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Investment objective

Aims to offer long term returns in excess of the following measures over a rolling five year
period, although returns are not guaranteed:

S&P/ASX 300 Accumulation Index plus 5.00% p.a. (before fees and tax); and

Cash Rate (as measured by the Bloomberg AusBond Bank Bill Index) plus 5.00% p.a.
(before fees and tax).

Investments held

A portfolio of approximately 20 stocks that are listed on the Australian Securities Exchange.

Investment Manager

SG Hiscock & Company

APIR

ETL0042AU

mFund Product Code

SHF01

28 October 2004

Buy spread

+0.25%

Management costs

1.23% p.a.

Sell spread

-0.25%

Minimum initial investment

$20,000

Fund size

$24.83 million

Commencement
1

Unit Prices

Application

Net Asset Value

Withdrawal

$ 1.7963

$ 1.7918

$ 1.7873

31 October 2017

Performance as at
31 October 20172

1 mth %

3 mths % 6 mths %

1 yr %

3 yrs
% p.a.

5 yrs
% p.a.

Since
Inception
% p.a.

Distribution Return

0.00

0.00

4.29

6.79

13.72

9.47

6.12

Growth Return

4.83

8.28

3.01

12.64

-2.40

-0.48

4.59

Total Net Return

4.83

8.28

7.30

19.43

11.32

8.99

10.71

S&P/ASX300 Accumulation Index

4.02

4.83

2.20

15.92

7.03

10.18

8.03

Total Net Return vs. the Index

0.81

3.45

5.10

3.51

4.29

-1.19

2.68

Distribution Period
Distribution rate (cents per unit)

31-Dec-15

30-Jun-16

31-Dec-16

30-Jun-17

3.1058

30.0717

2.9299

6.8688

Asset allocation as at 31 October 2017

Top 5 holdings as at 31 October 2017
National Australia Bank Limited
cash equivalent 7.72%
Telecommunication Services 2.17%
Real Estate 7.03%

Australia & New Zealand Banking Group
Limited
Macquarie Group Limited
CSL Limited

Consumer Discretionary 1.84%
Consumer Staples 7.25%

James Hardie Industries SE
Top 5 holdings represent 34.33% of the total Fund.

Energy 6.63%
Financials 28.21%
Health Care 9.38%
Information Technology 4.35%
Materials 25.42%

1. Includes estimated GST payable, after taking into account Reduced Input Tax Credits (“RITC”).
2. Performance: Distribution Return is the return due to distributions paid by the Fund, Growth Return is the return due to changes in initial capital value
of the Fund, Total Net Return is the Fund return after the deduction of ongoing fees and expenses and assumes the reinvestment of all distributions.
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Commentary
October saw most global equity markets post strong gains. After five months of directionless trading the ASX 300 returned 4.02%, one
of the strongest months in the last two years. However, it continues to materially lag nearly all major international equity markets
calendar year to date.
We attribute Australia’s equity market underperformance to the relatively weak earnings growth backdrop (4-5% EPS growth 1-year
forward) relative to global benchmarks. This in part reflects the weaker domestic economic outlook, but is also a function of the
market’s composition which has little exposure to IT, and large bank sector weighting (c.24%).
The market rally has been driven largely by multiple expansion. The ASX300 is trading on 16x and ASX300 Industrials ex Financials on
19.6x, with the small caps trading at a 4% premium to large caps - something only seen on three sustained occasions since 2000.
Small caps outperformed in the month (+6.02% total return) with stocks centred on IT, electric vehicles/ battery demand and Asian
export (dairy related) surging. Whilst the long term growth prospects for many of these themes is arguably better than most domestic
consumer plays, the business models in many cases are still emerging or untested. Our concern is how far the market is pushing
valuations for perceived structural growth. Whilst this may persist for longer, particularly if inflation remains benign, it makes the market
vulnerable to any back-up in long bond yields or earnings disappointment.
As highlighted in our recent quarterly, we have been surprised the yield curve has not steepened more on the Fed quantitative
tightening and recent global growth data. Late in the month the US 10-year Treasury yield hit its highest level (2.46%) since March on
news of the revival of President Trump’s US tax plans and, the ECB announcing it will reduce its purchase of bonds to €30bn (from
€60bn currently) a month. However, the US 10-year fell by month end to 2.38% on speculation Federal Reserve Governor Jerome
Powell is most likely to be elected the next Fed Reserve Chairman and, inflationary pressures remaining benign.
Globally, markets largely looked through the political risks in North Korea and the Catalonian crisis during the month and, embraced the
strengthening economic data, which saw major PMI’s in the US, Europe and China continuing to expand. Europe’s industrial sector is
now running at its highest level in 17 years. Not surprisingly, this saw base and industrial metals (copper and nickel) continue to rise.
Oil prices (Brent +6.7% and WTI 4.7%) also rallied on expectations around further OPEC production cuts into 2018. The strong US
economic data and increased hopes of tax reform also saw the US dollar rally strongly against most major currencies, including the
Australian dollar, which closed down -2.1% to 0.769.
th

Politically, a major focus during the month was the 19 China Party Congress meeting which saw Xi Jinping consolidate his
powerbase. This was more about politics than economics, with a strong focus on maintaining political stability. Consistent with the
change in the party propaganda from the “China Dream” to “Beautiful China” there was a strong emphasis on the quality of growth and
not just the quantity. We expect this to be reflected in continuing supply side reforms targeted at industry consolidation, deleveraging,
anti-corruption and pollution measures (like the winter steel production cuts to improve air quality announced in October).
Domestically, the labour numbers were the major news in the month. September employment grew 20k m/m or 3.1% y/y – the
strongest rate since 2008. Business surveys also highlighted a tightening labour market, but this jars with wage growth, which remains
elusive and slowing retail conditions. Annualised wage growth in the new Federal Enterprise Bargaining Agreement slowed in 2Q to its
weakest on record, whilst retail sales declined 0.6% in August after a 0.2% decline in July and, CPI rose +0.6% q/q or 1.8% y/y (still
stubbornly below the RBA’s ‘2-3% band’).
Portfolio Performance & positioning
The portfolio continues to be overweight companies with offshore earnings, reflective of their better relative growth prospects. In
October we made no changes to the portfolio outside existing positions. The SGH20 portfolio returned 4.83% in the month
outperforming the ASX300 Accumulation Index by +0.81%.

For more information visit www.sghiscock.com.au
Equity Trustees Limited (ABN 46 004 031 298, AFSL 240975), a subsidiary of EQT Holdings Limited (ABN 22 607 797 615) a publicly listed company
on the Australian Securities Exchange (ASX:EQT), is the Responsible Entity of the Fund. SG Hiscock & Company (ABN 51 097 263 628 AFSL 240679)
is the Investment Manager of the Fund and has prepared this document for general information purposes only. It does not contain investment
recommendations nor provide investment advice. Neither Equity Trustees Limited nor its related entities, directors or officers guarantees the
performance of, or the repayment of capital or income invested in the Fund. Past performance is not necessarily indicative of future performance.
Professional investment advice can help you determine your tolerance to risk as well as your need to attain a particular return on your investment. In
preparing this information, we did not take into account the investment objectives, financial situation or particular needs of any particular person. You
should not act in reliance on the information contained in this document. We strongly encourage you to obtain detailed professional advice and to read
the relevant product disclosure statement (PDS) in full before making an investment decision. Equity Trustees Limited does not express any view about
the accuracy or completeness of information that is not prepared by Equity Trustees Limited and no liability is accepted for any errors it may contain.
Investors can acquire units by completing the application form accompanying a current PDS or, where available by making an application through the
mFund settlement service (mFund) by placing a buy order for units with your licensed broker. A current PDS can be obtained by contacting SG Hiscock
& Company Limited on 1300 555 511.

