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Performance greater than 12 months is annualised. 2 Total return since inception April 2000 3 Gross performance including dividends (but not
franking credits). Refer to page 3 for important disclosures regarding Lonsec’s equity model portfolios.
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Monthly Commentary
Market review and outlook

The Australian market continued to move higher in the
March quarter with the All Ordinaries Index
approaching the elusive 6,000 level - a level not
exceeded since 2008. Much of the rally has been led by
the dominant Financial and Resources sectors which
have benefited from the ‘Trump Trade’ being a switch
into stocks that benefit from a rising yield curve and a
bounce in commodity prices.
As we move into the June quarter, we see evidence that
the ‘Trump Trade’ is fading in that commodity prices
(except Gold), the USD and bond yields have all been
retreating.
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Whilst portfolio performance on the rolling year
remains strong in absolute terms (+13.7%), it remains
behind the benchmark return of +20.5%. We expect this
gap to narrow as valuations start to moderate in the
Resources sector.
Looking ahead, we expect market sentiment to continue
to remain negative towards bond-proxy stocks and
sectors, accordingly, we are reviewing our defensive
exposures with a view of reducing exposure to these
sectors over 2017.
Key contributors for the month: SYD +11.7%, TTS
+11.7% and TAH +11.5%.
Key detractors for the month: SGP -1.7%, SCG -1.6% and
TLS -0.1%.

Our base-case view is that it is prudent to expect a
gradual rise in inflation and interest rates but we remain
sceptical about global growth prospects recovering
materially. In Australia to date, only the resources sector
has seen a recovery in growth (off a very low base) and
this may not be sustainable, if commodity prices retreat.
Other sectors are generally experiencing tough
conditions with outlook statements remaining cautious.

Portfolio strategy

Portfolio review

Lonsec combines top-down themes with bottom-up
stock selection of quality stocks, trading at a reasonable
price (QARP).

The portfolio returned 4.6% in March, outperforming
the benchmark by 1.3%. For the March quarter, the
portfolio returned 4.5%, lagging the benchmark by 0.3%.
The Telco and Realestate sectors where the main
underperforming sectors during the quarter. From a
bottom up perspective, SYD (+12%), WOW (+11%) and
WES (+10%) were the leading contributors to
performance over the March quarter, whilst TLS (-6%),
SCG (-5%) and TTS (+1%) were the main
underperformers.
The overall yield of the portfolio has remained relatively
stable at 5.2% or 6.9% grossed-up for franking credits.
This is expected to improve to 5.3% or 7.0% grossed-up
in FY18.

The Income portfolio’s primary objective is to deliver an
attractive, sustainable, tax-effective dividend yield, in
addition to steady capital growth over the long term.
Accordingly, the portfolio usually has a very low
exposure to the Resources, cyclical and low yielding
stocks.

Our current top-down themes include: global inflation
and interest rates to gradually rise; global growth
outlook to gradually increase, led by the US; Asian
growth in transition; global population ageing, middle
class growing & becoming more mobile; and
competition increasing from globalisation and
technology disruption.
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We strongly recommend that potential investors read the product disclosure statement or investment statement.
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Portfolio Objective
To deliver an above-benchmark, tax-effective income
stream and reasonable capital growth, over the medium
to long term, by investing in a concentrated portfolio of
large-cap Australian listed companies.
Suitable for investors seeking an above benchmark, taxadvantaged income stream, and capital growth at least
in-line with inflation, over a holding period of at least 3
years.

Portfolio Profile
6.9%

Lonsec Income gross div. yield

5.2%
4.7%
4.3%
4.9%
5.3%
4.6%

Lonsec Income cash div. yield
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Lonsec will continue to monitor its sector weighting in
the portfolio over 2017 and implement changes as
required.
PORTFOLIO (%)
60.0
15.0
20.0
5.0
100.0

Portfolio style and construction rules

The Lonsec Income portfolio currently offers a forecast
FY17 cash yield of 5.2 % or 6.9% grossed-up for the
value of franking credits (75%). This compares
favourably against various income benchmarks and
other income focused securities and funds listed on the
ASX.
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The portfolio’s main underweight positions are
Materials, Energy, Healthcare and Utilities.

The portfolio retains its bias to the ASX20 with 60% of
the portfolio invested in companies included in this
index.
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10 yr govt bond yield

The Income portfolio currently has a bias to defensive
industries that offer a combination of yield and growth.
This is reflected in overweight positions in AREITs,
Consumer Staples, Telecommunications and Gaming.
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For further information on Lonsec’s investment
philosophy and process for the equity model portfolios,
please click here.
For further information and research on model portfolio
stocks, please see the model portfolio section on iRate.
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Analyst Disclosure and Certification
Analyst remuneration is not linked to the recommendations or advice. The analyst(s) may hold securities (or any
other beneficial interest) in the companies referred to in this document. Lonsec considers any holdings not to be
sufficiently material to compromise the recommendation or advice. Analyst(s) holdings may change during the life
of this document. The analyst(s) certify that the views expressed in this document accurately reflect their personal,
professional opinion about the securities to which this document refers.
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IMPORTANT NOTICE: This document is published by Lonsec Investment Solutions Pty Ltd ACN 608 837 583, a Corporate
Authorised Representative (CAR 1236821) (LIS) of Lonsec Research Pty Ltd ABN 11 151 658 561 AFSL 421 445 (Lonsec Research).
LIS creates the model portfolios it distributes using the investment research provided by Lonsec Research but LIS has not had any
involvement in the investment research process for Lonsec Research. LIS and Lonsec Research are owned by Lonsec Fiscal
Holdings Pty Ltd ACN: 151 235 406. Please read the following before making any investment decision about any financial product
mentioned in this document.
Disclosure at the date of publication: Lonsec’s equity model portfolios are fully invested and are re-balanced every six months (31
March and 30 Sept) to maintain model portfolio weights. Physical portfolio results will differ depending on cash levels, inception
date, fees and adherence to the model portfolio weights. Lonsec Research receives a fee from the relevant fund manager or product
issuer(s) for researching financial products (using objective criteria) which may be referred to in this document. Lonsec Research
may also receive a fee from the fund manager or product issuer(s) for subscribing to research content and other Lonsec Research
services. LIS receives a fee for providing the model portfolios to financial services organisations and professionals. LIS’ and Lonsec
Research’s fees are not linked to the financial product rating(s) outcome or the inclusion of the financial product(s) in model
portfolios. LIS and Lonsec Research may hold any financial product(s) referred to in this document. LIS and Lonsec Research’s
representatives and/or their associates may hold any financial product(s) referred to in this document, but details of these holdings
are not known to the Lonsec Research analyst(s).
Warnings: Past performance is not a reliable indicator of future performance. Any express or implied rating or advice presented in
this document is limited to “general advice” (as defined in the Corporations Act 2001 (Cth)) and based solely on consideration of
the investment merits of the financial product(s) alone, without taking into account the investment objectives, financial situation
and particular needs (“financial circumstances”) of any particular person. Before making an investment decision based on the
rating or advice, the reader must consider whether it is personally appropriate in light of his or her financial circumstances or
should seek independent financial advice on its appropriateness. If the financial advice relates to the acquisition or possible
acquisition of a particular financial product, the reader should obtain and consider the Investment Statement or the Product
Disclosure Statement for each financial product before making any decision about whether to acquire the financial product.
Disclaimer: LIS provides this document for the exclusive use of its clients. It is not intended for use by a retail client or a member
of the public and should not be used or relied upon by any other person. No representation, warranty or undertaking is given or
made in relation to the accuracy or completeness of the information presented in this document, which is drawn from public
information not verified by LIS. Financial conclusions, ratings and advice are reasonably held at the time of completion (refer to the
date of this report) but subject to change without notice. LIS assumes no obligation to update this document following publication.
Except for any liability which cannot be excluded, LIS and Lonsec Research, their directors, officers, employees and agents disclaim
all liability for any error or inaccuracy in, misstatement or omission from, this document or any loss or damage suffered by the
reader or any other person as a consequence of relying upon it.
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copyright of LIS. Except for the temporary copy held in a computer's cache and a single permanent copy for your personal
reference or other than as permitted under the Copyright Act 1968 (Cth), no part of this report may, in any form or by any means
(electronic, mechanical, micro-copying, photocopying, recording or otherwise), be reproduced, stored or transmitted without the
prior written permission of LIS. This report may also contain third party supplied material that is subject to copyright. Any such
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copyrighted material, applies to such third party content.

