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From The CEO
By Rachel Waterhouse, CEO

In last month’s EQUITY, I wrote about activist investors and how
a well-resourced individual or stakeholder can influence change
at a company level. Perhaps the most significant example of this
transition was Tesla Motors’ CEO, Elon Musk, the world’s richest
man in June 2022 with a net worth of $227b1, who recently made
a US$44 billion play to make Twitter a private company. His stated
reason was to protect free speech on the platform.
At the time of writing this column, he was reportedly abandoning
the deal to acquire Twitter. He accused the social media giant of
failing to comply with its contractual obligations, which required it
to disclose the number of fake or spam accounts, and the number
of monetisable users.
Musk’s lawyers stated he needed this information to 'make an
independent assessment of the prevalence of fake or spam accounts
on Twitter's platform', in order to proceed with the transaction.
Mr Musk alleged that Twitter has failed or refused to provide
this information in full, unjustifiably ignoring or rejecting
requests, or claiming to comply but providing incomplete or
unusable information.
A key metric in question was the monetisable daily active users
(mDAU). Twitter’s mDAU was 217 million for the three months ending
31 December 2021, an increase of 13% year over year. In its 2021
annual report, Twitter claimed that it uses this metric to evaluate its
business, measure performance, identify relevant trends, formulate
business plans, and make strategic decisions. According to the
company, it is: “the best way to measure our success against our
objectives and to show the size of our audience and engagement”.
Twitter defines mDAU as people, organisations, or other accounts
who logged in or were otherwise authenticated and accessed
Twitter on any given day through twitter.com, Twitter applications
that can see ads, or paid Twitter products, including subscriptions.
Twitter mentions that this measurement is not based on a
standardised industry methodology and is not calculated in the
same manner or comparable to similarly titled measures presented
by other companies.

What has happened since the bid?
The US economy has changed a lot since Mr Musk first proposed
buying the company:

So why has the bid been withdrawn?
It is hard to know the exact details of what has happened between
the parties.
It may be that Twitter has not been transparent or disclosed
sufficient key information to its current shareholders, let alone
someone looking to purchase the company. Conversely, Mr Musk
could have buyers’ remorse, failing to do sufficient due diligence
before making the decision.
Some argue that he is justified in walking away, as a potentially
significant number of spam and fake accounts may have caused
the company to be overvalued.
Others point to the agreement requiring Mr Musk to pay a break
fee or to be forced to purchase Twitter.
If he walks away without penalty, Twitter’s share price will be
impacted. Mr Musk’s concerns will undoubtedly raise fears about
the company’s transparency, and there may ultimately be calls for
better governance and accountability.
As we see in mergers and acquisitions in the Australian market,
usually a buyer proposes a price and then the directors consider
whether it’s high enough to entertain putting the opportunity to
shareholders. If it is, the potential acquirer and company develop
an agreement which includes whether there’s an opportunity for
exclusive due diligence or not, what are the conditions that need to
be met to continue to implement acquisitions (usually “no adverse
event” is one of the conditions), and break fees and reverse break
fees are set. The lawyers for both parties are probably weighing
up if there are penalties available to either side.

So what can you learn from this?
While most readers won’t be looking to purchase a multibilliondollar company anytime soon, there are some lessons you might
want to apply to your own investment strategies:
1. do your due diligence – know what you are investing in and make
rational not emotional decisions;
2. consider how the purchase fits into your overall investment
plan – are you looking for growth or dividends? Know what the
company offers;

• the S&P 500 slipped into an official bear market on 13 June 2022;

3. a
 ssess the value of the shares you are planning to purchase:
consistent, forecastable earnings growth; a strong balance
sheet with good cash flow;

• h
 igh rates of inflation and a disrupted supply chain are prompting
speculation the US may soon enter a recession; and

4. know what impact a market downturn may have – does the stock
have long-term value if it is susceptible to market fluctuations?

• E
 lon Musk’s own net worth – largely tied to Tesla stock – has fallen
by US$65 billion, or approximately 26%, US$21 billion more than
the offer to buy Twitter.

5. c
 onsider whether the leadership team has the skills and
experience to deliver on the stated strategy that will deliver
continued growth. A popular investment strategy is to invest
in shares of companies still led by their founders.

• the Nasdaq entered bear market territory in April 2022;

The last point may have been mitigated somewhat with Mr Musk
selling $US8.5bn of Tesla stock soon after the announced bid to
free up funds for the purchase.
Twitter’s share price has dropped from $51.70 on 25 April to $38.79
on 7 July, which is a higher drop than its peers, technology-based
funds. Additional drops in the market could erode the value of the
company further.
1

6. a
 ssess the strategy, whether its goals align with those of the
industry in which the company operates, and whether the
company is achieving them; and
7. c
 onsider where you can find appropriate information to make
your decisions – if you can’t get what you need, maybe it’s best
to walk away? E
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Play Games You Can Win
By Leigh Gant, ASA Editor

A quick story about tennis.
Scientist and statistician Simon Ramo wrote an intriguing book that
many probably haven’t read or perhaps even heard of: Extraordinary
Tennis Ordinary Players.
Ramo believed that tennis could be subdivided into two games:
the professionals and the rest of us.
The game looks the same from the outside. After all, players play
by the same rules and scoring system. They play on the same court.
Sometimes they even share the same equipment. In short, the
fundamental elements of the game are the same.

Humans, by nature, are overconfident beings. We are also
enterprising. And when you combine enterprise with overconfidence,
especially in domains involving large and asymmetric payoffs like
investing, you find people venturing out into areas they have no
competence in and playing games they know little about.
In investing, specifically, this involves pouring hard earned savings
into businesses or industries one has no experience with. Or
jumping into stocks due to a tip rather than research. Or indulging in
derivatives where the stakes can easily wipe out the uninitiated. Or
borrowing money to invest in stocks due to the fear of missing out.

However, Ramo observes that while the basics of the game are
identical, the way points are scored are markedly different.

Being humble enough to admit you might be an amateur allows one
to invert the situation and take advice from Ramo: rather than trying
to win and beat professionals, we should focus on avoiding losing.

Professionals work to win points. Each player, nearly equal in skill,
plays a nearly perfect game rallying back and forth until one player
hits the ball just beyond the reach of his opponent. Winning is about
high level skill: positioning, control, spin. It’s a game of centimetres.
This is not how amateurs play.

If you don’t understand SaaS or biotech stocks, don’t invest in
them. If you don’t understand derivatives or cryptocurrencies,
avoid them. If you don’t know with certainty where stocks will go
(nobody knows that), don’t borrow to invest. If you cannot analyse
businesses, don’t pick individual stocks.

Amateur tennis is entirely different. Long and powerful rallies
are not as common. Players perennially make mistakes. Balls are
constantly hit into nets or out of bounds. Double faults are nearly
as regular as faults.

In fact, many of history’s greatest investors developed their
strategies and philosophies from a simple vantage point that is
often overlooked: how to not lose. Warren Buffett’s number one
rule is “don’t lose money” (and rule number two -- DON’T FORGET
RULE ONE). Buffett is infamous for sticking to where he has an
edge and throwing opportunities in his own “too hard” basket, for
example his omission of Google in 2009.

According to Ramos:
The amateur duffer seldom beats his opponent, but he beats himself
all the time. The victor in this game of tennis gets a higher score than
the opponent, but he gets that higher score because his opponent
is losing even more points.
The conclusion Ramos drew for amateurs to win was a strategy
of avoiding mistakes: play conservatively and keep the ball in,
letting the opponent have plenty of room in which to make errors
and capitulate.
The phenomenon of the ‘loser’s game’ can be observed everywhere.
In chess it is the amateur who blunders and loses all his pieces.
In investing it is the amateur who doesn’t know their circle of
competence and makes enough mistakes to suffer disastrous
permanent capital loss.
This brings to mind quotes from Warren Buffett and Charlie Munger.
Buffett:
“How do you beat (chess champion) Bobby Fischer?” You play him
at any game but chess. I try to stay in games where I have an edge.”
Munger:
“Knowing what you don’t know is more useful than being brilliant”
It requires a great deal of self-awareness and humility to
acknowledge your own limitations, albeit that is what is required
in order to know how to play games you can win.
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Investors who stick to their circle of competence and strive to
double down on their strengths set themselves up for sustained
returns for the longest period of time.
I may sound like a broken record but the following point cannot
be emphasised enough. Compounding is returns to the power of
time. Time is the exponent that does the heavy lifting, and the
common denominator of almost all big fortunes isn’t returns; it’s
endurance and longevity.
It may seem counterintuitive, but investors will likely maximise
investment returns over their lifetime by merely focussing on
self-awareness and disaster aversion.
If you want to take advantage of this, play games you can win.

E

Bonds Are Back With iPartners
By Mark Sherwood, Director, Capital Markets, iPartners

The extent of the yield curve movement in Australia over
the last couple of months can be described as nothing short
of extraordinary.
It was only four months ago that our country had fairly benign
expectations around rates and had a 10-year government bond
yield still only close to 2%. However, with two consecutive rate
rises already and the soaring inflationary reports being highly
publicised, the market pricing changed very quickly.
Whilst the extent of the movement in the longer end of the yield
curve has seen Australia’s 10-year government bond yield shift
from 2% to above 4%, equating to roughly 200bps of shift in
four months. The size of this movement has been even slightly
exceeded at the 3-year part of the curve, where yields have
moved from near 1.5% to 3.7%, a circa 220bp change.
Prior to these recent swift market adjustments, the past couple
of years we saw yields available for wholesale corporate bonds
as so low they hardly warranted much of our consideration.
However, at iPartners we recognise when shifts in market pricing
can create new investment opportunities. Subsequently, we are
now providing the opportunity to invest in investment grade
corporate bonds from large Australian companies.
When considering the new opportunity that has evolved in
the corporate bond market, many would default their thinking
towards taking exposures to rising short term rates via floating
rate notes. However, a stronger risk-reward proposition can be
achieved by looking at select senior fixed rate opportunities
between 1 and 3-year maturities, particularly if you view the
curve may have moved slightly too far too fast when pricing
in the extent of rate rises over the next twelve to eighteen
months. Subsequently, we are providing investors the ability
to pick up the current higher yield curve available, as well as
the corporate credit spread instantaneously when they lock in
their fixed rate return.
The term structure graph below shows the iPartners Bond Basket
(Fixed) versus Floating margin comparison using the AUD Swap
rate as the benchmark over a 16 month period.

*Source Bloomberg AUD Swap rate and S&P A- margin average
*All indicative levels as at 21/7/2022
Fixed income has always been a desirable asset class for
investors seeking consistent income at relatively low risk
exposures. For self-funded retirees or SMSF investors who
are seeking those regular income cash flows, the asset class
provides the opportunity.
Taking a selective parcel of corporate bonds can provide
diversification of credit exposures and private self-directed
and advised investors can achieve yield, whilst taking a lowrisk credit exposure.
At iPartners, we provide self-directed and advised, wholesale
investors access to institutional grade alternative assets
for their wealth creation, income generation and portfolio
diversification. The number of participants investing in
Alternatives has consistently been increasing in Australia across
private self-directed and privately advised investors.
Investing in alternatives was traditionally only accessible by large
institutional investors and family offices. iPartners evens the
playing field by providing access to a wider range of investors.
We have over 10,000 registered investors and have had more
than $2bn of funds through the platform with an average return
to investors of 10.35%. E

EQUITY AUGUST 2022 5

We Analyse the Future Fund to Challenge the
Way You Build Your Investment Portfolio
By Tim Sparks, Bell Direct

So, what is one way we can build the Future Fund simply using popular ASX listed investments in each asset class?
Before I tell you how, let’s understand what the Future Fund is all about.
What is the Future Fund?
The Future Fund (Fund) is an independently managed sovereign wealth fund that was established in 2006 to strengthen the Australian
Government’s long-term financial position and help it to better prepare for its public service costs. It will help to provide for future liabilities
during a period when an ageing Australian population is likely to place significant pressure on the government’s finances.
The Future Fund is known for being a well-diversified portfolio and for its broad range of experienced professional investment managers. It has
returned about 10.0% over the past 10 years to March 31st, 2022. The Fund’s objective is to achieve an average annual return of the Consumer
Price Index, plus 4% to 5%. As of March 31st,2022, it was valued at $201 billion, and the one-year return has been 11.8% as the Fund was impacted
by a sharp downturn in global markets in the March quarter. Volatility in the Fund is low at 6.0% due to the large allocation to private equity.
Private equity tends to get valued less often than listed investments which are valued each day stock markets are open.
I’m keen to show Australian Shareholders Association members that they can use a handful of investments already available on the Australian
Securities Exchange (ASX) and get a similar result to the ‘professionals’ building the Future Fund. My intention isn’t to try and beat the performance
that the Future Fund has achieved. My intention is to get a similar performance result while turning a vastly complex Future Fund portfolio
construction process into something much simpler.

Lifting the lid on the Future Fund

ETFs briefly explained

The Future Fund engages over 100 different professional investment
managers to invest its money, and they invest across the following
asset classes:

ETFs are a collection or basket of investments that you can buy or sell
on the ASX. Like individual stocks, ETF units are traded at prices that
change based on the price of the assets that each ETF holds. ETFs are
beneficial because they can give you access to a wide range of markets
however you do hand over company voting rights to the businesses that
issues the ETF such as iShares or Vanguard. ETFs also cost money to
hold each year whereas holding shares directly does not.

Asset Allocation of the Future Fund
Asset Class

$billions

% of the Fund

17

8.5

32.8

16.3

12.2

6.1

Private Equity

33.7

16.8

Property

12.7

6.3

Infrastructure

16.5

8.2

Debt Securities (Bonds)

14.9

7.4

Australian Equities
Global Equities
• Developed Markets
• Emerging Markets

Alternatives

30.5

15.2

Cash

30.2

15.1

Total

201

100

Source: Future Fund. Portfolio update as at 31 March 2022 (14 July 2022).
Totals do not add up to 201 and 100 due to rounding.

The strategic asset allocation of
the Future Fund is not unlike other
growth portfolios designed by
professional investors and made
available to investors. Now that all
these asset classes are available on
the ASX through Exchange Traded
Funds (ETFs) and mFunds, retail and
SMSF investors can change the way
they think about constructing their
own investment portfolios.
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Building the Future Fund with asset-class exposures
available on the ASX
Most investors prefer to own stocks directly for their Australian equity
exposure however a quick way to get market exposure in Australian
Equities is with ASX:STW, which contains 200 of the largest Australian
stocks. When it comes to Global Equities, I have used ASX:WXOZ
which has over 1,000 stocks from 20 Developed Market economies,
and ASX:WEMG which has over 800 stocks from 15 Emerging Market
economies. Private equity is difficult for ETF providers to manage in an
ETF structure due to the illiquid nature of private equity investments so
I have added a listed investment trust that holds a diversified portfolio
of global private equity investments yet can still be purchased on
the ASX. In the alternative assets category, I have used ASX:MPS05
(an mFund) which provides diversification through currency, global
macro and managed futures strategies. The table below contains a
description of the remaining asset class exposures.
Now if you are like me and don’t have $201billion to invest, let’s
look at what a $10,000 investment looks like. The below portfolio
reminds us that we don’t need to mistake simplicity for a lack
of sophistication.
In just a few trades, investors can access over 2,900 stocks and bonds
across more than 35 developed and emerging market economies.
Significantly simpler than going through the process of hiring over
100 investment managers like the Future Fund does.

Growth assets

Income assets

The above portfolio is for illustrative purposes only and you will need to
design an asset allocation that is right for you and select investments
that suit your long-term investment objectives.

Future Fund
Asset Class

% of Fund /
investment
amount based
on a $10,000
portfolio

Future Fund Asset Class % of Fund /
investment amount based on
a $10,000 portfolio
How can we build this using ETFs? (ASX
code first)

Australian Equities

8.5

$850

STW – 200 of the largest Australian stocks

Global Equities
16.3
•	
Developed Markets

$1,630

WXOZ – over 1,000 stocks from 15
developed market economies

• Emerging Markets

6.1

$610

WEMG – over 800 stocks from 15 emerging
market economies

Private Equity

16.8

$1,680

PE1 – (listed investment trust) a
diversified portfolio of global private
market investments

Property

6.3

$630

DJRE – 218 global real estate stocks
across 15 economies

Infrastructure

8.2

$820

VBLD – 140 global infrastructure
companies including transportation,
energy and telecommunications stocks.

Debt Securities
(Bonds)

7.4

$740

BOND – over 600 Australian bonds issued
by the Australian Treasury, Australian
semi-government, supranational and
sovereign entities
and corporations

Alternatives

15.2

$1,520

MPS05 (mFund) – diversification through
currency, global macro and managed
futures strategies

Cash

15.1

$1,510

AAA - bank deposit accounts with
selected banks in Australia

Total

100%

$10,000

Source: Future Fund. Portfolio update as at 31 March 2022 (14 July 2022).
Totals do not add up to 100 and 10,000 due to rounding.

There is a widely recognised 1986 study by Brinson, Hood and Beebower
that found the strategic asset allocation of a portfolio accounted for
the vast majority of its returns. So, setting an asset allocation that’s

right for you is important. ETFs make the implementation significantly
easier than the staggering amount of time and research that goes into
the selecting investments for the Future Fund.

So how did the simple portfolio perform?
Let’s say we take the Future Fund’s asset allocation from five years ago
(so we can analyse a reasonable time frame) and we measure the ETF
portfolio performance against the Future Fund. Please note I did not
rebalance the ETF portfolio, it was a simple set and forget investment
strategy over a five-year time frame – from 30th December 2016 to
31st December 2021.
The ETF portfolio had similar returns to the Future Funds as expected
given Brinson, Hood and Beebower’s findings.
Annualised Returns p.a.
Dec ‘16 to Dec ‘21

Future Fund

Simple ETF Portfolio

Last 1 Year

19.10%

24.36%

Last 3 Year

11.50%

14.38%

Last 5 Year

9.80%

10.53%

Returns are to 31 December 2021

The performance numbers for the ETF portfolio are after fees have
been taken out. The exposures used for Private Equity and Alternatives
did not have a long enough performance history, so an index return
was used, and a management fee applied. For Private Equity, a fee
of 0.65% was applied per annum and for Alternatives, a fee of 1.25%
was applied per annum.
Please note, structuring a portfolio of ETFs is not guaranteed to produce
returns exactly the same as the Future Fund. However, I am sure you
will agree that a portfolio of nine investments is significantly easier
to manage than 100 investment managers and that setting an asset
allocation that is right for you is worth spending time on. E
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Investors Say CEOs are the Key to
Unlocking Corporate Value
By Nick Coles, Managing Director, Market Meter

If there’s one thing that professional investors look for in the companies in which they invest, it’s the effectiveness of the
CEO. MarketMeter’s 2022 research, which canvassed 115 Australian super funds, investment managers and equities analysts,
has revealed for the second year running that the calibre of a corporation’s top executive is the most important of the 27 Key
Performance Indicators (KPIs) assessed by institutional investors in the study.
These same investors scored ASX 200 companies out of 10 across those 27 KPIs covering ESG, Financial, Management, Strategy,
and Shareholder Engagement themes. When it came to scoring a company on the effectiveness of its CEO, investors were asked
to consider key areas of a CEO’s performance including earnings quality, growth prospects, clarity and strength of strategy,
credibility, succession planning and shareholder value focus.
With these attributes in mind, the Australian institutional investment community has rated the CEO of Goodman Group, Greg
Goodman, the highest across the leaders of S&P/ASX 200 listed companies. Mr Goodman and other CEOs who featured in the
Top 10 CEO league tables for large (S&P/ASX 100) and mid-cap (S&P/ASX 101-200) companies were interviewed to see what sets
them apart and what else matters to investors.

ASX 100 - TOP 10 CEOs
1

GMG

ASX 101-200 - TOP 10 CEOs

GOODMAN GROUP

1

CNU

CHORUS LIMITED

2

CSL

CSL LIMITED

2

CDA

CODAN LIMITED

3

REA

REA GROUP LTD

3

GNC

GRAINCORP LIMITED

4

WES

WESFARMERS LIMITED

4

ARF

ARENA REIT

5

MQG

MACQUARIE GROUP LIMITED

5

DHG

DOMAIN HOLDINGS AUSTRALIA LIMITED

6

CAR

CARSALES.COM LIMITED

6

AVZ

AVZ MINERALS LIMITED

7

XRO

XERO LIMITED

7

FLT

FLIGHT CENTRE TRAVEL GROUP LIMITED

8

CPU

COMPUTERSHARE LIMITED

8

CTD

CORPORATE TRAVEL MANAGEMENT LIMITED

9

TCL

TRANSURBAN GROUP

9

LTR

LIONTOWN RESOURCES LIMITED

10

ALL

ARISTOCRAT LEISURE LIMITED

10

BRG

BREVILLE GROUP LIMITED

Communication Counts

Investor Insights

A common theme emerged with these top ranked CEOs in the
regularity of their interactions with investors. All the CEOs
interviewed used result briefings and AGMs as their primary
forms of communication with the market, but went several
steps further by making themselves available for one-on-one
meetings with institutional investors, presenting at brokerhosted conferences and showcasing their business and
management team via corporate investor days.

Aside from being concerned with how effective the CEO is of
their investee company is, investors focused on a few macro
concepts in their most recent interactions with these top rated
CEOs. CSL Limited’s CEO Paul Perreault noted “The theme of
most interest to our investors has revolved around our business’
ability to bounce back from COVID-related interruptions. In light
of this, they are interested in our growth outlook and ability to
grow plasma collections, and continue to supply patients with
the medicines they need.”

The workload in keeping investors apprised of how business
is tracking has stepped up since the Covid-19 pandemic with
Mr Goodman noting that there has been a significant increase
in investor contact through the use of technology and virtual
meetings. Mid-cap electronics solutions company, Codan
Limited’s CEO, Alf Ianniello says “We aim to ensure investors
of all sizes, retail and institutions are provided timely updates
as they occur.”
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Supply chain disruptions and inflationary pressures were cited
by several CEOs as particular areas of concern with investors.
Jim Clayton, the CEO of kitchen appliance company, Breville
Group Limited said that “Supply chain disruptions and Breville’s
ability to mitigate by building inventory has been the major
theme in 2022 alongside how consumers are reacting to
inflationary pressures.”

Technological Take-up

Sustainability Strategy

Technology, while bringing CEOs, management and investor
relations teams closer to investors than ever before has
also played an increasing role in the companies led by the
CEOs interviewed.

Investors have demonstrated a growing interest in sustainability.
Mr Goodman agrees noting that “Investors want to discuss our
strategy, initiatives and importantly, the tangible progress we’re
making against our targets in this space. We have ambitious
yet tangible ESG targets that are integrated into our business.
These include: using renewable energy and storage, reducing
carbon emissions and creating carbon neutral buildings,
investing in regenerative agriculture and carbon sequestration,
among others.”

Goodman Group’s Greg Goodman said “The structural changes
around the growth of e-commerce and the digitisation of
purchasing and supply chains have positively impacted our
business over the last couple of years.” He explained that “We’ve
been working with technology providers and our customers to
see how we can enable our customers to get more out of their
warehouses. Understanding and improving productivity in
warehouses has been a key focus, particularly around robotics
and digitisation that improves speed and lowers costs.”
Codan’s Alf Ianniello said “As a technology company we are
constantly evaluating ways to make the business smarter,
faster and more efficient while saving costs. Investments in
business technology to connect our global sites to provide
greater security and accessibility regardless of location
has helped the company remain agile in an everchanging
global environment.”
E-commerce and the internet of things were relevant for Breville
Group with Mr Clayton outlining the “Implementation of a uniform
global platform, expansion of a digital offense and the launch
of connected products and consumer solutions” as key areas
of technological advancement for the company.

Covid Conversion
The challenges presented by Covid-19 accelerated a few
trends that Goodman Group had already been seeing and were
leveraging as part of its business strategy. Mr Goodman said
“The surge in online shopping reinforced demand for increased
supply chain efficiency for our customers. Strategic locations
became even more important as customers were looking for
properties that were closer to consumers, to provide faster
speed to market.”
Breville Group’s changes have been more tactical than strategic
in the wake of Covid-19. Mr Clayton said, “Our strategy of
increased investment in R&D, marketing and tech services,
accompanied by geographic expansion to drive top line
growth whilst maintaining double digit EBIT growth has been
unchanged. Tactically we have adjusted our inventory position
and type of marketing investment during Covid.”

At Breville, sustainability is a key focus for employees and
customers. Mr Clayton said that “Following a lifecycle analysis in
conjunction with the University of New South Wales, Breville’s
key impact areas were identified as energy consumption in use,
materials and repairability. Our sustainability initiatives focus
on these three areas as well as sustainable packaging which is
important to our teams and customers.” He added that “Our ESG
focus also includes key societal initiatives such as the launch
of our Reconciliation Action Plan and our Aboriginal Culinary
Journey art range.”
With common attributes such as being a clear and regular
communicator, having an appetite for technology, being
strategically agile and having a sustainability focus, it’s not
hard to see why these CEOs are finding favour with investors.
MarketMeter is the interactive market insights platform that
measures and benchmarks investor perceptions of Australian
listed companies. Approximately 90,000 data points were
captured on MarketMeter’s platform in the first half of 2022.
The quality and depth of the data pool is underpinned by
MarketMeter’s partnerships with Australia’s leading super funds
whose investment managers provide stock scores as part of
their responsible investment reporting processes.
In addition to being used by Australia’s super fund industry,
MarketMeter’s data is used by the Australasian Investor Relations
Association (AIRA) to determine its annual Investor Relations
Best Practice Awards. The league tables for the investor
relations industry are published on the AIRA website. E

CSL remained in a relatively steady state with Mr Perreault
stating that “Our strategy is resilient, and the pandemic has
not changed this. Our focus on delivering innovative medicines
to our patients remains our core focus and we have continued
to invest in our business to set us up for sustainable growth.”
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5 Reasons Why it’s Time to Upgrade
Your Portfolio Spreadsheet
By Angela Thompson, Sharesight

If you’ve taken it upon yourself to track your portfolio in a spreadsheet, it’s likely because you’ve
realised that your broker isn’t showing you the full picture, either in terms of your performance,
dividends, or tax obligations. While you’ve taken the first step to portfolio management and
insights, there are things you could be missing out on by relying solely on your spreadsheet.

1. Accurate performance returns
Understanding how your portfolio is doing is a key part of
being a self-directed investor. However if you’re still relying
on a spreadsheet to track your portfolio returns, there are
some key data points you need to keep track of:
• T
 he difference between your cost base for your individual
parcels, and the overall price of the holding today (or what
you sold your parcels for)
• A
 ll the dividends and distributions you’ve ever earned
• All your brokerage fees
• T
 he impacts of overseas stocks compared to the
Australian dollar
That’s simply the data you’ll need to collect and maintain.
From there, you’ll need to produce some complex calculations
to figure out your annualised returns. Unless you’re a maths
professor, this is unlikely to be an exciting activity. However,
an online portfolio tracker can automate all of this for you
so you’ll always know how you’re doing.

2. Automatic dividend tracking
As mentioned above, you should be keeping track of your
dividends and distributions as they make up part of your
overall return. This is even more important in a downturned
market, because while your holdings might be down in terms
of their share prices, if you’ve collected and kept track of a
healthy dividend yield over the years, then you can breathe
a little easier knowing you’re still above water overall.
Because most brokers (and share registries) completely
ignore the impact of dividend yield on your returns, it makes
sense that many investors turn to a spreadsheet to try to
figure it out. But doing so involves staying on top of all your
dividends and manually adding them to your spreadsheet.
That alone can be a tedious and error-prone process.
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This work becomes exponential if you’ve chosen to participate
in a dividend reinvestment plan (DRP). In that case, you’ll need
to factor those dividends as additional “buy” purchases, which
then factor into your cost bases and overall returns. While
this can be quite cumbersome with a spreadsheet, thankfully
there are online portfolio trackers that will automate it for
you. Dividends flow into your portfolio as they’re announced,
and all you have to do is review and confirm them.

3. Mergers and stock splits
If you’ve ever had a holding impacted by a merger or
stock split, then you know that most broking platforms
don’t manage them very well. The Coles demerger from
Wesfarmers, and BHP merger with Woodside are a couple
recent examples. Your broker and share registry will
eventually display the new holding amounts in your portfolio,
but your cost bases and historical performance are entirely
forgotten. This not only impacts your performance returns,
but also has tax implications when you sell the holdings.
Tracking corporate actions in a spreadsheet can get tricky,
but a good portfolio tracker will automate them for you,
or provide instructions on how to make the adjustment
in your portfolio so your historical costs and performance
are maintained.

4. Benchmarking
Benchmarking is a helpful way to determine whether your
stock-picking is paying off. You can compare your overall
portfolio to a market-tracking ETF, or backtest how an
individual holding fared against another stock. While this
can be quite tedious to do in a spreadsheet, it’s easy to do
with an online portfolio tracker and will allow you to easily
compare returns in terms of capital gains, dividend yield,
and currency impacts, at any point in time.

5. Cost savings (and fewer
surprises) at tax time
Whether you lodge your own tax return, or work with
an accountant, using a dedicated tool that automates
your investing tax data is priceless in terms of cost and
time savings.
Sharesight, for example, includes a Taxable Income Report
that lists all the dividend, distribution and interest payments
you’ve received. It even includes franking credits. And for
those investing in managed funds and ETFs, it allows you to
update any automated data with the annual tax statements
you receive from your fund providers.
Furthermore, if you’ve sold any shares during the year, you
should look for a portfolio tracker that includes a capital gains
tax report that automatically calculates your earnings from
sold shares, both short (sold within a year of being bought)
and long term. It should include the ability to model various
sale allocation methods (FIFO, LIFO, etc.), to get the best
capital gains outcome for yourself. This can be done with
just a few clicks, without the complex calculations required
in a spreadsheet.
These examples of automated tax reporting make it easy
to lodge your return yourself, or via your accountant with
secure access to your portfolio. Not only does this save you

time and money at tax time, it also puts you in a position to
do forward-looking tax planning throughout the year.
Moving from a spreadsheet to a modern online portfolio
tracker involves a bit of work initially in terms of loading
your trading history. But the investment quickly pays off,
as the insights you’ll gain will help you get the most out of
your portfolio in the long run. And as a bonus: if you derive
income from the sharemarket, your subscription to an online
portfolio tracker is very likely tax-deductible — just check
with your accountant for details.
Sharesight is the award-winning portfolio tracker used by over
300,000 investors to automatically track their performance,
dividends, and tax.
To learn more about Sharesight and to save 50% on a
subscription, visit sharesight.com/asa E

Delving into the Mind of
Dr. Dambisa Moyo
By Des Moriarty, Monitor and Convenor, ASA

In the April edition of EQUITY readers saw how Dr. Dambisa
Moyo’s recent book ‘How Boards Work’ gave perspectives for the
monitoring process. This August, investors have a golden chance
to see and hear more from Dr. Moyo. More on that in a moment.
For those of us unfamiliar with Dr. Moyo and her work, here’s a
brief backgrounder.
Dr. Moyo is a director on the audit committee of the US$285
billion company Chevron. Needless to say, auditing such a large
company is demanding but also consider what it means given
Chevron’s wide geographical footprint. It operates in some 180
countries, so a company and board that must answer to many
peoples and cultures. If you get a moment, glance through the
membership of its board: the broad diversity of its footprint is
reflected there. Dr. Moyo herself is Zambian born and adds the
clout of Harvard and an economics doctorate from Oxford. Dr.
Moyo is also a director of 3M Corporation, a US$75 billion capital
goods company that comes into our houses under the ScotchBriteTM band. 3M is a company strong on ESG and innovation.
And there’s more to commend her to investors than her many
directorships, so let’s turn to her wider thinking: Dr. Moyo’s had
four best sellers on the New York Times list starting with a book1
that countered the Live Aid saga with ‘Dead Aid,’ where she
argues that much Western foreign aid merely keeps people poor
(and unpleasant people in power.) Then came books crying out
for failing capitalism to pick up the ball – Dr Moyo phrases that
somewhat differently - where she argues the need for Western
democracies in particular to change brings in perspectives
on political and company governance and roles that confront
directors everywhere.
Looking back, these books carry the thesis that the West has been
deceiving itself on matters of risk if it really wants prosperity and
economic growth for its peoples. Her books are Edge of Chaos:
Why Democracy Is Failing to Deliver Economic Growth – and How
to Fix It (2018), Winner Take All: China’s Race for Resources and
What It Means for the World (2012),How the West Was Lost: Fifty
Years of Economic Folly and the Stark Choices Ahead (2011).
Take, for example, her discussion of risk in How Boards Work.
There Dr. Moyo grapples with and goes beyond with the confluence
of issues raised by lobbies for gender and pay equity to issues
of societal and environmental impact that boards have to be
mindful of. Those issues might be gun control in the US where
some retailers will not display guns to dealing with scope three
emissions for miners. Dr. Moyo argues boards put their investors
at risk when they look to financial metrics only and so failing to
lock in metrics which have a social and cultural basis in line with
their communities’ aspirations. Risk that often determines their
companies’ trading lifespan.
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Prophetically in the Harvard Business Review some four years ago,
Dr. Moyo asked in the if businesses were preparing for the risks
of trading in what she saw, so perceptively as developing siloed
and protectionist conditions where trade is to be managed in a
deglobalising world2. Needless to say, recent geopolitical events
have made that clear to every investor and director.
While Dr. Moyo addresses and commends ESG issues to investors
and boards, tackling those issues is not without risk. Prophetically
once again Dr. Moyo writes not only for the third world when she
says in mid-2021 that “calls to defund energy companies to combat
climate change ignore the fact that such an approach would risk
fuel shortages and price spikes, adding to grinding poverty among
the 1.5 billion people who still lack access to affordable and reliable
energy3.” Dr. Moyo has broad concerns with activism and argues
in the same article that if left unchecked “an aggressive ESG
agenda could do more harm than good.”
And now the opportunity to see and hear more from her. With her
usual fee for a keynote starting at US $50,000, we have the chance
to attend a Dambisa virtual keynote free at this year’s Diggers
and Dealers Mining Forum in Kalgoorie. She’ll be speaking at the
conclusion of the opening ceremonies, so 09.15 (Perth time) or
soon after on Monday August 1. To find her go to https://www.
diggersndealers.com.au and click the link titled Livestream. Or
better, perhaps, register on the Contact Us link on the Forum
page and that will let you into all the presentations. At the time of
writing, we don’t have a title for the keynote. It is to be arranged
between the Forum committee and Dr Moyo closer to the event.
For readers who come across this later in August, Diggers and
Dealers will likely post a recording of Dr. Moyo’s keynote and all
the presentations on its website. Investors with an interest in
mining and resource companies should find a number of this
year’s 70 corporate presentations of interest. Certainly a number
of us in Adelaide will be keen attenders following a talk earlier
this year by South Australian member David Wilson on valuing
pre-revenue mining and exploration companies. David comes
from a strong background in mining. E
1

M
 oyo, D. (2009). Dead aid: Why aid is not working and how there
is a better way for Africa. New York: Farrar, Straus and Giroux

2

Are Businesses Ready for Deglobalization? Harvard Business
Review, December 06, 2019 and also Chapter 4, How Boards
Work: And How They Can Work Better in A Chaotic World by
Dambisa Moyo. Copyright © 2021. The Bridge St Press. An
Hachette UK Company.

3

D
 ambisa Moyo Post-Financial Capitalism. July 2021 https://
www.themandarin.com.au/163828-fuzzynomics-and-12-otherattempts-to-name-our-new-era/

Avenues to Invest for
Children or Grandchildren
By Noel Whittaker, Personal Finance Author

The best investment of all is teaching your children how to save,
but difficulties arise when you try to put a strategy in place. A
major stumbling block for parents appeared when the then Prime
Minister Malcolm Fraser decided to close a perceived loophole
whereby wealthy parents invested money in their children’s names
to save tax.
In fact, it wasn’t a loophole because the tax office has always had
the power to assess interest to the person who they believe is the
beneficial owner. However, Malcolm had his way and the ‘unearned’
income of children is now taxed at 66% once it exceeds $416 a
year, until it reaches $1,445, after which 47% tax applies on the lot.
The regulations are far reaching and ‘unearned’ income includes
interest on gifts from grandparents and even family allowance.
The position is further complicated because most fund managers
refuse to accept direct applications from minors because of
possible legal ramifications. For example, if a child invested in
a share trust and the units in that trust fell in a market crash the
child could argue that he or she did not have the understanding
necessary to participate in this investment and ask for a refund.
Also, while stockbrokers are generally prepared to buy shares in
the names of children, the articles of some companies, expressly
prohibit ownership by people under 18.
Banks are happy to open accounts for children but then they are
happy to take money from anybody, particularly when they can pay
minimal, or even nil, interest and decimate the balance by fees.
Given that leaving the money in the bank is a disincentive to a
child and nobody else will take it, this leaves the parent with three
choices: investing it as trustee for the child, investing it in the
parent’s name, or investing it in insurance/friendly society bonds
that need not create an annual taxable income for the parent or
the child. Let’s look at them individually.

Investing By The Parent As Trustee

Investing Directly By The Parent
A better strategy in some cases is to invest in the name of the lowest
earning parent. Provided the parent earns less than $45,000 a year,
the maximum rate of tax is 19% and all income that is derived from
franked dividends is tax free because of the imputation credits. It
also reduces the possibility of the tax office disputing ownership
because parents are free to give money to their children whenever
they wish. The only disadvantage is that capital gains tax will apply
if the parent transfers the asset to the child at a later date.

Investing In Insurance/Friendly
Society Bonds
These are the ideal investment where both parents are higher
income earners because after next June the bond fund itself will
be paying tax at no more than 30%. A further benefit is that the
earnings on bonds started before next July can be cashed in tax
free after 10 years, while the earnings on bonds started after July
1 can be deferred indefinitely at the discretion of the bond holder.
Once the child reaches 18, the bond may be transferred and there will
be no CGT payable. Any tax liability that has accrued with the bond
will be borne by the child who can still cash the bond immediately
or continue to defer the income indefinitely.
Complicated? A little. But take the time to get to understand the way
it works. There is no time like the present to invest on your child’s
behalf and getting your child involved in the process will bring. E

Noel Whittaker is the author of Retirement Made Simple and
numerous other books on personal finance. His advice is general
in nature and readers should seek their own professional advice
before making any financial decisions.
Email: noel@noelwhittaker.com.au

This is the most common strategy but most people have no idea of
the possible consequences of doing it. It does not get you around
the punitive children’s tax rates because the trustee will be assessed
at 66% and there is a major difficulty in that the parent must at all
times act as a bona fide trustee and not intermingle trust money
with their own.
For example, in a leading tax case a couple accumulated a
substantial sum in a trustee bank account and then withdrew
it to buy a unit for the use of their children while they were at
university. The parents decided to put the unit in their own name
and not the children’s name - the tax office successfully claimed
that the money was in fact the parent’s money and assessed them
for five years back interest.
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Lessons For Generating Positive Returns
During Sustained Bear Markets
By Nicolas Bryon, Fund Manager and Co-Founder, APSEC and HALO Technologies

Insights into a successful long/short
investment strategy – learn how the
Atlantic Pacific Australian Equity Fund
(APAEF) has maintained positive returns
while equity markets tumble.

Inflation shock
– the bears are roaring
The trillions of dollars of stimulus propping
up economies and asset markets since
the March 2020 COVID-19 crash have
now, inevitably, led to overheating global
economies and surging inflation which
central banks globally are struggling to rein
in. Rising interest rates have led to steep
falls in equity markets globally, with the
major US markets officially in bear territory.
As at June 30, the S&P 500 had fallen 20.6
per cent from the start of January, with the
Nasdaq index down 29.5 per cent for the
same period.
Australian markets buffeted by resources
and with a lower concentration of tech
stocks have fared slightly better, but are
still substantially down across the past
12 months.
The Atlantic Pacific Australian Equity Fund
(APAEF), though, has maintained strong
performance momentum in the face of this
sustained market and geopolitical volatility.
For the 12 months to June 30, 2022, the
APAEF has delivered 17.9% vs the S&P/
ASX 200 returning -6.5%, an excess return
of 24.4%*.
This article will examine our defensive
strategies to minimise losses and give you
practical insights into how we’re identifying
opportunities for growth in current
market conditions.

A core focus on
downside protection
The APAEF is a long/short (hedge) fund
which typically buys or short sells Australian
listed securities and ASX200 futures
contracts, offering downside protection,
while still providing strong upside returns.
For many investors, hedging is associated
purely with speculation – using leverage
to gamble on outsized returns, with the
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accompanying risks of equally outsized
losses from adverse events.

Visual representation of security
prices inputs

We treat the market differently though.
While we do profit from our successful
hedging positions, our core focus has
always been on risk management, which
we believe is key to long-term wealth
generation. We’ve achieved this partly
through our use of hedging instruments,
but also through a conscious strategy of
avoiding speculating in stocks where the
underlying valuations don’t stack up, as was
common in recent years.

a. E
 PS and Target Price revisions – are
analysts downgrading or upgrading?

We’ve always been deeply concerned about
the potential consequences of sequencing
risk, especially for investors in, or nearing
retirement. After all, it always takes more
than the initial loss to recover from a
drawdown in your holdings – a 20% drop
would need 25% growth, while a 50% drop
would need 100% gain just to break even!
Pleasingly, our focus on downside protection
means the largest drawdown (drop in
portfolio value) the Fund has experienced
in 9 years since inception in June 2013 is
only -7.7%, while the largest drawdown for
the S&P/ASX 200 in the same time period
was -26.7%.

Identifying emerging value
opportunities with HALO, our
competitive information edge
Our approach to identifying positive
investment opportunities through this
volatile period is maintaining a robust
and repeatable process to understanding
security price formation, to help time entry
and exit into stocks, rather than the market.
In 2017, I helped co-found the HALO
investment solution (ASX: HAL), to provide a
better balance of information and usability
than the institutional tools I’d been using for
20 years as a fund manager.
HALO underpins the structured analytical
framework we use daily to assist in
understanding how a company has operated
in the past and how it could perform in the
future, giving investors the tools to time
the entry and exit of individual company
prices, including:

b. HALO Monitors and Signals
c. Announcements or dividends
d. Technical Analysis of price formation
High level fundamental information
a. P
 rofit and Loss, Balance Sheet, Free
cashflow and ratios
b. Shows you where a company has come
from and where it is going
c. Table and graphical representations
Valuations and Recommendations
a. Long times series across Forward PE,
P/B, EVEBITDA, Yield
b. R
 ecommendation breakdowns and HALO
Consensus Score
Other key features
a. E
 xchange announcement search –
Presentations are more current than
Annual Reports
b. W
 ebsite URLs – Get to know the company
through their eyes
c. C
 orrelation with other companies – know
when you are doubling up exposure
This framework and other insights into
how I use HALO to help manage the Fund
are covered in more detail in our recent
ASA Member webinar, which I invite
you to watch for deeper lessons into
finding growth opportunities in these
volatile times.
I’ll leave you with this chart we recently
shared with our Fund investors, showing
the journey we’ve been on for the past year
with Seven West Media Ltd (ASX: SWM).
The chart details the multiple points over the
year where HALO and our proactive trading
methodology helped us to successfully
buy and sell the stock at highly favourable
prices, including a nearly 30% bounce in
the last fortnight of June alone!

HALO Chart of Seven West Media Ltd (ASX: SWM)

Source: APSEC Funds Management, July 2022

Investing with APSEC Funds Management
If you would like to learn more about the APAEF or HALO, please give us a call on 1300 379 307 or email us at enquiries@apsec.com.au.
The APAEF accepts applications daily with a cut-off time of 2pm AET. E
APSEC fund manager and HALO co-founder- Nicolas Bryon has been managing multi-billion dollar portfolios for global financial
institutions for over 20 years and has seen many crashes, corrections and recessions.

ONLINE COURSE!

masterclass
estate planning
for beginners

with Peter Bobbin, Principal Lawyer,
Coleman Greig Lawyers.
20+ videos covering many aspects
of estate planning.

Learn more

https://www.australianshareholders.com.au/Masterclass

Why the Fed isn’t Riding in to
Rescue Markets
By Daniel Moore, Portfolio Manager, Investors Mutual Limited

Underpinning investor sentiment during the markets’ long bull run from
2010 to 2021 was the psychological safety-net known as the ‘Fed put’.
While ultra-low interest rates and massive money-printing exercises
set the stage for rising markets, the Fed Put (the belief that the Fed –
the US Federal Reserve Bank – would step in and boost markets to halt
a significant correction) accelerated the rise and played a major role
in promoting risky investing behaviour. In the same way that kids feel
safe climbing trees and jumping into the sea when their parents are
around, investors felt safe taking greater-than-normal risks as they
knew the Fed would step in and save the day if investments turned sour.
Everyone knows about the trillions that the Fed printed to prop up
markets in 2020 but a better example for right now is what happened
in 2017-2018. Back in late 2017 the US economy and markets were
going well, so the Fed started to remove some of the money it had
previously injected into markets. It stuck to this policy despite things
looking a little shaky early in 2018, but then in December 2018 when
the S&P 500 dropped nearly 16% over three weeks, the Fed changed
course. By mid-2019 it had stopped removing money from the system
and in October 2019 it announced a new injection of money. Investors
breathed a sigh of relief and happily paid higher and higher prices
for speculative, unprofitable tech companies and unproven (and
fundamentally worthless) asset classes like crypto. The Fed was able
to ‘justify’ this, because at the time inflation was still below its target
rate of 2% (although only just).

So, is the Fed put off the table?
Yes, at least for now. Unlike in 2018, the Fed can’t print more money to
save markets as the consequence is likely to be even higher inflation.
And not just higher, temporary inflation but an entrenched upward
inflationary cycle that is incredibly hard to bring down again. What the
Fed dreads, as do all central banks, is becoming the next Argentina,
Brazil or Turkey ¬¬— countries where inflation has spiralled out of
control beyond the ability of either monetary or fiscal policy to rein
it in. Once people lose confidence in the ability of central banks to
control inflation, then they start to bring forward spending (as they
know things will cost a lot more next month) and the self-perpetuating
cycle continues.
From 2008 to 2021 the Fed printed an extra US$8 trillion without any
noticeable impact on inflation. Now, with inflation at levels that many
developed countries haven’t seen in decades (8.6% in the US, 9.0% in the
UK and expected to be 7% in Australia in December) central banks know
that any attempt to prop up markets is likely to feed the inflationary
cycle. They know that printing more money will have immediate, serious
consequences. Their number one priority is now controlling inflation
and stabilising prices — everything else is secondary.
As Fed Chairman Jerome Powell said recently:
“The process of getting inflation down to 2 percent will also include
some pain, but ultimately the most painful thing would be if we were
to fail to deal with it and inflation were to get entrenched.”

Learning from the contrarian central bank
Most central banks in developed countries are following a similar
approach to the Fed — raising interest rates and selling government
bonds. But there is one developed-economy central bank that’s
following a different approach — the Bank of Japan (BOJ). Despite
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rising inflation increasing the cost of essentials in Japan (though not
at as high a rate as many other countries) the BOJ is continuing to
maintain its policy of keeping interest rates at 0.25%. But, it’s finding
it increasingly difficult.
On Monday, 20 June the BOJ bought a record US$81 billion in Japanese
bonds. This calmed markets, but most analysts see it as a temporary
reprieve. The Yen has also collapsed, dropping more than 15% this
year to a 24-year low. Hedge funds are shorting Japanese bonds at an
incredible rate, knowing it’s almost impossible for them to lose money
while the BOJ maintains its 0.25% policy. The BOJ now holds more
than 50% of all Japanese government bonds, a record high. The longer
the Japanese central bank maintains its policy against globally rising
rates, the more money it has to print, the more the currency falls, and
the greater imported inflation Japan will have. The fact that Japan
imports the majority of its food and energy, in a time of very high food
and energy prices, makes the falling Yen even more of a problem.

How much of a drop in markets is acceptable to
the Fed?
The question that investors most want an answer to is: when will we
know we’re at the bottom of the market? How low do markets have to
go before the Fed steps in? Of course, nobody knows, but this is really
the wrong question. Saving markets is not central banks’ number one
concern right now, particularly when their credibility is so under threat.
To quote Mr Powell again:
“Restoring price stability is an unconditional need — it's something we
have to do. <Price stability is> the bedrock of the economy.”
While we must take these kind of central bank statements with a
healthy dose of scepticism, the change in language and priorities is
clear. Central banks will not start printing money again while inflation
is so high, and we haven’t seen any signs of inflation turning yet.

So, if the Fed doesn’t have your back, then
where should you put your money?
For starters, it’s probably a good idea to get off the monkey bars and
sit in the sandpit for a while — risk is out of favour. And when risk is
more risky than normal then it pays to invest more conservatively.
With the market dropping we’re finding plenty of opportunities to
invest in well-established, profitable companies with strong recurring
earnings at valuations that are a lot more attractive than they were
three months ago. E

Daniel Moore is a Portfolio Manager for Australian equities fund
manager Investors Mutual Limited.
While the information contained in this article has been prepared with
all reasonable care, Investors Mutual Limited (AFSL 229988) accepts
no responsibility or liability for any errors, omissions or misstatements
however caused. This information is not personal advice. This advice
is general in nature and has been prepared without taking account of
your objectives, financial situation or needs. The fact that shares in a
particular company may have been mentioned should not be interpreted
as a recommendation to buy, sell, or hold that stock. Past performance
is not a reliable indicator of future performance.

Continuing to Invest in a
Bear Market
By Caity Somers, ASA

Continuing to Invest in a Bear Market
As someone newly immersed in the world of investing, it’s impossible
to ignore the brutal probability of dealing with a bear market.
I began investing just over 2 years ago, and to be honest, my portfolio
isn’t looking too flash. It’s gut wrenching to look at my SelfWealth
dashboard and see every ETF I’ve invested in appear in the red.
Despite the animosity of the current market, I’ve set the intention
to keep my investing strategy the same.
Why?
Every podcast I listen to, every article I read and every mentor I
talk to have the same advice in common - just stay consistent.
History has shown that bear markets always recover and, as long
as I’m patient and non-reactive, any purchases I make during this
period will continue to compound in the long run. The key is finding
a strategy that aligns with my personality and strengths so I can
withstand the emotional side of a market drawdown.
I’m lucky to have learned lessons from owning a small business
and years as a competitive athlete. In both cases, victory is born
from consistent actions and progressive improvements over a
long period of time. It’s not one marketing campaign that built our
customer base. It wasn’t one workout that changed my physical
abilities. It was years of learning and implementing, striving for
micro-improvements and - most importantly - not losing my mind
when inevitable backwards steps occur!
As the saying goes, it takes 20 years to become an overnight success.
With this in mind, the best way for me to keep my eyes on the
horizon and get closer to achieving my financial goals is to stick
with dollar-cost averaging. Let's take a look at how a bit of discipline
now will provide lots of freedom in the future.

What is dollar-cost averaging?
Dollar-cost averaging, or DCA, is an investment strategy that
spreads out the purchase of an individual stock or fund over several
smaller purchases.

For more than 100 years, the market has rebounded from lows
to new all-time highs. The DCA strategy is most powerful when
an investor can stick with it during a bear market and bring the
average buy price of their assets down.
2. It aligns with my budget.
As someone still in my 20’s, there isn’t much room in my budget
for throwing large lump sums into the market. DCA allows me to
choose an amount that I’m comfortable with and just incrementally,
consistently invest over time. I’m essentially investing the exact
same as I would building an “emergency” or savings account!
3. It rewards consistency and habit
I cannot control the market. What I can control, however, is my
ability to build sustainable habits and repeat them for years to
come. I always bring it back to the example of exercise. Going to
the gym and looking after your health is, in its foundation, a habit.
Stop exercising for a week, a month, even months on end, and
you make rebuilding that habit an extremely challenging process.
By reminding myself of the implications of putting investing on
hold, particularly to my wealth long-term, I’m quickly reassured
that DCA in a bear market is the right decision for me.

So, how do you invest using
dollar-cost averaging?
I’ve gone about implementing a dollar-cost averaging approach by
the following these basic steps:
Step 1: D
 etermine how much you would like to invest into all and
any investment vehicles.
Step 2: Select the investment you’re going to diversify into.
Decide which investment you're interested in achieving
	
dollar-cost averaging for, such as a mutual fund, ETF,
or stock.
Step 3: D
 ecide on the frequency in which you’ll make
your investments.

In simple words, instead of dropping a huge lump sum in the
markets, a “dollar-cost averaging'' investor sets smaller recurring
purchases (weekly, monthly, etc) and constantly buys assets without
caring if they’re currently “cheap” or “expensive”.

Would you like to invest weekly, fortnightly, monthly or quarterly?
In this step you’ll want to consider brokerage fees. For example, by
investing quarterly, you will spend less overall on brokerage than
if you were to purchase weekly.

For me, DCA is the perfect strategy for both my income and
experience, for 3 main reasons:

Step 4: Automate the DCA or make manual purchases. Using digital
platforms that automatically draw your savings and invest it into
your chosen assets is a great way to delegate the responsibility if
you are confronted by these steps.

1. It removes emotion from the equation.
If you’re someone likely to be influenced by media headlines or the
decline of your portfolio, a DCA strategy is something you should
consider. We all know that our decisions can be skewed when
emotions are involved!
DCA in essence rewards long-term thinking, rather than short-term
gratification. As Warren Buffett said himself - “The stock market
is a device transferring money from the impatient to the patient”.

Bottom Line
It can be tempting to resort to panic selling during a bear market,
but this isn’t a wise strategy for those wishing to build long-term
wealth. History has shown that market downturns don’t last forever
and, on average, bull markets tend to last longer than bear markets.
That’s why holding onto shares of excellent companies (even through
the worst of bear markets) and continuing to invest is so worth
it. With enough time, you can become an overnight success. E
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The Gap Between Commitment
and Reality on Climate Change
By Diana El-Alam, Research Contributor, Altiorem
and Saul Wodak, Associate Advisor, The Behavioural Insights Team

Research by MarketMeter finds that climate risk management is close to the bottom of investment priorities in a sample of 115
institutional investors. This remains relatively unchanged over the past year, despite increased rhetoric by major firms that
they are engaging with the opportunities and risks associated with the climate crisis. So is this just corporate greenwashing,
or are there deeper issues at play?
Global warming is having an increasing impact on society with
more frequent and intense heat waves, droughts and flooding
across the world. The last year has seen record-breaking flooding
in Australia, India and Africa, and wildfires in Europe and the US.
As climate impacts increase, so too have the promises of action
from governments, business and investors.

to climate change to protect the economy, despite huge disruptions
in energy markets and the fallout from the AGL shareholder action.

Globally, many companies are announcing green products and
net-zero emission targets. 73 asset owners (inc. super funds) with
US$10.6 trillion in assets and 273 asset managers with assets of
US$61.3 trillion have committed to achieve net-zero investment
portfolios by 2050. These commitments include some of the largest
investors in the world like BlackRock, Vanguard and State Street.

Yet their attitude toward climate risk has
changed in the past 12 months

However, recent headlines have cast doubt over the veracity of
these commitments. In the US, the SEC has charged BNY Mellon
Investment Adviser for deceptive ESG investment conduct. The SEC
has also opened an investigation into some Goldman Sachs ESG
funds. In Europe, the emergence of a whistle-blower at Deutsche
Bank and accusations of greenwashing led to a police raid and the
resignation of their CEO.

“It's a slow moving beast and careful analysis is needed
before making decisions so the current pace
seems adequate”

64% of institutional investors said their attitude towards climate
risk has changed in the past 12 months. A key focus is the impact
the Russia/Ukraine war might have on climate change and energy
security, which may accelerate investment in renewable energy. In
addition, 59% of investors expect a company’s value to be enhanced
if it has strong climate credentials.
“Climate risk has taken a slight backseat to the broader
energy crisis underway at the moment… this is likely to
swing back in the not too distant future.”

In addition to regulator action, the market is also responding to
greenwashing concerns, with Morningstar cutting 1,200 funds from
its European sustainable funds list after a review.
Understanding the reasons for these gaps between commitment
and action is crucial if markets are to respond to and address
climate risks.
In 2021 approximately 90 Australian institutional investors and
equity analysts were surveyed by MarketMeter1 to assess how they
prioritised a set of 27 corporate performance metrics. Climate
risk management ranked in the bottom quartile of performance
metrics considered by professional investors. The 2022 version
of the research, with its sample size of 115 institutional investors,
found that climate risk management was still close to the bottom
of investment priorities. Despite climate disasters, the increased
urgency of the Glasgow COP and the rush of climate commitments
by investors globally, climate risk continues to be downplayed.
To explore this, we asked institutional investors about their
attitudes and beliefs towards climate risk. They told us:

The markets are already responding at the
right pace
63% of institutional investors indicated that they were satisfied
with the awareness of and response to climate change by the
management teams of listed companies. This was supported by
investor views that an orderly transition is required when responding
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So is this greenwashing or a lag in investors
embracing their own perceptions?
The results suggest a disconnect where investors see value in
incorporating climate risk, but they don’t prioritise it. They also
believe markets are responding fast enough, despite energy stocks
rallying as temperatures soar and wildfires burn.
There are many explanations for these disconnects. In A 2020 CFA
institute survey only 11% of investors felt they were proficient at
integrating sustainability into their investment analysis, pointing at
barriers including a lack of data and regulatory imperative to act. In
addition, the focus on the Russia/Ukraine war in the MarketMeter
survey highlights how immediate concerns can overshadow
perceived long-term concerns around climate change.

Brickbats
Brickbats to each of eight self-managed superannuation fund (SMSF) auditors who
ASIC has acted against over the period 1 March 2022 to 30 June 2022.
ASIC has deregistered five SMSF auditors and imposed additional conditions on the
registration of three others. Seven were referred to ASIC by the Australian Taxation Office
(ATO), and the remaining auditor had issues identified by ASIC. Issues included breaches
of obligations including auditing and assurance standards, independence requirements,
and registration conditions such as the individual was not a fit and proper person to
remain registered.

BRICKBATS
& BOUQUETS

In the media release ASIC Commissioner Sean Hughes is quoted as saying, ‘ASIC expects
SMSF auditors to adhere to the ethical and auditing standards given the fundamental
role they play in promoting confidence in the SMSF sector. ASIC will continue to take
action where the conduct of SMSF auditors is inadequate. These actions help protect
the integrity of SMSF audits.’
Having a robust SMSF audit practice, and avoiding regulatory missteps, starts with the
SMSF auditors meeting the requirements.
Bouquet to ACSI (formerly Australian Council of Superannuation Investors, whose members
include 29 Australian and international asset owners and institutional investors with over
$1 trillion in funds under management.)
At the end of June, they published their report ESG reporting trends: A detailed assessment
of ESG reporting in ASX200 companies. The report has categorised the disclosures
of ESG risks by companies in the S&P/ASX200 Index and provides the names of the
companies in each industry sector under the five categories – none, basic, moderate,
detailed, comprehensive.
ACSI began its annual ESG reporting project in 2008, when 31 Australian listed companies
provided investors with ESG disclosures rated ‘Detailed’ or ‘Comprehensive’. That number
has grown to 140 in 2021. ACSI’s reports and engagement have assisted companies in
benchmarking their disclosures with their peers, and this latest report will be helpful for
ASA monitors as they talk with the monitored companies on ESG.
In this report, ACSI notes the management or performance in response to those disclosed
risks are not rated, but better disclosure is highly correlated with better performance and
management outcomes. Of the 13 companies categorised as ‘No Reporting’, just over half
are new to the index, and we expect ACSI and other investors will engage with them on
ESG now their profile has lifted.
Members are welcome to send in their suggestions to equity@asa.asn.au. Comments
included here do not necessarily reflect those of all members.

Continued - The Gap Between Commitment and Reality on Climate Change
“Climate risk has become mainstream and important to address
substantively rather than just window dressing.”

1 

Whatever the reason for the disconnect, substantive action cannot
be substituted with greenwashing. The Australian Securities and
Investments Commission (ASIC) has recently announced it will
be scrutinising investment products and their associated ESG
credentials with the aim of preventing greenwashing and misleading
claims of sustainable investments by superannuation funds and
investment managers.

MarketMeter’s scoring methodology aims to capture the collective
views of the institutional investment community on corporate
performance. Corporate performance is assessed on ESG,
Financials, Management, Strategy and Shareholder Engagement
criteria with each listed company scored across 27 sub-categories.
The relative importance of these 27 sub-categories is also assessed.
Respondents are drawn from buy and sell side equities analysts,
portfolio managers and research sales teams via secure links.

With regulation gaining pace both at home and abroad, financial
institutions need to ensure they invest in the resources required
to properly integrate climate change risk management into their
investment frameworks. Failure to do so could see them funding
the gap between commitments and reality. E

MarketMeter is the interactive market insights platform that
measures and benchmarks investor perceptions of ASX companies.
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Make Haste Slowly
By Chris Mayer, Woodlock House Family Capital

A couple of weeks ago, I gave a presentation at our annual meeting
at the actual Woodlock House in County Waterford, Ireland. I kicked
it off with a reference to an old latin phrase, “festina lente.”

Thus, giving in to those pressures, people often engage in
counterproductive behavior. In my talk, I shared a quote from
Akre Capital Management that really nails it:

I had been reading The Art of Worldly Wisdom: A Pocket Oracle, a
book written in 1647 by Baltasar Gracian, who was a witty Jesuit
from Spain. His book of 300 aphorisms, with his commentary on
them, has been translated into many languages and has earned
the praise of many philosophers ever since.

“Examples of such counterproductive behavior are well known
to all of us: trying to sell before the next recession, trying to buy
just before the next bull market, “repositioning” portfolios based
on what is supposed to do better in the new paradigm, dumping
stocks during a downturn, which deprives oneself of the means
to eventually recover. People do these things because they are
intuitive, because these actions appear rational in the face
of heightened concern and uncertainty. This is precisely why
compounding over the long term is so challenging and rare: it
demands counter-intuitive and seemingly irrational behavior.”

Arthur Schopenhauer loved it so much that he prepared a German
translation himself. Schopenhauer said it was particularly good for
young people, as it would give them experience it would otherwise
take years to obtain. “To read it through once,” he wrote, “is obviously
not enough; it is a book made for constant use.”
And Nietzsche wrote that “Europe has never produced anything
finer or more complicated in matters of moral subtlety.” (These
comments come from the introduction by Christopher Maurer,
who translated the edition I have).
Intrigued?
Some of the advice is straightforward (“Never compete with
someone who has nothing to lose.”) Some of it is cryptic. (“Write
your intentions in cipher.”) Some of it is familiar. (“Mind your own
business.”) And you will surely disagree some. (“Don’t keep company
with those who will make you seem less gifted.”) His commentary
on these maxims can be digressive and fragmentary. But all of it
is entertaining and thoughtful.
Anyway, there is a passage where Gracian talks about the motto
“festina lente.” This Latin phrase is usually translated as “make haste
slowly.” One must be very patient and yet ready to act swiftly. And
the fastest way to achieve your goals is sometimes by doing nothing.
The motto was a favorite of the Roman Emperor Augustus.
Engravers captured the idea with an emblem of a dolphin wrapped
around an anchor, which they stamped on coins. Another emblem
captured the same idea with a crab and a butterfly; again marrying
this idea of fast and slow.
Festine lente recurs throughout history and has
been captured in a variety of images, such as a
rabbit coming out of a snail shell. The Medicis
chose it as their motto and illustrated it with a
sail-backed tortoise.
I thought the idea beautifully captured an important idea in investing
that is often counterintuitive: to get where you want to go the
fastest often means acting very slowly if at all.
In other words, harnessing the powers of compounding requires
you to sit still most of the time. (Munger’s first rule of compounding:
“Never interrupt it unnecessarily.”) This seems obvious on reflection,
but it is hard to do because everything in our culture nudges us
to “do something.”

20 AUGUST 2022 EQUITY

It does seem incredibly counterintuitive to say, “No, you shouldn’t
try to sell before a recession.” Or: “No, you shouldn’t ‘reposition’
your portfolio based on recent events.” Don’t these seem like
logical things to do?
Not if you want to enjoy the wonderful effects of compounding
capital over long periods of time. The main problem with trying to
do the above is they are too hard to do well enough. You have to
think about trying to do these things repeatedly over a lifetime of
investing. The odds against you are very great. Sure, you may be
right sometimes. But you will most certainly sit out stretches of
time where you could have earned great returns because you’re
afraid of a recession. Odds are you won’t get those “repositionings”
right repeatedly either.
Just think of all the decisions you have to make during just a
single year, trying to call the twists and turns of the market. What
a frazzled existence!
And don’t forget about the after-tax effects of all this activity on
your returns. (I often wonder, when I see funds report returns and
see high turnover in the portfolio, what the after-tax returns would
look like. Over time, taxes are a tremendous drag).
During bear markets, the temptation to do something is even
greater. And it is during these times when it is most important to
sit still. As Gracian wrote during the bear market of 1647:
“Leave things alone. Especially when the sea – people, your friends,
your acquaintances – is stirred up … It takes little to muddy a stream.
You can't make it grow clear by trying to, only by leaving it alone. There
is no better remedy for disorder than to leave it alone to correct itself.”
I’m kidding about the bear market of 1647. But Gracian, at times,
sounds like he is giving Buffett-esque investment advice:
“Know how to wait… Never hurry and never give way to your
emotions… Fortune gives large rewards to those who wait.”
It’s unpopular to be an optimist right now. Everyone seems to want
to pile on with some dire prediction about what comes next. But
for me, it is hard not to be optimistic when I look at what I own in
the portfolio today.

My businesses are compounding capital at a high clip. They have strong competitive advantages. The people running them have skin
in the game. The balance sheets have no net debt, or not much of it. I believe this collection of businesses I have today will be worth
substantially more over the next decade. It would be nuts to sell them today. Better to add to them if anything – many trade at prices
a third or more off their highs.
I often try to show, somehow, how my businesses are doing as businesses – without just looking at the stock price. In my last piece,
Hold Fast: Tips for 100 Baggers (June edition), I shared an idea I got from Thomas Phelps in 100 to 1. He made a table with basic financial
information and asked if, just looking at these figures, you would ever sell the stock. With quality companies, the answer is usually no.
I like to use similar tables. At my meeting, I tried another way to make the same point. As an example, here is Copart:
Copart (CPRT)
Here, I’m trying to get my investors to focus on just how good a
business Copart is. Year after year, it compounds capital at a high
clip. Based on all the work I’ve done on Copart, I believe the next
ten years will look a lot like the last ten years, insofar as returns
on assets/equity are concerned. The stock price will inevitably
follow. I don’t know if the next ten years will deliver a 23.4% CAGR
- as it did in the past ten. But I’m betting it will be a very good result,
as long as the business continues to perform. (And this is where I
put my attention when it comes to my portfolio: tracking
performance as a business and assessing future performance).
Another stock we own is Old Dominion Freight Lines – which is similar in some respects to Copart. They own a lot of land, have a
definite competitive advantage over rivals, are family-owned and maintain a very strong balance sheet. The returns on capital are also
similarly excellent:
Old Dominion Freight Lines (ODFL)
Old Dominion has gotten better with age. There is more cyclicality
here than with Copart, but Old Dominion’s lead over competitors
tends to widen during downturns because it continues to reinvest
where its rivals pull back. With only a 10% market share, taking
about 1% per year, Old Dominion has plenty of room to run yet.
Even just five years from now, I expect to look back and be happy
I owned such stalwarts. These are stocks that could be a part of
my portfolio for many years. I'll have done it by "doing nothing" for
long stretches of time, adding here and there when I get a chance.
I will make haste... slowly. E
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Research Update:

ESG Issues Impacting Your Investments
By Team Altiorem

Each month we will share Altiorem’s newest and most popular research with ASA members, keeping you up to date and hopefully,
sparking your interest in some of the pressing environmental, social and governance issues that are impacting your investments.
Our research summaries make it simple for shareholders to grasp key concepts without being an expert which helps you to make
informed decisions and smarter investment choices.
Altiorem is the world’s first community-built sustainable finance library. Our free online library supports investors interested in
long-term performance and the allocation of capital towards a flourishing economy, society and environment. Altiorem's resources
help shareholders better understand the role environmental, social and governance (ESG) issues play in portfolio construction,
risk management, returns and shareholder advocacy.
Altiorem provides members free access to the sustainability research that investment professionals use. Research is summarised
and categorised by key issues and leading sustainability standards. Our goal for Altiorem is to give the investment community
access to free, high quality, relevant and accessible material they can easily use to inform and ignite the case for change.

Trending Research
Biodiversity - Unlocking natural capital
value for Australian investors

Can government policies that drive
strong economic outcomes for the
private sector alleviate poverty?

Commissioned by the Australian Council
of Superannuation Investors (ACSI), this
report has been produced to support
the Australian investment community’s
understanding of how biodiversity
loss presents a risk to their portfolios.
It provides recommendations about
actions that Australian investors can take
in response to this risk, in preparation
for the Taskforce for Nature-related
Financial Disclosures (TNFD).

The report examines how the adoption
of policies that drive strong economic
outcomes for the private sector often
reduce poverty in the developing world,
primarily through opportunities for
job creation. In particular, the report
calls for policies that promote greater
access to credit and the protection of
minority investors.

Responsible investment benchmark
report 2021 Australia

A research and learning agenda for the
impact of financial inclusion

The report details the size, growth,
depth, and performance of Australian
responsible investment over 12 months to
31 December 2020. Applying a scorecard,
it reviews the practices of 198 investment
managers that have self-declared as
practising responsible investment; and
54 entities that apply a leading approach
to responsible investment.

There is consistent evidence of financial
services contributing to improved wellbeing, yet the influence of contextual
factors is largely unknown. The theory
of change framework identifies several
knowledge gaps that funders/researchers
can address to develop a more
accurate prediction of when financial
inclusion policy will generate positive
wellbeing outcomes.

We believe Altiorem can help ASA members better incorporate sustainability issues when investing and voting. Head over to
Altiorem and become a member at www.altiorem.org. Membership is free and includes access to all research, and soon we will
be offering webinars, e-books and more benefits for members.
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New Research
Sustainable funds U.S. landscape
report: More funds, more flows, and
impressive returns in 2020

Winning climate strategies: Practical
solutions and building blocks for asset
owners from beginner to best practice

2020 brought record levels of interest
and fund flows into sustainable funds in
the US as investors became increasingly
concerned about COVID-19, climate
change and social issues. The record
flows were followed with an immense
increase in the sustainable fund
universe and outperformance over
conventional funds.

Based on interviews with 22 leading asset
owners, this 2018 report explores the
best-practices landscape for managing
climate risks and opportunities.
The report identifies barriers faced
by industry leaders and presents a
framework of ten building blocks for other
asset owners developing and introducing
climate strategies.

The little book of investing in nature

Biodiversity insight 2021

Governments and investors are
increasingly aware of their responsibility
in promoting biodiversity through finance.
This book features a comprehensive guide
to developing sustainable investment
strategies and planning, investment
activities to pursue and avoid, case
studies of current and past efforts, and
an overview of the investment options
which promote biodiversity.

Environmental Finance’s Biodiversity
Insight 2021 publication features articles
and expert insight into numerous planned
and active biodiversity-related initiatives
occurring in the global financial sector.
Each article discusses a public or private
entity’s development, focus, strategy, and
ambition of an initiative aiming for greater
inclusion of biodiversity conservation
in finance.

How your membership supports you
We help you on your investment journey
ASA offers you regular learning and education opportunities, so you can hone your
financial knowledge. You can attend our monthly member meetings, discussion
groups, webinars, conferences, and read the monthly EQUITY magazine.

We connect you to a community of investors
As an ASA member and a part of our community, you can connect with other
like-minded investors and gain valuable insight and resources to build your
financial knowledge and investment skills.

We protect your rights and make your vote count
We champion your rights and amplify your voice on shareholder matters and
make your vote count.
www.australianshareholders.com.au/about-us.
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GOLD’S INVESTMENT
REPUTATION IS STRONG.
AND SO IS OURS.
Gold ETFs are a strong diversifier and defensive
asset to protect your clients against market
volatility. But for a truly strong investment,
your ETF issuer matters.
As Australia’s leading gold ETF issuer, The Perth
Mint offers the lowest cost, most secure gold
ETF on the ASX.
Secure your clients’ portfolios today.

ASX:PMGOLD

