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Performance

Although the JMFG Leaders Strategy is generally representative of client portfolios, Individual performance may differ from th e results above. These differences can arise due to various
issues, some of which may relate to initial timing of investments, and cash inflows and outflows. Performance is calculated on a TWRR basis after management fees (post 1 Jan 2017),
performance fees (paid or accrued), GST, and excludes the effect of franking credits. Strategy Inception for Performance Data is July 1st, 2014.

Month in Review – A review of the share market and overview of the portfolio for September
For the month of September, the JMFG Leaders strategy outperformed its benchmark by 0.71%, finishing the month moderately down by
1.14%. This improvement in relative performance is a pleasing development and brought the 12-month return to 19.23%, after fees and
taxes. Whilst the strategy has underperformed the benchmark in recent times, we see encouraging signs of improved performance from
many of our individual holdings, as alluded to in the August newsletter, and are anticipating some more positive months leading up to
Christmas.
The best-performing sector for September was Energy which rose by 16.7%. Other strong-performing sectors in September were Utilities
+2.5%, Financials +1.6%, and Telecommunications +1.3%. Materials was again the worst-performing sector falling 9.3% on the back of a
continued weakening of the iron ore price. Other weak sectors included HealthCare -4.9%, Information Technology -3.9%, and Property
Trusts -2.2%. Industrials and Consumer Discretionary sectors both fell only marginally.
Trading was minimal during September as the market moved from reporting season to looking outward at macro-economic drivers as the
world looks to post-pandemic vaccine-managed operations. Overall, we increased portfolio exposure to income yielding financial services
and shed exposure in underperforming software technology and health care device technology stocks. The cash position was slightly
increased as a result of trading activities during the month.
The strongest performers for the portfolio during the month included:
•

AusNet Services +30%, South32 +14%, Macquarie Group + 9%, and Qube Holdings +6%

The weakest performers for the portfolio during the month included:
•

BHP Group -12%, Afterpay -10%, Pinnacle Investments -9%, and Xero -8%

Chart of the Month – Australian House Prices
Housing is becoming increasingly scrutinised by governments and
regulators in Australia and around the world, with prices soaring
higher. The chart to the left from the RBA shows how house prices
across Australia have jumped substantially over the last 12 months
across all states. In April 2021, the RBA noted in its Financial
Stability Review that low interest rates and rising asset prices could
become a risk to financial stability if lending standards weaken.
New Zealand has also faced a similarly strong housing market over
the last 12 months and the RBNZ has taken more drastic actions.
The RBNZ noted its objective of supporting more sustainable house
prices as supporting its decision to raise the cash rate to 0.5%. This
comes after the RBNZ was directed by the NZ government to focus
on more sustainable house prices and affordability. Conversely, in
March 2021, RBA Governor Philip Lowe said it would not make
sense for the central bank to target house prices using higher
interest rates. Instead, Lowe suggests that lending standards
should be the mechanism to address the housing market so that
monetary policy can maintain a focus on currency stability,
employment, and economic growth. This is something that we
have since seen more of with APRA announcing in early October an
increase in the loan serviceability requirements for borrowers.
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AusNet Services (AST)

BHP Group (BHP)

Beach Energy (BPT)

IRESS (IRE)

South32 (S32)

Afterpay (APT)

Flight Centre (FLT)

Fortescue Metals Group (FMG)

Macquarie Group (MQG)

Pinnacle Investments (PNI)

AusNet Services (AST)

Mineral Resources (MIN)

Hits & Misses – A summation of the top hits and misses for the month of September
AusNet Services (AST) – up 30% for the month. Languishing electricity infrastructure giant AusNet received an indicative takeover bid from
Canada’s Brookfield Asset Management and associates, offering $2.35 per share and subsequently revised to $2.50ps. Australia’s APA Group
countered with an offer of $2.60ps after a previously undisclosed $2.32ps offer. APA has petitioned to scrap Brookfield’s competitive bidder
lock-out arrangements with AusNet, but the FIRB may intervene to ensure AST’s foreign government ownership doesn’t transfer to APA.
Beach Energy (BPT) – up 42% for the month (Not held). Energy overall was very strong for the month, with Beach the top gainer after locking
in a deal to supply BP’s Singapore unit with the entire 3.75m tonnes of Beach’s Waitsia Gas Project expected output to commence late 2023.
BHP Group (BHP) – down 12% for the month. Of the stocks in the portfolio, BHP was the worst impacted by the failings of China’s Evergrande
and subsequent market sell-off, alongside further lagging iron ore prices in the current cycle with the sector overall reaching 9-month lows.
IRESS (IRE) – down 21% for the month (Not held). Shares in financial systems technology company IRESS slid after it rejected a third takeover
bid by Sweden’s EQT at $3.2bn and EQT abandoned its efforts. Iress remains committed to doubling net profit after tax by 2025 and
reaffirmed forecasts for the year ahead.

Due Diligence – A closer look at a stock of interest
AusNet Services (ASX:AST)
AusNet Services is an owner of key electricity and gas infrastructure in Victoria. It exclusively owns and operates the Victorian electricity
transmission network, one of five electricity distribution networks, and one of three gas distribution networks. These three networks provide
essential energy to 1.5 million Victorians, and operate in a regulated environment, overseen by the Australian Energy Regulator, which sets
the price movements for electricity and gas networks every five years. AusNet’s infrastructure assets are worth over $11 billion dollars, and
it aims to grow this by $2.5 billion over the next five years. The company also owns a commercial business, Mondo, which provides services
and technology for essential infrastructure in the energy, water, and transport sectors.
AusNet reported revenues of $1.9 billion in FY21 and spent $765m on growing and maintaining its infrastructure. This infrastructure will
play a crucial role in the energy transition to renewables, as AusNet transforms Victoria’s electricity system from coal-burning operations to
sustainable energy sources. AusNet is currently progressing plans to develop the Western Victoria Transmission Network Project, which will
allow an additional 900MW of new wind and solar project to join the Victorian electricity grid.

AusNet has been in the news recently as the latest acquisition target on the ASX. The company was initially bid for by Brookfield Asset
Management, at an offer price of $9.6 billion. Brookfield is a Canadian investment company that specialises in real estate and infrastructure
assets and has over US$626 billion under management. The $2.50 per share cash offer on the 20th of September represented a 26 per cent
premium and included Brookfield gaining an eight-week exclusive due diligence period with AusNet’s books – although the arrangement can
be terminated with seven days’ notice.
The next day, APA Group, the only other major energy infrastructure company listed on the ASX, submitted a rival bid for $2.60 a share
($1.82 cash and the rest in stock), and raised AusNet’s valuation to $9.96 billion. However, the larger bid was unable to derail the eightweek due diligence period locked in with Brookfield, as AusNet preferred the certainty of the entirely cash offer. Having been locked out of
AusNet’s books is a surprise to APA, having been discussing a potential takeover behind the scenes three weeks prior to the Brookfield Offer.
Another factor that might impact which offer is accepted is AusNet’s ownership structure. Currently, the top shareholders are Singapore
Power with a 32.3% stake, which is indirectly owned by the Singapore Government, and the State Grid Corporation of China with a 19.9%
stake. This means that the Foreign Investment Review Board may complicate the APA transaction as it would have to approve foreign
governments gaining a substantial shareholding in APA Group.

Important Information - JM Financial Group has made every effort to ensure the accuracy of the information contained in this document. However, no warranty is made as to the accuracy and reliability of the
information. Past performance is no guarantee of future performance. This report does not take into account a reader’s investment objectives, particular needs or financial situation and is general information only.
It should not be considered as investment advice nor be relied on as an investment recommendation. If you would like to discuss further, please contact us on +61 (3) 9627 9900.

