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Performance 
 

 
 
Performance Notes 

1: All Benchmark and Model returns are calculated assuming dividends are reinvested 
2: Returns greater than 12 months are annualised 
3: Returns are calculated before transaction, portfolio and MDA fees as these differ pending what platform the investment is held 
5: Returns and holdings may vary between investors given the nature and timing of beneficial ownership under an MDA structure 
6: This document is for marketing purposes only 
7: Past performance is not an indication of future performance 
8: *From 1 June 2018 the Australian Equities Income benchmark changed from the S&P/ASX 100 Industrials Accum Index to the 
S&P/ASX 100 Accum Index 
9. 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. 
 
 

Australian Equities Income Portfolio

3 Months 6 Months 1 Year 3 Year 5 Year Inception

Income Return 1.49% 3.05% 6.34% 6.32% 6.52% 6.08%

Capital Return 8.60% 19.35% 7.75% 3.87% 1.29% 6.27%

Portfolio Total Return 10.09% 22.39% 14.08% 10.19% 7.82% 12.35%

S&P/ASX 100 Accum Index* 8.57% 20.21% 12.63% 10.87% 9.21% 13.52%

Relative Return 1.52% 2.18% 1.45% -0.68% -1.39% -1.17%

Franking Credits 0.45% 1.07% 2.13% 2.09% 2.16% 2.08%

Portfolio Total Return (Incl. franking) 10.54% 23.46% 16.21% 12.28% 9.98% 14.43%

Investment  
Approach 
 
The portfolio aims to outperform the 
S&P/ASX 100 Accumulation 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   9.70 

Westpac Banking Corporation 8.81 

ANZ Banking Group 7.42 

National Australia Bank 7.38 

Transurban Group 5.81 

Total  39.12 

Holdings as at 30 June 2019 

 

Sector Allocation 
 

 
0% 20% 40% 60%

Financials

Industrials

Materials

Consumer
Discretionary

Communication
Services

Key Portfolio Features 
 

Key Portfolio features  

1yr Fwd Portfolio Cash Yield  5.31% 

1yr Fwd Portfolio Gross Yield  6.98% 

1yr Fwd Portfolio P/E Ratio 15.82 

Percentage of cash held 2.39% 

 

Top 5 Performers 
 

Company Contribution to 
performance % 

Commonwealth Bank 1.55 

Westpac Banking Corp 1.14 

Fortescue 1.04 

ANZ 0.87 

Medibank Private 0.81 

 

Worst 5 Performers 
 

Company Contribution to 
performance % 

South32 -0.60 

Tabcorp -0.22 

QBE Insurance   -0.14 

Suncorp   -0.07 

BHP Group  0.12  
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Market Review 
The beginning of the quarter was marked by the continued rally in risk assets as investors responded to data suggesting 
an ongoing economic recovery in China and the US, along with hopes that a trade deal would be reached. With optimism 
rising, equities were characterised by outperformance of cyclicals versus defensives and small caps were also a bright 
spot. Dovish monetary policy helped ensure loose financial conditions and a further narrowing of high yield spreads.  

However, as the quarter progressed the bond market rally was reignited as US-China trade tensions escalated. The trade 
“squabble”, as it had been described by President Trump, sent chills through global equities and undoing much of the 
earlier gains. With a trade deal looking less likely, investors dialled down their risk tolerance and fled from Emerging 
Markets and Small Cap equities.  

As the “wall of worry” began to rise, markets priced in additional Federal Reserve rate cuts by the end of 2020 and were 
well below the Fed’s expectations. In contrast, Australian shares were buoyed by the surprise federal election result. This 
signalled an end to proposed tax regime changes that would have hurt retirees and property investors, to name a few. 
The RBA also signalled that a rate cut was imminent and sliced 25 basis points off the official rate in June.  

Later in the quarter Australian blue chips rallied further on expectations of additional rate cuts, but domestic Small Caps 
underperformed as some of the bigger names pulled back on heightened regulatory and competition risks. The bond 
market rally continued in June as US-China trade tensions continued.  

However, as the month drew to a close, President Donald Trump lifted a ban on American companies selling parts to 
Huawei as part of a deal to resume negotiations with China. This effectively put on hold a threat to impose tariffs on 
another US$300 billion of Chinese imports.  

A highlight was June inflows to global raw-material ETFs, which were the largest in almost three years. Meanwhile gold 
rallied to a six-year high and reaffirmed its status as a safe-haven investment as the prolonged US-China trade war 
threatened global growth. Energy-linked ETFs also rebounded as crude oil prices rose following the US-Iran standoff. 

After the US Federal Reserve signalled a path toward lower interest rates, markets priced additional cuts in benchmark 
global rates and the potential for further ECB quantitative easing (QE). Hence, current market pricing reflects expectations 
that central bank stimulus will keep the economic expansion going. 

Emerging Markets (EM), which has been particularly vulnerable to news flow, staged a rebound in June on weaker US 
dollar sentiment and improved prospects around trade negotiation outcomes. This reversed the route in May where EM 
outflows were the largest in six years. 

Bond markets also enjoyed a positive June as yields continued to rally lower. Most government bond indices are up 
strongly this calendar year. The US yield curve remained inverted between the three month and ten year tenors 
throughout June. However, the more important economic indicator of two years and ten years has yet to invert and is 
looking less likely to do so. 

As market interest rates moved lower, the bond proxies such as property and infrastructure continued to perform well. 
The same was true for floating rate hybrids as these become more attractive on a relative basis. This is despite many 
securities likely to reset lower as these are linked to the falling bank bill swap rate. 

On the economic front, much-anticipated interest rate cut by the RBA saw Governor Philip Lowe emphasise that the rate 
cut was aimed at removing excess slack in the labour market, rather than responding to a significant deterioration in the 
domestic economic outlook.  

However, Dr Lowe reiterated the Board's easing bias and noted "it is not unreasonable to expect a lower cash rate" over 
the coming quarters, highlighting that the RBA's latest forecasts were premised on a cash rate of 1% by year-end. Dr Lowe 
subsequently commented that the low policy rates observed in the UK and US were less likely to occur here, given 
Australia's still solid growth outlook. (N.B. The RBA cut rates to 1% in early July.) 

With interest rates falling, the media inevitably turned its attention to Australia’s housing “mini bubble”. According to 
CoreLogic, June house prices in Sydney and Melbourne posted their first monthly gains since 2017, signalling the 
country’s worst housing downturn on record could be coming to an end. However, on a quarterly basis dwelling values in 
every capital city recorded falls. 

Overseas, the June PMI data remained weak in many regions while the services sector continued to hold up well. In the 
US, capacity utilisation and industrial production showed signs of stabilising after some months of weakness. Meanwhile, 
wages growth continued to moderate, even as unemployment remained at multi decade lows.  

However, data in early June showed a slowdown in the pace of hiring in the US and the conference board’s measure of US 
consumer confidence declined. It is this rising risk to the employment and consumer outlook that has been a key driver of 
the shift towards further stimulus from the Fed. 

In Europe, the German economy remains trapped in the crossfire of the US-China trade war. Its manufacturing sector is 
contracting and its unemployment rate is moving higher. Though, perhaps the big news emanated from Italy, which has 
threatened to create a parallel currency dubbed the Mini-BOT – a promissory note that can be used to pay taxes and 
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Market Review (cont.) 
wages growth continued to moderate, even as unemployment remained at multi decade lows.  

However, data in early June showed a slowdown in the pace of hiring in the US and the conference board’s measure of US 
consumer confidence declined. It is this rising risk to the employment and consumer outlook that has been a key driver of 
the shift towards further stimulus from the Fed. 

In Europe, the German economy remains trapped in the crossfire of the US-China trade war. Its manufacturing sector is 
contracting and its unemployment rate is moving higher. Though, perhaps the big news emanated from Italy, which has 
threatened to create a parallel currency dubbed the Mini-BOT – a promissory note that can be used to pay taxes and 
would be issued in denominations equivalent to the euro and with an expiry date. This is disastrous for Europhiles and the 
euro currency as it dilutes the power of the ECB. 

In Emerging Markets, China data continued to disappoint. Industrial production and fixed-asset investment are now 
growing more slowly as the trade war impacts increase. The Chinese authorities are closely watching retail sales and 
contemplating whether a wide-ranging infrastructure spend is warranted. The recent decision by the Trump 
administration to delay the imposition of a further US$300 billion in tariffs was undoubtedly a welcome relief for the 
Chinese. 

 

Portfolio Review 
The Income Portfolio performed strongly during the June quarter returning 10.09%, with the benchmark index returning 
8.57%. On a full year basis to 30 June the portfolio returned a total of 14.08%. With the addition of franking credits of 
2.13% the total return for the year to 30 June was 16.21%. The benchmark return for the year to 30 June was 12.63%. 

The strong performance in the quarter was partly attributed to the May federal election victory by the Coalition, and the 
decline in interest rates to record lows. The unexpected federal election result put to rest the prospect of changes to the 
dividend imputation system and reversed the selloff in some income shares. The reduction in the cash rate to record lows 
has also created strong demand for high yielding shares with attractive and sustainable fully franked dividends.   

Strong performers during the quarter were Fortescue Metals, Medibank Private, Aurizon Holdings and CBA. Meanwhile, 
South 32 and QBE Insurance were weaker during the quarter. For the year to 30 June, Fortescue and Rio Tinto were 
standout performers given the stronger than expected iron ore price that prevailed during the year. This allowed both 
companies to significantly pay down debt and places them in a strong position to increase shareholder returns. Telstra 
also staged a strong recovery during the financial year, with the market now more confident in the cost reduction 
strategy, together with the continued strong performance of the mobile division. IOOF and AMP were weaker performers 
over the year as both were impacted by the Royal Commission into the finance sector. Both positions were removed from 
the portfolio given the potential for reduced dividends going forward. 

During the quarter we established a small position in BHP in the portfolio. This was funded through existing cash, together 
with a rebalance of our positions in Fortescue, Telstra and South32. Fortescue and Telstra had performed very strongly on 
market and we took the opportunity to reduce our positions. South32 was reduced in order to keep the portfolio 
exposure to the resources sector at a comfortable level with the addition of a small position in BHP.  

BHP has transformed into a world-leading resources company with first-class long-life assets, including iron ore, oil and 
gas, copper and nickel. Management remains focussed on the core long life assets, which provide strong returns to 
shareholders and has enabled management to pay down debt to negligible levels. While BHP remains exposed to 
movements in commodity prices, management is committed to strong shareholder returns while investing in growth 
projects to drive future growth. Given the strong balance sheet and a focussed management we see the opportunity for 
solid dividend payments and capital management initiatives moving forward. 

The portfolio remains well positioned to continue to generate attractive income returns. We expect the low interest rate 
environment to continue to provide strong support for companies with sustainable and strong dividend yields. The 
portfolio remains well diversified across market sectors and the portfolio 1-year forecast cash yield stands at 5.30% (or 
7% grossed up for franking credits). 
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Outlook 
The re-escalation of the trade dispute between the US and China has generated great uncertainty and sapped 
confidence. As a result, the Fed is poised to cut interest rates at least once this year and members are likely to lower 
their estimates of the neutral rate. The Fed’s more accommodative policy stance has already been adopted by other 
major central banks.  

The valuation impact of easier monetary policy is likely to be wide-ranging. It will place a ceiling over long bond yields 
and a floor under risk assets, such as equities. If stimulatory fiscal policy is also implemented (such as in Australia), then 
the possibility of a second half rebound is not inconceivable. And with inflation levels at rock bottom, there is little risk 
of overheating. 

Thus far, the trade war has impacted global supply chains and countries that are strongly export oriented, such as 
China, Japan and Germany. While some smaller economies may be beneficiaries from off-shoring of certain 
manufacturing operations, as global trade flows shrink this has an overall negative and large impact due to second- and 
third-round effects. 

Meanwhile, investors continue to closely watch the inversion in the US yield curve between three months and ten 
years. However, a better indicator of economic recession is the curve between two years and ten years, which is yet to 
invert and is looking less likely of doing so. In Australia, yield curve inversions have historically been a more reliable 
signal of future rate cuts – and this in fact played out in June and July as the RBA sliced rates down to 1%.  

Prior to the federal election, Australia was at great risk of a recession. However, the passing of stimulatory budget 
measures and a relaxation of macro-prudential measures should ensure that the nation continues its stellar growth 
record. 

In credit markets, domestic hybrids have performed strongly as lower risk free rates have blunted cash-like returns. In 
fact, it has been nearly a decade since deposit rates increased. In 2010, base rates on savings accounts for the major 
banks averaged 4.5%. Rates have since plummeted and it is not clear when this might reverse. Unless there is a selloff in 
the underlying bank securities, listed hybrids are likely to remain popular for the foreseeable future.  


