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Performance 
 

Australian Equities Income Portfolio   

 3 Month  
% 

6 Month 
 % 

1 Year  
% 

3 Year  
% 

5 Year  
% 

Incept 
 % 

Model Portfolio Total Return -3.20 0.07 9.23 4.53 11.74 11.80 

S&P/ASX 100 Industrials -2.58 1.60 7.90 3.83 9.79 9.93 

Relative Return -0.62 -1.53 +1.33 +0.70 +1.95 +1.87 

Model Income Return 1.09 2.64 5.85 6.50 6.02 5.90 

Model Capital Return -4.29 -2.57 3.38 -1.97 5.72 5.90 

Franking Credits 0.36 0.97 2.01 2.18 2.10 2.07 

Model Return (Incl. franking) -2.84 +1.04 +11.24 +6.71 +13.84 +13.87 

 
Performance Notes 
1. Past performance is not an indication of future performance 
2. Returns and holdings may vary between investors given the nature and timing of beneficial ownership under an MDA structure 
3. Model portfolio total returns include dividends and income, but exclude franking credits 
4. Returns greater than 12 months are annualised 
5. Returns are quoted after transaction costs, but before portfolio and MDA fees, rounded 
6. Inception date is 9 March 2012 

Franking Credits - Franking credits may be earned when a company pays a dividend.  Where recoverable, these would represent a 
real return from the Portfolio. 
 
 

Investment  
Approach 
 
The portfolio aims to outperform the 
S&P/ASX 100 Industrials Index over a 
rolling 5 year period. 

 

INVESTMENT STRATEGY 

The portfolio invests in a concentrated 
portfolio of securities in some of Australia’s 
largest 100 ASX listed companies.  The 
portfolio is constructed to provide both an 
income stream and long-term capital 
growth from an investment in 20 to 25 of 
Australia’s largest companies. 
 

Universe 
 
 
This investment strategy provides access to 
some of Australia’s largest listed companies 
generating consistent and above average 
dividend yields on an after tax (including 
franking credits) basis. 

 

 

INVESTMENT CATEGORY 
Australian Shares 

MINIMUM INITIAL INVESTMENT 
$50,000 on a standalone basis 

MINIMUM SUGGESTED TIME FRAME 
7 Years 
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Disclaimer 
This report is for marketing purposes and provides general information only. It does not take into account the investment objectives, 
financial circumstances or needs of any person. To the maximum extent permitted by law, Beulah Capital Pty Ltd, its Directors and 
employees accept no responsibility for any loss or damage incurred as a result of action taken or not taken on the basis of information 
contained in the report or any omissions or errors within it. Before making any decision you should consider the latest Product 
Disclosure Statement or Financial Services Guide and assess whether the product and/or service is appropriate. It is advisable that you 
obtain professional financial, legal and tax advice before making any financial investment decision. Beulah does not guarantee the 
repayment of capital, the payment of income, or the performance of its investments. 
 

Top 5  
Stock Holdings 
 

Company Allocation 
% 

Commonwealth Bank of Australia 9.73 

Westpac Banking Corporation 8.90 

Telstra 8.24 

Wesfarmers 7.57 

ANZ Banking Group 7.27 

Total 41.72 

Holdings as at 30 June 2017 

 

Sector Allocation 
 

 
0% 10% 20% 30% 40% 

Banks 

Insurance 

Cons Services 

Transport 

Telcos 

Key Portfolio Features 
 

Key Portfolio features  

1yr Fwd Portfolio Cash Yield  5.31% 

1yr Fwd Portfolio Gross Yield  7.26% 

1yr Fwd Benchmark Cash Yield 4.48% 

1yr Fwd Portfolio P/E Ratio 15.60 

1yr Fwd Benchmark P/E Ratio 15.77 

Percentage of cash held 3.00% 

 

Top 5 Performers 
 

Company Contribution to 
performance % 

Flight Centre 0.86 

IOOF Holdings 0.41 

Insurance Australia Group 0.35 

Suncorp Group 0.34 

Sydney Airport 0.21 

 

Worst 5 Performers 
 

Company Contribution to 
performance % 

Westpac Banking Corp -0.93 

Wesfarmers -0.91 

Telstra -0.71 

National Australia Bank -0.56 

ANZ Banking Group -0.49 
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Market Review 
Global equity markets had another strong quarter 
in Q2, with gains led by defensive growth, income, 
and low volatility stocks. European and Asian 
markets outpaced US equity markets on optimism 
about stronger economic growth. A strong 
corporate earnings season and mostly positive 
economic data supported gains.  

Most major equity markets saw a continuation of 
the strong performance from the first quarter while 
after steadily increasing through the quarter, bond 
markets sold off towards the end of the quarter on 
the prospect of tighter monetary stimulus in the 
developed markets. Despite this, long term interest 
rates stayed at low levels, flattening the yield 
curve. 

The US economy continued to steadily improve. 
Most measures of unemployment suggest the 
labour market is close to full employment with the 
unemployment rate for June down to 4.37%. 
Headline and underlying inflation however, has 
weakened with a sharp fall in mobile phone 
operator prices detracting 0.3% thanks to a price 
war in the industry. The weakening also extended 
to housing, health care, transport, and apparel.  

The Federal Reserve (Fed) raised the cash rate 
again in June to 1.25% and announced that it is 
likely to start reducing the size of its balance sheet 
“relatively soon”. The Fed believes temporary 
factors are weighing on inflation and that the 
economy is already past the level of unemployment 
that should generate wage inflation. Markets are 
sceptical and are only discounting one, or possibly 
two more rate hikes to the end of 2018. 

In June, the Fed also approved plans from the 34 
largest US banks to use extra capital for stock 
buybacks, dividends and other purposes after all 
banks passed the first round of annual stress tests.  

Closer to home, growth of 1.7% for the first quarter 
of 2017 was weaker than had been expected, while 
extremely high level of debt and low wages growth 
are undermining consumer confidence. A 
slowdown in property prices looks to be finally 
materialising, helped by APRA’s 30% cap on interest 
only loans combined with the step up in capital 
controls in China. 

In June, Standard & Poor’s (S&P) downgraded the 
credit ratings of 23 Australian financial institutions 
and increased Australia's "economic risk" score 
from 3 to 4 citing economic imbalances, specifically 

 

rising property prices and high household debt. The 
big 4 banks, were spared because of their 
government guarantee status. 

Household debt, at over 190% of disposable 
incomes, is amongst the highest in the developed 
world. The Reserve Bank governor Philip Lowe 
remains uneasy over household borrowing levels. 
His main concern is not so much the actual level of 
debt, which he argues is held by wealthier 
households, but what would happen to consumers 
in the event of a shock. 

On a more positive note, the unemployment rate 
fell to a four-year low of 5.5% in June. This is now 
just 0.5 of a percentage point above the Reserve 
Bank’s "full employment" target. The actual 
composition of employment also improved with an 
increase in full time employees and a fall in those 
working part time. 

In global equity markets, there has been a rotation 
away from the cyclicals, which benefitted from the 
Trump reflation trade, with flows back toward the 
high-quality dividend payers. This combined with 
higher interest rates meant financials were 
amongst the strongest performers in the quarter. 
Technology stocks also rallied, reflecting strong 
liquidity and a preference for stocks which can 
increase earnings. Also, as tends to be the case in 
rising markets, small and mid-cap companies 
outperformed large caps. 

The domestic equity market lost ground in the 
second quarter, retracing some of the 15.9% 
delivered over the nine months to March 31, 2017. 
Drivers of the weakness were varied, including a 
consolidation of commodity prices and resources 
earnings, the surprise imposition of a Major Bank 
Levy by the Government, as well as weakness 
across domestic consumer-facing industrials. 

 

Portfolio Review 
During the quarter the Australian Shares Income 
Portfolio slightly underperformed the benchmark, 
the result of a strong healthcare sector and 
consumer discretionary sector in which the 
portfolio has limited exposures. While we find the 
Healthcare sector attractive from a long term 
thematic view, we are reluctant to pay the high 
prices commanded in the sector and will wait for 
the right opportunity to arise. 
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During the quarter we completed a rebalance of the 
Portfolio. Our aim was to re-align the portfolio closer 
to our benchmarks while taking advantage of strong 
performances in certain sectors. The outcome was to 
decrease our overall bank weighting to 36% which 
had drifted well above 40% due to the strong 
performance of the sector of late, we reduced Telstra 
(TLS) to 8% from 10.5%, and added South32 (S32) and 
QBE Insurance (QBE) to the strategy, each at a 3% 
weighting.  

Given the strength in the share prices of the Big Four 
banks over the past 6 months they had drifted well 
above our initial target weighting of 39.5%. With 
valuations beginning to look stretched and accounting 
for this drift we decided to pare back our overall bank 
exposure to 36%, with the largest decrease coming 
off the CBA holding given the other three banks went 
ex-dividend during the quarter. We also reduced our 
TLS holding as competition is heating up within the 
telecommunications sector, this follows TPG Telecom 
(TPM) acquiring mobile phone spectrum and now 
looking to build a fourth mobile network in Australia, 
further increasing competition in an already well 
contested market. We still hold a large position in TLS 
given its attractive grossed up dividend yield. 

QBE was added to the portfolio with a forecast 3.2% 
unfranked yield and the potential for strong dividend 
growth in the future. QBE is a beneficiary of rising 
interest rates in the US, with an improved balance 
sheet and earnings quality following a history of 
restructuring, we see potential for strong growth in 
the dividend with disciplined management in place. 

After being spun out of BHP 2 years ago, S32 has 
emerged with a portfolio of quality cash producing 
assets. The diversified earnings stream and robust 
balance sheet support the newly formed dividend 
since its arrival last year. The forecast dividend of 
4.8% this year looks to be sustainable into the future. 
The company has a very strong net cash position and 
the on-market share buyback should support a solid 
dividend stream going forward. Whilst the company 
hasn’t paid a franked dividend in the past, we believe 
it may have scope to do so in the future with the 
payment of Australian tax enabling the company to 
release some franking benefits to shareholders.  

Following the rebalance and the other changes 
explained above, excluding special dividends that may 
be forthcoming, the portfolio will have a running cash 
yield of around 5.31% (7.26% grossed-up), with the 
broader market yielding closer to 4.48%.  

 

Outlook 
Valuations across most asset classes are now at 
relatively elevated levels. Government bond yields 
have never been lower while corporates and 
governments have taken on more debt. However, 
growth in global economies is improving and we 
expect the recovery to take longer than in previous 
cycles given the severity of the last recession. 

This supports the case for further strength in equity 
markets. Additionally, with the next moves from 
central banks involving tightening rather than easing 
in monetary policy, it seems too early for investors 
to go underweight equities and overweight fixed 
income.  

Looking ahead for the domestic economy, many of 
the drivers that have supported the economy since 
the GFC appear to have largely run their course. That 
is, uninterrupted growth in China, high commodity 
prices, monetary support from the RBA (which cut 
rates from 7.25% to 1.5%) and an increase in 
household debt (as a % of GDP) to levels amongst 
the highest in the world.  

That said, activity should be supported in the near 
term by global growth, the continuation of low 
interest rates and a potentially lower AUD. The drag 
on growth from the mining sector appears to be 
moderating and while we expect growth will slow in 
China over the coming months as authorities 
attempt to rein in credit, we believe authorities will 
do this in a manageable way. Fiscal spend in China 
should also continue to support growth, and 
subsequent demand for Australian exports. Trump 
talks about spending $1 trillion on infrastructure 
over ten years while China plans to spend double 
that between 2016 and 2020. 

Finally, we expect the RBA to leave rates unchanged 
for the remainder of 2017 with the competing forces 
of a stubbornly high AUD supporting the case for a 
cut and strong house price growth putting pressure 
on the Bank to raise rates. Markets are now pricing 
in the possibility of a rate hike by April of next year 
at 50% and a full hike priced in for 2018. 

 


