that the total 

number of SMSF members has now exceeded 1,000,000 for 

the first time (at 1,044,004 as at 31/3/2015). 

While the number of funds continues to expand, the growth rate 

is finally showing signs of slowing. The most recent growth 

statistics demonstrate that net establishments are sitting at 

around a 4.4% growth rate which is among the slowest rate in a 

decade.     

 

FACT 2 – THE BABY BOOMER IMPACT IS NOW 

UPON US 

The underlying composition of SMSF members is starting to 

show something very interesting. According to the ATO data, 

the volume of “benefit payments” (consisting mostly of pension 

withdrawals) now exceeds the volume of contributions. 

This trend will likely continue and is the first obvious sign of the 

demographic challenges we face as a nation. If you view the 

chart to the right, the “benefit payment” column is showing a 

steadily increasing trend. 

 

FACT 3 – ASSET CHOICE CHANGES ARE SUBTLE 

Shares are still the most popular asset choice among SMSF members, followed closely by cash then a far cry to commercial property and 

other asset choices. Residential property (despite their media hype) remains immaterial, equating to only 3.7% of total assets. 

The stability across the board is interesting, with the popularity of most asset choices remaining remarkably stable (refer to pie charts on next 

page). Share holdings have been rising in nominal terms but marginally falling in relative terms over the past 4 years from 33.4% to 32.5%. 

Cash and term deposits on the other hand have continued its popularity, increasing to 26.5% of overall assets despite falling cash rates. The 

big mover is hard to see on the following charts, but commercial property now accounts for $72 billion, up from $42 billion only 4 years ago. 

 

 

Self-managed super fund (SMSF) popularity has been one of the biggest fundamental changes in the modern era with $594 billion now tied 

up in SMSF’s alone. There is no doubt it is a “game-changer” in similar ilk to when the mandatory super contributions changed the way 

Australian’s saved for their retirement in the 1990’s. 

With any major change is a range of both opportunities and challenges. However, SMSF growth has reached such a point now that it is 

showing its first signs of maturity.  

In the first part of this article, we observe the statistics and point out trends that are important in the progress of the SMSF industry. For 

example, what is the underlying composition of SMSF members? What do most SMSF’s invest in? And what structure is most common?  

In the second part we will tackle the broad dangers and opportunities from a legislative perspective.   

 

.  

Source: ATO 

Source: ATO 
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  SMSF GROWTH – IS POPULARITY A GOOD THING? 

 PART 2 

SMSF AREAS OF CONTENTION 

1. Individual trustees are still a concern 

The ATO statistics revealed that over 92% of SMSF’s setup in 2014 had individual trustees as opposed to a corporate trustee. We have 

highlighted across various editions of the Investing Times that corporate trustees are generally far superior to individual trustees, especially 

in relation to estate planning. Given that the majority of members (approximately 57.6%) are over 55 years old, estate planning should be 

given more importance. If you are unsure whether this should be changed, please speak to your accountant.  

2. Costs are going up despite low-cost providers 

There are a number of new providers on the scene that are supposed to be helping reduce the entry costs associated with the establishment 

of SMSF’s. However, this seems to be having the opposite effect. The average cost of managing a SMSF is now 1.03% according to the 

latest figures, which places it marginally higher than the typical industry fund.  

3. LRBA’s starting to lose their popularity 

A lot of Government attention continues to be directed at limited recourse borrowing arrangements (LRBA). These loan arrangements burst 

on the scene in 2014 and the most recent statistics show that $9.5 billion is tied up in LRBA’s, so it is little reason why the Government is 

beginning to focus on it. However, the argument about its impact on the SMSF industry is oversold, because the growth has completely 

stagnated (partially due to demand but mostly due to the major banks general unwillingness to supply these loans) and as a percentage of 

the total asset pool they only equates for 1.6% of SMSF assets.   

A SUMMARY ON SMSF VALIDITY 

Going forward, it will be important to continue monitoring SMSF trends as these will directly correlate to any impending legislative changes. 

At the current time, the Government’s focus is firmly on LRBA loans but these do not impact the vast majority of SMSF members. All SMSF 

members over 55 years old should consider their requirement for a corporate trustee and/or reversionary pension provisions as well as 

assessing their asset allocation to ensure it is optimally invested. If all of this is managed correctly, there is unlikely to be a better way to 

manage your retirement nest-egg.   

 

 

Editors note: The Investing Times has compiled a comprehensive list of SMSF service providers (setup, compliance, legal documentation, 

wind-down services, and more) which is available for our readers. If you wish to obtain this list, please contact info@investingtimes.com.au.   

 

 

Very minor change on average despite the 

vastly different investment landscape 

Source: ATO 

mailto:info@investingtimes.com.au
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FIXED INTEREST – THE “RISK-FREE RATE” AND THE “YIELD GAP” 

 

All rates are provided by Canstar.com.au. We utilise rates from the 

following providers: AMP, Bank of Melbourne, Bankwest, Bendigo 

Bank, BOQ, Commonwealth Bank, ING Direct, Macquarie, NAB, 

RaboDirect, St George Bank, Suncorp Bank, Ubank and Westpac. 

 

This would have major implications as it feeds into almost every 

calculation we use that involves a risk premium calculation and the 

CAPM model would look very different with a change in input. 

BOND YIELD TELLS US A LOT 

The argument for the continued monitoring of the bond yield is that it 

tells us a lot more about the future direction of the economy than the 

cash rate. It also tells us a lot about the future direction of the share-

market. 

The great Benjamin Graham used to talk about the difference 

between bond yields and the share-market dividend yield (and/or 

earnings yield) as a fantastic gauge of relative value. 

This analysis creates a unique ability to identify value from an asset 

allocation perspective, such as the chart below which incorporates 

the bond yield and dividend yield with a mean-reversion assumption 

around its long-term trend (it is a complex model worthy of further 

examination in a future edition).  The net outcome is that shares 

look much better relative to bonds at the current time. 

 

According to conventional theory, the risk-free rate is the yield 

obtainable on Government bonds, and the most commonly used 

bond yield for this purpose is the 10-year Treasury Yield.  

However in a world where the real yield is only moderately 

positive (and notably negative in many countries including 

Germany and the USA at times) the importance of its use 

becomes even greater.  

AUSTRALIANS DON’T LIKE BONDS 

It is becoming more apparent than ever that the average 

Australian does not resonate with the Government bond yield or 

bond investments in general. If we look at the self-managed 

super fund statistics on asset allocation, cash and term deposits 

are far more broadly used than bonds or bond-like securities. 

The key question is whether the risk-free rate should be the 

effective cash-rate (i.e. the rate at which the average Australian 

uses as their “risk free” asset) or continue to use the 

Government bond yield as conventional theory tells us. 

  

 

 

 

 

 

 

 

With interest rates now officially down to 2.00% and a strong 

chance that the RBA will remain on hold at its next meeting, 

conservative investors understand that the returns on offer are 

deteriorating.    

We have included the term deposit rates to the right which are 

effective as of 27th June 2015 according to Canstar. 6 month 

rates continue to offer compelling value. Please note that we no 

longer publish rates on saving accounts or hybrid securities. 

 

TERM DEPOSIT RATES RETURN AVAILABLE

1 Month 2.65%

3 Months 2.90%

6 Months 3.50%

9 Months 3.06%

1 Year 3.10%

2 Years 3.20%

3 Years 3.30%

4 Years 3.40%

5 Years 3.50%

Shares undervalued relative to bonds Source: RBA 
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 REFER A FRIEND TO RECEIVE BOOKS BY AUSTIN DONNELLY 

 

 

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.  
 

“The Investing Times” – Providing financial and investment wealth creation strategies since 1971. 

 

Updates from the Investing Times 

 

In our continued tribute to the Investing Times founder, Austin Donnelly, we are running a campaign which involves the gift of some of 

Austin’s best books. These books contain timeless lessons on investment know-how and remain as relevant in today’s market than ever 

before. They contain Austin’s thoughts on why he created the Zone System as well as other tools that Austin used to make sensible 

investment judgements in shares and property. 

Given the very limited number of books in circulation these days, we only have a small number of books to provide. Therefore, the rules 

behind the campaign are as follows: 

 You can refer as many “potential readers” or “paying subscribers” as you wish. 

 For every “potential reader”, all you need to send is their NAME and ADDRESS to newsletter@investingtimes.com.au        

(with their consent of course). Each potential reader will receive two free editions via mail with a complimentary letter 

explaining that it is obligation free and a gift from you. 

 For every successful “paying subscriber”, you will both receive two free editions upon the successful referral (i.e. both the 

referee and referrer will receive two free editions).  

 The winners of the books will be decided on the basis of who sends the most referrals. 

Thank you once again for your support and we hope you got value from this edition.  

 

ADDRESS 

PO Box 233 Ringwood VIC 3134. 

 

WEBSITE 

www.investingtimes.com.au 

 

PHONE 

1300 131 526 
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