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Rush of stockbroker floats raises alarm
A sign of nearing a
market top is the
queue of stockbrokers
TIM BOREHAM

Evans Dixon (ED1)
$2.49, and other listed
brokers
Aside from the hoary old one
about bellhops imparting share
tips, the sure-fire sign of an impending bear market is when
stockbrokers seek a public listing
to share the dubious love.
Well it used to be, anyway.
Wizened readers will recall that
three brokers listed in quick succession in 2007, only to come a
cropper after the market tumbled
that November.
So we note with trepidation the
recent listing of Evans Dixon, the
amalgam of Melbourne blueblood broker Evans & Partners
and the self-managed super fund
specialists Dixon Advisory.
It’s a case of so far so good, with
the shares about on par with their
$2.50-a-share debut price, having
poked as high as $2.70.
And much has changed since
the noughties, when brokers relied on trading commissions and
fees from equity capital market
activities.
Old-school brokers versed in
wheeling and dealing might choke
on their third post-luncheon port,

but now brokers call themselves
wealth managers and operate
high-falutin’ investment platforms (generating annuity fees
that don’t depend on the vagaries
of the All Ordinaries index).
Evans Dixon also has considerable sums invested in the US Masters Residential Property Fund
and solar-farm owner New Energy Solar.
Meanwhile the class of 2007 —
Bell Financial Group (BFG, 77c),
Wilson HTM and Austock —
have morphed beyond recognition. The latter sold its broking
arm to Intersuisse in 2012 and is
now an investment bonds specialist Generation Development
(GDG, $1.22).
The Brizzie-based Wilson
HTM was subject to a management buyout of its securities arm
in 2015. But its funds management
arm Pinnacle lives on as Pinnacle
Investment Management (PNI,
$5.33).
Previously Bell Potter, Bell Financial Group is enjoying its best
conditions in a decade, with funds
under advice of $47 billion, 10 per
cent of which enjoys recurring
revenues. “These numbers clearly
demonstrate we are not simply a
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traditional broker relying on dayto-day revenue from secondary
market execution,” said managing
director Alastair Provan.
The Perth-based Euroz (EZL,
$1.20), which listed earlier, rides
the ups and downs of the West
Australian resources sector (currently more up and down now).
Once again, it has earnings
diversity through $1.43bn worth of
funds under management and two
listed investment companies
(Westoz Investment Company
and OzGrowth).
As with so many other professional service plays including
real estate (McGrath) and accounting (Harts and Stockfords),
broking was not amenable to the
listed model.
One reason is that the brokers
were more like independent dealchasers working under the one
shingle.
Many were also unable to be
herded into a corporate structure
because they were eccentrics andor permanently out to lunch.

Self Wealth (SWF) 14c
Who needs the help of brokers
when you’ve got the collective investment wisdom of the masses,
a la Wikipedia? That’s the unusual
premise of Self Wealth, which is
best known as a discount online
broker but is also developing a line
in peer-to-peer stock selection.
Self Wealth has analysed the
performance of 35,000 investor
portfolios to create the SW200 Evans Dixon founders Alan Dixon, left, and David Evans
index, which incorporates stock
selections from the best 20 portFounder and chief executive Colonial First State). Even then,
folios.
Andrew Ward honed the concept Ward didn’t like what was going
It’s a case of so far so good, with after a 20-year stint in the finan- on from a “moral and values” perthe SW200 outperforming the cial services industry, including spective and sought to create an
ASX 200 by 76 per cent in the six the fledgling First State (now the online broker with a traditional
months to January.
Commonwealth
Bank-owned service model.

Care factor high as inquiry sheds
light on aged facility finances
JOHN RAWLING

As the banking royal commission
dominates the headlines, a crucial
inquiry into aged care is coming
into focus.
Currently, there is much suspicion and mistrust between
aged-care providers and the government over the billions of dollars of government funding and
subsidies being poured into residential aged care.
This may not be surprising. In
the past some aged-care providers
have artificially boosted their government payments by overstating
the requirements of residents.
The increasing number of forprofit aged-care providers — and
their increasing size — has added
to the mistrust.
Aged-care providers receive
payments from the government
according to a complex formula
that includes the basic subsidy
(the Aged Care Funding Instrument, or ACFI), additional supplements and cuts in subsidies.
In 2017, the government received a report on a major review
of the ACFI, which concluded
that the 10-year old ACFI formula
was no longer fit for purpose. To
date there has been no government response to this document.
Instead on May 10, 2018, the
Senate referred an inquiry into
the financial and tax practices of
for-profit aged-care providers to
the Senate Economics References

Committee, with a report due in
August. Submissions are due by 8
June 2018.
The committee will explore
the financial and tax practices of
for-profit aged-care providers,
with particular reference to:
• The use of tax avoidance or
aggressive tax minimisation.
• The associated impacts on
the quality of service delivery, the
sustainability of the sector, and
whether or not the government
funding provides value for money
• The adequacy of accountability and probity mechanisms
for the expenditure of taxpayer
money.
• Whether current practices
meet public expectations.
The mix of aged-care providers has been changing in Australia
over several years. The forecast
increase in demand for new residential places is expected to increase from 220,000 beds now to
750,000 beds by 2050.
This increase in demand is
being largely met by the for-profit
providers which, during the past
three years, have received 63 per
cent of new licences granted by
the Aged Care Approval Rounds.
Meanwhile, the for-profit providers have acquired existing facilities to increase their portfolios.
At the same time many people
feel that aged-care providers
should only be not-for-profit.
But the trend is in the other direction: In 2013-14, the for-profit
providers’ share of the residential

aged-care market was 37 per cent,
compared to the not-for-profits
with 52 per cent and government
11 per cent. For-profit providers
are now in the majority.
Meanwhile, as the population
ages, the government has had to
come to terms with the rise in
funding requirements. Aged-care
spend by the government is forecast to increase from $16.8 billion
in 2017-18 to $22.2bn in 2021-22.
In 2015-16 the six largest forprofit aged-care providers received more than $2.17 billion in
government funding. They generated after-tax profits of $210 million, after paying tax of $154m.
These providers say they are
hard-pressed to make a reasonable return from their investment
when the government continues
to cut back on funding.
However, a recent Tax Justice
Network Australia report says
that loopholes in the system and
cleverly disguised corporate
structures and tactics to manipulate operating income and avoid
tax allow the for-profit providers
to cry foul on the government’s
funding model. Only three of the
for-profit providers — Japara,
Regis and Estia — are listed.
Private operators are not required to provide detailed disclosure about their activities. It will be
fascinating to see what the Senate
Committee is able to unearth.

John Rawling is an aged-care
specialist at Joseph Palmer & Sons

STUART MCEVOY

That didn’t quite come off, but
it formed the basis for the current
self-directed platform. “It dawned
on me I could use the best investors to create a portfolio,” he says.
Self Wealth’s business model

entails either traders availing of its
$9.50-per-trade flat fee, or punters
signing up for a $20-a-month
“premium service”. The latter
allows subscribers to track topperforming or like-minded members and receive alerts whenever
they trade.
Seeing you asked, exchangetraded funds account for seven of
the top 10 investments held by the
best 10 investors.
The others are CSL, BHP Billiton and Rio Tinto. Macquarie
Group also features, while not surprisingly the big four banks have
slipped in popularity.
Sadly, Self Wealth investors
are yet to benefit from the wisdom
of the masses, with the shares well
below their November 2017 listing
price of 20c apiece. As usual, profit-taking, pre-IPO investors who
got in at a much lower price,
appear to be to blame.
“As we’re a microcap, investors
are waiting to see our track record.
About 20-30 funds say they like
the story, but they won’t get in
yet.”
Self Wealth’s next step is its
own ETF for self-managed super
funds, based on the portfolios of
the 200 top-performing SMSFs
distilled from 30,000 portfolios.
In the company’s favour, it’s
backed by BGL, Australia’s biggest
SMSF administrator and this provides a channel to attract business.
The catalyst for a rerating is a
decent set of full-year numbers,
due in August. Until this happens,
Self Wealth is consigned to the
“concept stock” category.

Tim Boreham edits The New
Criterion.
Tim.boreham@independent
research.com.au

Can either party deliver budget promises?
DON STAMMER

The discussion and debate on this
year’s budget are among the most
interesting I’ve known — and I
have recollections extending
back to 1951 and treasurer Artie
Fadden’s “horror budget” (which
quickly reduced inflation from 24
per cent to zero).
This year, the government and
opposition both claim they would
promptly deliver budget surpluses and shrink the level of government debt. Clearly, both sides of
politics have heard their focus
groups say something needs to be
done to end our long run of swollen budget deficits and heavy government borrowing. Alas, many
of those voices also call for increased government spending
and lower taxes.
Both the Coalition and Labor
are promising to cut personal income tax rates, especially for taxpayers on low and middle
incomes.
However, they propose very
different policies for the reductions in personal tax rates, and the
level of other taxes. The Coalition
would maintain modest growth
in public spending while Labor
proposes a significant increase.
Here are some key points of

contention in this year’s budget.
● The early return to surplus.
The government, opposition and
the Treasury are expecting the
strong intake of taxes of the last 12
months to continue. Specifically,
they are counting on global economic conditions to remain
reasonably buoyant and for Australia’s growth to return to trend
over the next year or two.
On budget night and in the
early days that followed, many
critics argued the forecasts for tax
receipts were far-fetched. Since
then, acceptance has widened. I
agree with the views by Adam
Boyton of Deutsche Bank (“we
see nothing particularly noteworthy in the real GDP, employment, CPI, unemployment rate
forecasts … In a structural sense
the return to surplus is also not
just the consequence of recovery
in revenues, it is also the product
of a long period of expenditure restraint”) and by Scott Haslem of
Crestone Wealth Management
(“the economic forecasts look
reasonable, but as always, not
without risk”).
● Bracket creep. Over the 10
years since the last major change
in personal tax rates came into effect, the consumer price index has
risen more than 20 per cent. The
“tax cuts” proposed by both government and opposition are partial compensation for the bracket
creep that we’ve experienced or is
in prospect. Governments love
bracket creep: it brings in revenue
and allows for announcements of
“lower taxes”. It’s not surprising
that neither side of politics prom-

ises the automatic adjustment of
tax rates for inflation.
● The cap on government
spending. Australia’s budget deficit of $14.5 billion (or 0.8 per cent
of GDP) forecast for 2018-19, and
the surpluses projected subsequently, also assume government
spending is capped at 23.9 per
cent of GDP (its level just before
the global financial crisis).
Critics say there’s “no science”
in such a ratio. But people my age
saw the Hawke-Keating government make good use of the
spending cap included in its “trilogy” of budget rules from 1984.
(The constraints were: revenue of
the Australian government
would not grow relative to GDP,
government spending would not
grow faster than the overall economy, and the budget deficit would
be reduced in money terms and
not increase relative to GDP).
● Government debt. Gross
debt of the Australian government is forecast to peak in
2019-20 at 28 per cent of GDP.
Net debt, which subtracts bonds
held in government trust funds
and agencies, is expected to have
peaked in 2017-18 at 18 per cent.
Our income tax is and will remain highly progressive. We have
one of the most progressive structures of personal income tax in
the world — and this feature of
our tax structure will continue
under the income tax scales proposed by either side of politics.
Currently, the “bookends” on
our income tax rates are zero tax
on the first $18,200 of income and
tax of 47 per cent on income

above $180,000. (By contrast,
New Zealand taxes the first
$NZ14,000 of a resident’s income
at 10.5 per cent and its top tax rate
of 33 per cent cuts in at
$NZ70,000). The Coalition
would leave our top rate unchanged at 47 per cent; Labor
would raise it to 49 per cent. In
today’s world, these are very high
rates of tax. Former treasurer
Paul Keating, who’s always had
an eye for the aspirational voter,
says Australia’s top rate of tax
should be 39 per cent.
● Effective versus marginal tax
rates. Since budget night, the opposition has repeatedly asked
“How can it be fair for a carer on
$40,000 to pay the same tax rate
as a doctor on $200,000?”
The Tax Institute points out:
“Even though the government’s
policy will deliver the same marginal tax rate of 32.5 per cent for a
person on $50,000 and a person
on $180,000 from 1 July 2024, the
effective tax rates would be 16.01
per cent and 29.50 per cent respectively. After 1 July 2024, the
actual tax paid will be $8007 for
the $50,000 earner and $53,107
for the $180,000 earner … “It
clearly is not correct to say that
the same tax is paid by someone
on $50,000 and someone on
$180,000.”

Don Stammer is an adviser to
Altius Asset Management and
Stanford Brown Financial
Advisers. The views expressed are
his alone.
don.stammer@gmail.com

Pick up rehashed press releases or pick up
groundbreaking investigative journalism.
Make the informed choice.
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Sound
mix of
growth,
income
Axsesstoday
ASX code: AXL
Share price: $2.15
Industry: Financials
Forecast FY2019
dividends: 9.5c per share, fully
franked
ANDRIAN EZQUERRO

You don’t have to look too far to
see the challenges being faced
by some of Australia’s largest
listed financial institutions,
many of which have been
potently exposed in recent
times by the royal commission.
This in turn has delivered
investors in the likes of AMP
and the big banks some
underwhelming returns. As a
result, many investors are now
looking beyond the traditional
blue chips for a sound mix of
sustainable growth and income.
One such opportunity is
Axsesstoday, a specialist
provider of equipment funding
solutions for small to mediumsized enterprises around
Australia. AXL provides its
equipment finance products to
SMEs at the retail point of sale,
with most loans originated
through trusted, accredited
equipment retailers in real time
through a streamlined online
portal. In effect, AXL allows its
customers, who operate
primarily in the hospitality and
transport sectors, to purchase
business-critical equipment
without needing to outlay 100
per cent of the capital upfront.
AXL’s business model meets
neatly at the cross-section of
traditional finance and
innovative technology.
Management has invested
heavily in its proprietary
technology platform over the
past five years, an investment
that is now starting to pay
meaningful dividends.
Although coming off a small
base, AXL delivered an
excellent first-half result.
Receivables were up by 53 per
cent from June 30, 2017 to $256
million, while profit for the half
year was up 95 per cent to
$3.2m. Management upgraded
its full-year profit forecast from
$6m to $7m.
Subsequently, AXL
announced the successful
settlement of a $200m
securitisation warehouse
facility. CEO Peter Ferizis called
this a significant milestone for
the business. “The company is
now focused on extracting the
long-term benefits, which
include a material decrease in
funding costs, improved returns
on equity through reduced
future equity requirements and
significant headroom for the
core business to grow
organically and capture market
share,” he said.
But such a finance business
carries with it inherent risk.

Adrian Ezquerro is portfolio
manager for the Clime Smaller
Companies Fund.
www.clime.com.au

