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The information contained in this presentation is current as at June 2015 unless otherwise specified and is provided Montgomery Investment 

Management Pty Limited ABN 73 139 161 701, AFSL 354 564 (Montgomery) and is intended solely for holders of an Australian financial services 

licence or other wholesale clients (as defined in the Corporations Act 2001 (Cth).  It must not be passed on to a retail client except where it is 

included as part of the financial adviser’s own advice to their client and is not accredited to Montgomery.  It should be regarded as general 

information only, rather than as advice.  It has been prepared without taking account of any person’s objectives, financial situation or needs.  

Because of that, each person should, before acting on any such information, consider its appropriateness, having regard to their objectives, financial 

situation and needs. Fundhost Limited is the issuer of the The Montgomery [Private] Fund and The Montgomery Fund (The Funds) and the 

Responsible Entity for The Montgomery Fund.  Offers of interests in The Funds are contained in the current relevant information memorandum (IM) 

and product disclosure statement (PDS) issued by Fundhost which is available on our website www.montinvest.com.  The relevant PDS should be 

considered before making any decision whether to acquire or continue to hold units in The Funds. Past performance is not a reliable indicator of 

future performance. In preparing this presentation, Montgomery has relied on publicly available information and sources believed to be reliable.  

However, the information has not been independently verified by Montgomery.  While due care and attention has been exercised in the preparation 

of the presentation, Montgomery gives no representation, warranty (express or implied) as to the accuracy, completeness or reliability of the 

information.  The information in this presentation is also not intended to be a complete statement or summary of the industry, markets, securities or 

developments referred to in the presentation. Any opinions expressed in this presentation, including as to future matters, may be subject to change.  

Opinions as to future matters are predictive in nature and may be affected by inaccurate assumptions or by known or unknown risks and 

uncertainties and may differ materially from results ultimately achieved. 



Low interest rates 

have made 

millionaires feel 

poor… 

& Chasing yield 

is their mistake 



Losing Interest 

Country Peak/Year 2015 Low (%) 4th June 2015 (%) 1900-2011 average 

rate of inflation (%) 

United States 16% / 1981 1.64 2.29 3.0 

United Kingdom 16% / 1982 1.32 2.02 4.0 

Germany 11% / 1982 0.07 0.67 4.8 

France 16.3% / 1981 0.35 0.99 7.2 

Italy 24% / 1980 1.03 1.86 8.4 

Japan 10% / 1976 0.19 0.45 6.9 

Australia 16% / 1982 2.30 3.05 4.0 

Ave. of 7 countries 15.6% 0.99 1.72 



Higher prices = Lower returns (Shiller P/E 10yr) 

• With exception of bubbles, P/E’s peak here 

 

 



Driving low quality gains. 



House prices 

• Add chart from Chris Demasi comparison of property globally (WSJ/blog) 
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Caution Required 

• The higher the price you pay, the lower your return 

• Bonds no safe harbour from high P/Es 

• Risk spectrum migration 

• Discount rate’s ‘gravitation’ pull on assets 

• Concentration of risks (eg: Retirees and Property) 

 

 

 



Montgomery’s Quality and Performance Scoring 

A1 B1 C1 

A2 B2 C2 

A3 B3 C3 

A4 B4 C4 

A5 B5 C5 

Selected Financial Parameters1 

Arithmetic averages 

Quality and Performance Matrix 
Categories 

1Listed companies with market capitalisation above $250m; Analysis current as at 

October 2014. 

Improving credit quality 
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Quality and performance 

scores are calculated 

automatically, using 37 

individual financial ratios 

The methodology is based 

on published academic 

work, adapted and 

improved by Montgomery 

Companies within the A1-

B3 range are stronger 

across a range of financial 

metrics relevant to future 

investment performance 

5.9% 

16.5% 

4.9% 

22.0% 

2.0% 

-4.1% 

Net debt to total capital 

Normalised ROE 

Free cash flow yeild 

A1 - B3 Other 



Investing 101.  What are you doing? 

• Stocks or Business 

• Stocks = Up/Down, Business = Value accretion 

• Quality 

• If business, which businesses? 

• Valuation 

• How is business value increased? 

 

 

 



Focus on businesses growth – not yield alone 



WHERE DO WE SEE OPPORTUNITIES? 
Sectors of Interest 

Sector Appeal Examples Comments 

Telecoms 
(ex-TLS) 

• Solid growth 
• Strong ROE potential 
• Recurring revenue 

• AMM/
VOC 

• MTU 

• Opportunity set 
diminishing due to industry 
consolidation 

Health Care • Good long-term 
structural theme 

• Pricing power 

• CSL 
• RHC 
• SRX? 

• Prices now generally 
reflect quality and 
prospects 

Asset 
managers 

• Long term growth in 
asset pool 

• Low capital requirements 
– good incremental 
economics 

• CGF 
• BTT 
• HGG 

• Prices now generally 
reflect quality and 
prospects 



UnBlue Chips – Are prospects deteriorating? 

 • Woolworths 

• Aldi threat a serious risk to margins 

• BHP 

• Triple the debt in five years, 2X equity in 7, and lowest profits 

in a decade. 

• NAB, CBA, WBC & ANZ 

• CET1, and MRWR and rising bond yields 

• Telstra 

• Nil NPAT growth in 12yrs 

 



Solutions: An unconventional approach  
(be cautious around interest rate sensitive assets) 

• Taking Profits or Holding for income  

• Cautious on REIT’s and selected infrastructure assets 

• Aim for growing income rather than yield 

• M2/Telstra 

• Cash guarantees 2.58% 

• Floundering ‘Blue Chips’ and recent bank share price performance 
demonstrates risk 

• Some international opportunities 

• Quality and prospectus at a reasonable price vs IV 

 

 

 



An approach to your “cash weighting” 

Comments 

• An indicative cash weighting is produced by 

the TMF portfolio model based on two 

factors: 

• Portfolio discount to intrinsic value is based on 

the aggregate discount to intrinsic value for the 

companies selected into the portfolio, calculated 

from SALT valuations (without analyst adjustment).  

• A larger discount leads to a lower cash weighting. 

• Historic index volatility is also measured.  Where 

volatility rises above a determined threshold, the 

indicative cash weighting is increased. 

• Analysis by Montgomery indicates that 

setting cash weighting with regard to these 

factors has the potential to both lower risk 

and enhance returns 

• Montgomery may modify the suggested cash 

weighting if it believes there are grounds to 

do so  

Portfolio Model – Screen shot 



Logical Market Capitalisation Spread – May 2015 



 
 

The Montgomery Fund  
 



The Montgomery Fund – the benefits of a high quality 

portfolio combined with a flexible weighting to cash 

Zenith “highly 

recommended” 

managers 
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For enquires into: 

• The Montgomery Fund 

 

• Montgomery Global 

Fund 
Please contact:  Scott Phillips  sphillips@montinvest.com 

   David Buckland dbuckland@montinvest.com 


