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Isn't it amazing how time flies? In the past few weeks 
many of us have been trying to shed those extra kilos 
gained during the festive season, only to realise that, 
with Easter only four weeks away, we're in danger of 
putting them on again! So to help us stay physically 
focused, our personal trainer Anthony talks about what 
is the best exercise program for you. 

In this edition we are pleased to present the first 
regular monthly feature from the team at Shirlaws, a 
business coaching organisation. Shirlaws helps 
business owners, managers and professionals face and 
conquer the many challenges they face from day to day 
in their work life. This month focuses on the threats 
and opportunities presented through staff turnover.

�

Brian provides us with some insight into looking at our 
kids differently and how academic performance is not 
necessarily the best indicator of their intelligence. 
Also, this month, the team from our Newcastle office 
is once again putting in a great effort to help raise 
funds for a worthy cause. And don't forget to check out 
our monthly investment updates. 

Have a great month! 

Regards 
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As part of Shirlaws’ coaching and market activity, 
we’ve been collating research from over 300 
businesses to understand the lead indicators which 
foretell what owners and executives can expect in early 
2010. Key trends in outplacement and recruitment over 
the past eight weeks point clearly to the beginning of a 
large staff turnover issue, which will leave some 
businesses unable to respond to the revenue 
opportunities expected to present themselves 
throughout 2010. 

At the end of 2009, the phones in many outplacement 
businesses stopped ringing as larger corporations and 
their mid-tier counterparts shifted focus away from 
outplacement. At the same time, recruitment 
businesses began reporting a steady increase in 
activity. 

In 2009 we saw staff-initiated turnover in Australia as 
low as 2% in the general market. However, for 
February to December this year, some in the 

recruitment industry are predicting that 20-25% of all 
staff will change roles - some internally, many 
externally changing businesses. We flagged this earlier 
in 2009 - when times are tough and jobs are scarce, 
staff won't risk leaving. If business owners and 
managers aren't continuing to engage their teams in the 
direction and planning of the business' future, those 
people will shift to a business that is as soon as the 
opportunity arises. 

As a result, the impact to business is: 

·  Potential loss of productive staff due to their 
disengagement and desire for change 

·  Loss in productivity through 2010, due to 
down-time spent re-recruiting for key positions 

·  Unexpected costs to organisations having to 
hire and train new staff 

The overall impact to the marketplace from this 
movement is likely to be: 
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·  A particularly frantic year with high, positive 
energy tempered by much 'wheel spin’ 

·  Lots of churn, not only in terms of staff but 
also suppliers and clients as a direct flow from 
individuals changing jobs 

·  Increased availability of top quality resources 
to those businesses prepared to offer 
development and growth potential 

The full momentum of this trend will start to occur in 
the first half of 2010. As a result, we are asking 
companies and business owners to answer these 
questions: 

·  How engaged are my staff right now? Do they 
remain committed and energised to my 
business? 

·  Where are the inefficiencies that have been 
built into my business during this downturn? 
Am I able to work through these positively and 
proactively? 

·  Do I have my new revenue targets and activity 
identified and communicated to maximise the 
2010 upswing? 

·  How prepared is my management team to lead 
and develop the business in 2010? 

Over the past six months, Shirlaws has been working 
with many organisations to prepare their business for 
next year. Over this time we have productively used 
the opportunity - and some space in our own workload 
- to refine the tools and processes that will assist 
businesses with these issues immediately. Specifically, 
we are identifying four common coaching and training 
projects which focus and assist businesses to: 

1. Measure any inefficiency. We're observing that 
an extra 20%, sometimes more, of a business' 
time is unproductive compared to 18 months 
ago. Even though workloads for many people 
have reduced, staff are instinctively making 
themselves 'busy', but not productive, in order 
to protect their position. We are helping 
owners identify inefficiencies through a 
process that engages their staff rather than 
increasing the fear that drives further 
'busywork' and disengagement. 

2. Build an 'Accidental Salesforce'. Revenue 
opportunities are being left on the table, 
particularly in service-based businesses with 
multiple client-facing staff. These talented 
team members impact clients in a beneficial 
way, but don't view themselves as sales 
generators or relationship managers. Over a 

few short training sessions, we have been 
assisting these staff to up-skill their own 
business senses while driving business growth 
as well. 

3. Leadership. Our 'Management & Leadership 
Capability' review brings to owners an easily 
understood snapshot of their business' true 
capability to navigate through the next phase 
in the cycle. In addition to identifying possible 
blind-spots, this activity helps focus the 
productivity of the leadership team and keeps 
key team members engaged. 

4. Succession & Transition. Just as many 
employees will be looking for an energetically-
different workplace experience in 2010, so too 
many business owners will be tempted to exit 
their business prematurely and at a discounted 
sale price. We are helping business owners 
implement the specific pieces of work they 
personally require to make this year easier and 
to ensure that any actual transition is a true 
recognition of their work. 

Ultimately, less productive staff or staff that are 
planning to change positions are both a threat and an 
opportunity. Businesses risk multiplying out any 
inefficiency as they enter the next growth phase, which 
means they're not fully geared for new revenue growth. 
Those businesses which are investing ahead of the 
cycle will benefit from resource and revenue 
opportunities that will increasingly present themselves 
through 2010. 

For those businesses that aren't experiencing these 
concerns - through successful forward management or 
differing industry cycles - we often find ourselves 
discussing their clients and suppliers. Are those key 
relationships sufficiently prepared? For a business to 
maximise their ability to thrive through 2010 we are 
encouraging the proactive engagement with all 
relationships that are key to success. 

Regards 

��������������	������
Phone: 02 9241 7851 
Email: info@shirlawscoaching.com 
Level 10   47 York Street 
Sydney  NSW  2000 
www.shirlaws.com.au 
 
This article was written and supplied by Shirlaws. Always 
seek independent advice if making decisions based on this 
article. 
 



Fitzpatricks Newsletter – February 2010 4 

 

���	���������	��
�����
�
����

Lately, there has been a great deal of controversy 
amongst parents, teachers and politicians concerning 
the Federal Government's new website – My School. It 
tests and ranks the literacy and numeracy standards in 
schools across Australia. 

The whole exercise demonstrates clearly how we as a 
society value the traditional spheres of learning. We 
reward people who are strong in subjects such as 
mathematics, science and literature. The best high 
school results, the "fast tracks" to tertiary education are 
awarded to students who are intelligent in these areas. 
But parents, teachers and employers beware! 

What if your child is not strong in word or number? 
Does that mean they are less intelligent? No! They 
may just be smarter in other areas. 

The theory of multiple intelligences was developed in 
1983 by Dr Howard Gardner, professor of education at 
Harvard University. It suggests that the traditional 
notion of intelligence, based on IQ testing, is far too 
limited. Instead, Dr Gardner proposes eight different 
intelligences to account for a broader range of human 
potential in children and adults.  

These intelligences include: 

·  Linguistic intelligence ("word smart"): e.g. 
Shakespeare 

·  Logical-mathematical intelligence 
("number/reasoning smart") e.g. Einstein 

·  Spatial intelligence ("picture smart") e.g. Picasso 
·  Bodily-Kinesthetic intelligence ("body smart") 

e.g. Cathy Freeman 
·  Musical intelligence ("music smart") e.g. Van 

Morrison 
·  Interpersonal intelligence ("people smart") e.g. 

Michael Parkinson 
·  Intrapersonal intelligence ("self smart") e.g. Roger 

Federer 
·  Naturalist intelligence ("nature smart") e.g. Steve 

Irwin 

Dr Gardner says that our schools and culture focus 
most of their attention on linguistic and logical-
mathematical intelligence. We esteem the highly 
articulate or logical people of our culture. However, Dr 
Gardner says that we should also place equal attention 
on individuals who show gifts in the other 
intelligences: the artists, architects, musicians, 
naturalists, designers, dancers, therapists, 
entrepreneurs, and others who enrich the world in 
which we live. 

Unfortunately, many children who have these gifts 
don’t receive much reinforcement for them in school. 
Many of these kids, in fact, end up being labelled 
"learning disabled", ADD (Attention Deficit Disorder), 
or simply underachievers, when their unique ways of 
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thinking and learning aren’t addressed by a heavily 
linguistic or logical-mathematical classroom. 

The theory of multiple intelligences proposes a major 
transformation in the way our schools are run. It 
suggests that teachers be trained to present their 
lessons in a wide variety of ways using music, 
cooperative learning, art activities, role play, 
multimedia, field trips, inner reflection, and much 
more. 

The good news is that the theory of multiple 
intelligences has grabbed the attention of many 
educators around the country, and hundreds of schools 
are currently using its philosophy to redesign the way 
they educate children. The bad news is that there are 
thousands of schools still out there that teach in the 
same old dull way, through dry lectures, and boring 
worksheets and textbooks. The challenge 

is to get this information out to 
many more teachers, school 
administrators, and others who 
work with children, so that each 
child has the opportunity to learn 
in ways harmonious with their 
unique minds. So as a parent, the 
challenge is to look at the whole 
unique smart package that your 
kids have. We all need at least a 
functional level of literacy and 
numeracy. There is no argument 
about that. But next time you 
receive their report card or attend a 
parent – teacher interview, look 
deeper into just how differently 
clever your child may be. 

It’s a great life! 

Regards 
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People often ask me what, in a nutshell is an effective 
exercise program? Good question. 

Let’s get one thing straight right off the bat though. 
The best exercise program in the world is, wait for 
it.....the one you actually do! 

If you are in a habit of exercise you are in an elite club 
already. So well done on that! The detail of what you 
do is not that important in comparison to NOT doing 
anything. 

For those of you who are not exercising regularly then 
what is your next step? 

First, decide with all your heart that you need to. That 
commitment is going to be necessary and will carry 
you through to making it a habit.  

Secondly, find a time that works for you. There is no 
point starting something which is unsustainable. If you 
are a morning person, take advantage of that. If not, 
schedule it in at a time that suits your body clock and 
the rest of your life.  

Next, pick something you enjoy. If the idea of going to 
a gym leaves you cold then join a sporting team, visit 
your local pool and swim, or take up dancing. 
Whatever it is, you must actually look forward to it.

 

 

Okay let’s now assume you are exercising regularly. 
Excellent! What’s next?  

Well if you want to accelerate results there are a few 
principles to follow to get the most out of your time: 

·  Do functional strength training. That is, lift 
weights. You may not actually enjoy it to start 
with but you will learn to really enjoy the amazing 
benefits of a toned body that is both fit and useful. 

·  Do cardio type exercise that gets your heart into a 
training zone using large muscle groups. This 
trains your heart to be more efficient and also 
helps with burning up excess calories; they are 
much easier to consume than expend! 

·  Do regular stretching and postural exercises, e.g. 
yoga or Pilates. This will help your skeletal 
structure hold you in an efficient and attractive 
way. Let’s face it: looking good is a great 
motivator! 

So there you have it, some basic hints for the best 
return on the wise investment of your time in exercise. 

Regards 

���������	�����	��
B Sp Sc, B Sc Psych 
www.bestpracticeliving.com.au 
�  07 3854 0386  � 07 3252 0589  �  0416 116 682 
432 Wickham Street Fortitude Valley QLD 4006 

$�����
�
�
�	��%&'()*  
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At Fitzpatricks Newcastle, a commitment to our 
community and local charities is a priority and is 
important to us. 

So we are pleased to announce that we have registered 
a team to participate in the Sparke Helmore Triathlon 
on 21 March 2010 to raise funds for the Hunter 
Medical Research Institute (HMRI).  

Our team will undertake the triathlon with Glen 
completing the 500m swim, Lauren the 15km cycle 
and Will the 4km run. 

HMRI research touches the lives of people close to us. 
Hunter researchers are making discoveries that benefit 
humanity in areas as diverse as asthma, premature 
birth, cancer, stroke and mental health.  

Significant achievements include:  

·  Using common viruses in the treatment of cancer 
·  Understanding brain structure and function in 

people with schizophrenia 
·  The discovery that hormones from the placenta 

determine the timing of birth. Researchers are

now using this knowledge to develop ways to 
predict and prevent premature birth. 

·  Identification of the human genes and risk factors, 
such as cigarette smoke, that can make an infant 
more susceptible to SIDS. 

You can support our team and HMRI by going to our 
website and making a donation online at: 

http://www.everydayhero.com.au/fitzpatricks_newcastle 

You could even show this site to your friends and 
family to gain even further awareness. 

We thank you in advance for your support of this great 
cause and, if you're down our way, you could even 
come along on 21 March to cheer us along! 

Thanks 

�������	�����������������������	�
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Equity markets rallied into the Christmas Season with 
the ASX 200 finishing the month up +3.6%, bringing 
the total return for calendar year 2009 to +30.8%. 
M&A activity remained a key focus for investors 
during December after NAB announced a surprise bid 
for AXA exceeding an increased (and final) offer from 
AMP and including an all cash component. Telstra 
downgraded its FY10 revenue guidance and announced 
the formalization of its terms of engagement on the 
NBN with the Government. Stocks with USD earnings 
began to outperform as investors reduced underweight 
positions exposed to a reversal in the long established 
trend of USD weakness.  

Following a reasonably positive start to the year, 
equity markets saw some profit taking to finish January 
lower with the ASX 200 down 6.2%. Increasing 
concerns around the regulatory environment in the 
USA combined with higher than expected inflation 
risks emerging in China were the major drivers. 

Over the months of December and January the Growth 
and Ethical portfolios performed broadly inline with 
the market. The main contributors were Newscorp, 
Australian Infrastructure Fund and Macquarie while 
Tower, NAB and Wesfarmers detracted from 
performance. The Income portfolio has 
underperformed of late.  This has been due to the fact it 
is targeting a high sustainable dividend yield.  As a 
consequence there is a small exposure to companies 
which offer exposure to an economic recovery but a 
large exposure to financials. Income is expected to 
provide a grossed up yield of 7.9% in 2011 and double 
digit growth in the dividend. 

��!
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The economic data during December and January 
remained positive, although this trend is clearly now 
consensus. The RBA increased the cash rate in 
December by an additional 25bp to 3.75%. The 
employment data once again confirmed earlier 
indications the peak in this unemployment cycle has 
passed. Inflation data also surprised the market on the 
upside, increasing the pressure on the Government to 
reign in its spending and for the RBA to continue its 

rate tightening early next month. After reaching a high 
of 93.2¢ the AUD retreated back below 90¢ finishing 
January at 89¢. The fixed interest portfolio 
outperformed the benchmark over December and 
January. 

0���
����

The REITs again underperformed the broader ASX 
200 over the month of December. A proposed 
industrial property IPO pitched during the month failed 
to gain momentum and was pulled, following the trend 
of the Investa portfolio IPO which was pulled in 
November. This suggests to us that investors remain 
unconvinced about buying IPOs at NTA when a 
number of AREITs continue to trade at discounts (to 
NTA).  

Residential REITs saw weakness in December as the 
end of the first home buyer boost combined with three 
consecutive interest rate rises is also triggering some 
investor second guessing regarding the near term 
residential demand outlook. The REITs outperformed 
the broader ASX 200 over the month of January. 
Volumes were thin, with the sector again struggling to 
generate much interest from the generalists, leaving 
property securities funds as the marginal investor.  

The property portfolio outperformed the benchmark 
over December and January. 
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The calendar year has started in disappointing fashion 
despite the fact most of the economic and earnings 
evidence has been quite positive.  This has included 
solid US GDP growth, strong signs from 
manufacturing indices as restocking takes shape and 
even upside surprise in the Japanese economic data.  In 
addition the earnings reporting season in the US has 
been a very positive one.  

However, there are three things that have the markets 
worried: China, US regulation and sovereign debt 
concerns arising from Greece. Individually these issues 
would have likely been overshadowed by the reporting 
season.  However, taken together risk appetite has led 
to a renewed bought of risk aversion. 

1 In terms of the China tightening cycle, most of the 
concerns seem to relate to the potential choking off 
of the one engine driving global growth. 
Nevertheless, the economy continues to grow 
strongly, so a modest tightening in policy is, we 
believe appropriate. Indeed, the January PMI 
reading for China, at 55.8%, is the highest level, on 
a seasonally adjusted basis, since the series began 
in 2005. The government is moving to contain total 
CNY lending to about RMB7.5 trillion in 2010, 
down from about RMB9.6 trillion in 2009, which 
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seems understandable given the momentum of 
growth. Moreover a sudden withdrawal of lending 
is not likely to translate into a sudden decrease in 
investment spending given that only about 10% of 
fixed asset investment in China is financed through 
the banking system. In addition, many Chinese 
corporates have been “preemptively” borrowing 
over the past year because they anticipated credit 
would be tightened. This has manifested itself in a 
large increase in time deposits held at Chinese 
banks. As loan issuance is set to slow, this money 
can now be put to work to finance new spending. 
 

2 US policies. The risk around Government 
regulation will remain over the course of the next 
couple of years.  It is one of these factors that will 
create a headwind for growth particularly for the 
banking sector in the US and Europe. It is 
important to understand the risk of each company 
and sector at present given Governments need to 
win the support of a community while at the same 
time need to reduce deficits. 

From a positive perspective this is not seen as a 
major constraint on markets given little optimism 
is built into earnings forecasts,  Australia has less 
risk than Europe and US and given it means 
Obama and his team are even more focused on 
turning unemployment and keeping core policies 
expansive (to offset any constraints caused by 
greater regulation). 

3 Greece and EMU. The concerns around sovereign 
debt seem to have the most validity of the three 
concerns.  Following years of insufficient policies, 
the present Greek government now faces both 
liquidity and (potentially) solvency issues. It is 
likely that Greece will need financial help from 
non-commercial sources during the next couple of 
months. How the Greek government addresses its 
fundamental challenges, when and how the rest of 
the Euro-zone change their public stance on 
financial support to Greece, and how other 
governments address their own financing 
requirements will determine the extent of further 
contagion to other peripheral Euro-zone countries.  

However, this EMU challenge needs to be kept in 
perspective. It might just be that if we get some 
smart, out of the box thinking, including a more 
imaginative replacement of the effectively now 
defunct Stability and Growth Pact, EMU will 
actually be on firmer longer term foundations. 

,��	
��%�����	�

Equity markets have begun the year nervously. So far, 
the recovery in equities remains typical of those that 
have followed major corrections in the past – with the 
strong rebound initially – and further solid gains this 
year would not be unusual, as markets continue to rise 
off their low base. 

After the recent re-tracement, the Australian market PE 
ratio on estimated year ahead earnings has dropped to 
around 12 times, about 18% below normal, but there 
doesn’t seem any great reason to doubt the earnings. 
The economy appears to have picked up and, after the 
downturn, one to two years of solid earnings growth 
again is what generally transpires.  
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After the bleak environment at the beginning of last 
year, it’s fair to say the impressive gains in equity 
markets by year end surprised many. Now there’s 
uncertainty about the likelihood of another good year 
for equities, but it’s worth reminding that returns have 
tended to be outsized for a while after large 
corrections, as markets bounce off the low base. 

 

 
Source: Deutsche Bank 
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The market will typically follow the direction of 
earnings and the outlook for earnings continues to be 
supportive.  The recent reporting season in US 
indicated a turnaround for US corporates.  This is 
being driven by improved consumer confidence and a 
restocking of inventories. 

&��1��
��
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Source: Macquarie Bank 

 
Source: Macquarie Bank 

While the gains in equity markets last year factor in 
some rebound in earnings, further gains should come 
with economic recovery and greater confidence about 
the full improvement in earnings possible with a return 
to more normal economic conditions. 
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Source: Deutsche Bank 
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It’s been typical for the Australian market to factor in 
earnings expected one year ahead, evident in the 
reasonably stable price earnings ratio for the market 
over much of the past decade. But the scope for further 
gains in the market is clear from the still low level of 
share prices against earnings expected further out, in 
FY11 and FY12, apparent from the PE ratios.   

However, it is interesting that the PE of different 
sectors has converged. Former high PE health care 
stocks have been de-rated given stronger risk of 
negative Government policies.  Food retailers have de-
rated due to stronger competition.  Banks and cyclicals 
are on higher PEs on expectation of economic 
recovery.  This is an unusual situation and suggests 
that judicious stock picking will deliver strong gains 
for investors over the course of the next year. 

 
Source: Deutsche Bank 
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Woodside has been sold and Worley Parsons 
purchased. The reasoning is as follows: 

1 The competition for gas projects is pushing up the 
likelihood of capital expenditure blow outs as oil 
and gas companies compete to attract contractors 
and materials. 

2 Pricing for Liquid Natural Gas is becoming more 
competitive, which means the return achievable on 
new projects may not be as strong as the market 
was previously thinking. 

3 Oil price momentum has slowed, but this is a short 
term issue and wants to retain some exposure. Both 
Woodside and Worley Parsons have a strong 
correlation to the oil price. 

4 Worley is a lot cheaper than Woodside. Woodside 
is on 38x PE compared to 15x for Worley. 
Woodside has a number of new projects which will 
potentially come on in future years. However, the 
return achievable on the projects is a little uncertain 
at this time. 

The preference is to be exposed to the company that 
benefits from such capital expenditure blow outs, being 
the project engineer - Worley.  Further, it is expected 
that a number of major oil companies will expand their 
capital expenditure budgets in the New Year which 
will benefit Worley. There will be room to buy more 
Worley down the track.
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Newsflow was mixed for the banks over the two 
months.  The NAB bid for AXA was a negative in 
some people’s eyes. There was an expectation that 
management would deploy capital in the UK. 
Consideration was given to some very cheap 
acquisitions being made as banks were being forced to 
divest in the UK to avoid being too large.  AXA is seen 
as an expensive acquisition. After synergies, the return 
on capital will be 9% in five years time and it will add 
nothing to earnings per share. 

In January an earnings upgrade by CBA highlighted 
the strong positioning of the major banks and a turn in 
the bad debt cycle.  Westpac was increased at the 
expense of ANZ and NAB. 

2����
�
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A similar dynamic played out in the income portfolio 
however ANZ was increased after the CBA 
announcement given the large position that was 
already held in Westpac. 

1������

Cardno was purchased in the Income portfolio.  
Cardno Limited (CDD) owns a group of companies 
that operate in the consulting engineering services 
industry and the related engineering software industry. 
Cardno’s primary focus is on providing professional 
services associated with the planning, design and 
delivery of physical and social infrastructure. They are 
involved in delivery of aid, as well as the delivery of 
major infrastructure projects to help build new 
communities and to improve living standards in 
developing and developed countries around the world.  

Key factors supporting the buy include: 

1 Valuation - The stock is on 10x earnings and 6.7% 
fully franked yield.  

2 Improving outlook for infrastructure – the company 
will start to benefit from the Government’s 
generous infrastructure spending over the next 
year.  Major projects such as Schools, Dams and 
Highways in the US will begin next year and 
support their profits.  

�
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Key factors which are influencing investment decision 
making at present include the following: 

1 Economic indicators continue to point to a 
recovering global economy.  International franchise 
stocks with exposure to an improving global 
economy offer better value than domestic stocks 
which have benefited from the strong relative local 
economy. Once the US$ stabilises these 
international stocks will provide a better 
opportunity. 

2 With Australian interest rates rising relative 
performance is envisaged for some domestic stocks 
such as building materials and retailers to struggle. 

3 On the contrary those companies which benefit 
from a rising interest rate environment will do 
better such as utilities and banks. 

4 Exposure to companies with strong balance sheets 
will continue with an expectation that M&A 
activity will pick up.  

5 Governments will need to fund their deficits and 
some companies will face greater regulation and 
constraints such as healthcare.  

6 Capex spend is increasing via Government projects 
and major resource projects. This will support a 
range of companies which are leveraged to such 
spending. 

7 After a strong bounce, resource stocks have 
retraced. The key risk to the sector will be from the 
carry trade unravelling. The key upside will come 
from further growth and demand from China.  

8 The major banks have consolidated in the past 
couple of months and are beginning to look 
attractive once again given their strong market 
position. 

SOURCES: 

 
Dalton Nicol Reid | Citigroup | GSJB Were | IRESS 

Macquarie Equities | UBS | Deutsche Bank 
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This information is of a general nature only and has been provided without 
taking account of your objectives, financial situation or needs. Because of 
this, we recommend you consider, with or without the assistance of a 
financial adviser, whether the information is appropriate in light of your 
particular needs and circumstances. All care has been taken to check that 
the information received from all third parties is correct. The Fitzpatricks 
Dealer Group and its representatives do not accept any liability for errors or 
omissions in the information provided. Please note past performance is not 
a reliable indicator of future performance. 
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After reaching new highs mid-month, global equity 
markets fell sharply in the 2nd half of January owing to 
monetary tightening in China, concerns over Greece’s 
solvency and a hostile reception to mooted financial 
sector eforms in the US. Safe haven assets and 
currencies rallied strongly, particularly US Treasuries, 
the US Dollar and Japanese Yen, whereas commodities 
slumped, down 7.2% over the month, with crude oil 
and gold falling by 8.2% and 2% respectively. 

US economic data proved mixed, with Q4 GDP 
increasing at a surprisingly strong 5.7%pa, the 
strongest quarterly reading since 2003. Also, the 
manufacturing sector continued to lead the recovery 
and average house prices posted the smallest annual 
decline since September 2007, helping underpin an 
improvement in consumer sentiment. However, 
question marks about the sustainability of the recovery 
persisted, as inflation remained low, December 
payrolls fell an unexpected 85,000, existing home sales 

tumbled 16.7%, and the supply of homes for sale rose 
to 7.2 months. 

Eurozone market performance was held hostage to the 
Greek debt crisis, despite Eurozone economic data 
generally beating expectations. Whilst manufacturing 
continues to accelerate as inventories are rebuilt, retail 
sales unexpectedly fell 1.2%, the unemployment rate 
rose slightly to 10% and consumer sentiment remained 
at depressed levels. The Euro fell 5.6% versus the Yen, 
and 3.2% versus the dollar. 

Asian economic performance proved encouraging, 
with China’s manufacturing index signalling solid 
expansion and industrial production jumped 18.5% 
annually. Also Chinese retail sales leapt 16.3% and 
exports jumped an especially strong 17.7%, reinforcing 
analysts expectations that China will lead a global 
recovery. Industrial production and exports rose across 
most Asian economies, with Indian exports up 18%, 
South Korea up 34% and Taiwan up 53% annually. 
However, inflation is becoming a policy concern in the 
larger Asian economies other than Japan, with Chinese 
inflation rising to 2%pa, up from just 0.60% the month 
before. 

,��	
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�������"   The main thesis of the team is that the world economy 
is only back up on its feet due to the enormous fiscal 
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and monetary stimulation co-ordinated by governments 
and central banks around the world. This stimulus is 
now either coming to an end or in some instances 
actually reversing. Given that bank lending continues 
to fall, there is no private sector offset that will prevent 
risk assets from falling in price. 

The impact is expected to be most prominent in 
sovereign debt and currency markets, along with those 
markets that suffered during the global financial crisis. 

Investor bullish and bearish surveys indicated that 
investors were overwhelmingly bullish in December. 
However they fell markedly in January, indicating a 
notable lack of conviction in market participants’ 
positioning. 
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The Access-4 and Access-9 portfolios returned 1.5% 
and 0.6% for the month, respectively. The main 
contributors to the return were: 

·  The Access-16 contributed +0.5% and +0.8% to 
the return of the Access-4 and Access-9, 
respectively. 

·  Other managers had almost no net effect on returns 
in aggregate and no other single fund contributed 
more than +/-0.21% in benchmark-relative 
performance. 

·  The bearish risk asset stance of the portfolio 
positioning in terms of equities beta and choice of 
sectors added to returns as markets fell. This can 
be observed from the Tactical return component in 
the tables: 
�  +0.6% in the Access-4, representing the 

amount by which the Benchmark 
outperformed Cash; 

�  +2.0% in the Access-9, representing the 
amount by which the Benchmark 
outperformed a 50/50 Equities/Cash portfolio 
(which is taken as a proxy for an active 
position for this portfolio that is neutral to 
equities). 

The net equities allocation as at the end of the month 
for the Access-4 and Access-9 was -4% and 19%, 
respectively. 

There were no changes to the line-up of funds during 
the month. 
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The Access-16 portfolio returned 5.4% after all Fund 
fees for the month. The main contributors to the return 
were: 

·  Interest rate strategies (+5.8%) benefited from the 
flattening of short-term yield curves, as markets 
priced in lower quantities of tightening by central 
banks throughout 2010. 

·  Commodities strategies returned -1.0%, due 
largely to the long bias in the quant systems; this 
would have been nearly -2%, except for a large 
allocation to sugar, whose price rose +11% for the 
month. 

·  Equities strategies returned +0.4%, which is a 
smaller profit than what would be expected given 
the short bias to these markets. The main reason 
for this is that the discretionary long VIX futures 
position returned -1.5% despite the fact that the 
value of the VIX rose during the month. This 
occurred because the translation of profits/losses 
induced in the VIX futures contract by a given 
change in the VIX is highest as the contract nears 
expiry, and the VIX fell from 21.7 to 17.6 by the 
mid-month contract roll, and then jumped to 24.6 
by month-end. 

·  The return to quant alpha strategies (-2.9%) was 
almost entirely due to the trend-following 
strategies (-2.7%), which suffered a sharp trend-
reversal, experiencing only the second negative 
month in global equities and commodities out of 
the past 11 months. 

The positions in the discretionary portfolio were 
largely unchanged from December. 
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The Benchmark Return is calculated in a way that is 
unique to Investment Science’s products.  

The Benchmark Return is simply the Fund Return less 
the Alpha Return.  

The Alpha Return is the key measure of the value 
added by Investment Science in picking managers net 
of all fees and costs at every step. It is calculated for 
each portfolio as the sum of the Alpha Return of each 
underlying investment product less fees and costs 
charged by the Access SRA Fund. For each such 
product, the most closely aligned market index 
benchmark is chosen in advance (in some cases this is 
a composite index). The Alpha Return of each product 
is equal to the return of that product after fees less the 
return of its market index benchmark.  

The Benchmark Return can thus be thought of as the 
market return for the portion of the portfolio invested 
in investment markets plus the return of cash for the 
portion not invested.  

The Alpha Return is thus the best measure of the net-
value add of each unit class in the Access SRA Fund. 
If the Alpha Return is positive then it means that in 



Fitzpatricks Newsletter – February 2010 13 

aggregate, the managers of the underlying investment 
products have added value over the market return to an 
extent greater than that which all of the fees have 
subtracted returns.  
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The return of a market index less the return of cash.  
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The Fund distributes income to unit holders, typically 
on 31 December and 30 June each year. When this 
happens the unit price falls by the amount of the 
distribution.  

�  The Total Return is calculated as if distributions are 
immediately reinvested.  

�  The Growth Return is calculated ignoring the return 
from the distributions.  

�  The Income Return is the difference between the 
Total Return and the Growth Return.  

>��������)
������

If the investment manager of the Fund has a neutral 
view on all markets then the risk-equivalent asset class 
allocation of the Access-4 Unit Class is a 100% 
allocation to cash, because it is managed to be equities-
market-neutral over the long term. However, the 
Benchmark Return is the return of a mix of asset class 
indices relating to the allocation to managers plus the 
(largely offsetting) hedging of those asset class 
exposures. The Tactical Return measures the extent 
that the asset class indices and the hedging (i.e. the 
Benchmark Return) add value over the return of cash.  

Likewise, if the investment manager of the Fund has a 
neutral view on all markets then the risk-equivalent 

asset class allocation of the Access-9 Unit Class 
contains some allocation to equities because it is 
managed to be equities-market-biased over the long 
term. It is assumed that the risk-equivalent asset 
allocation is a 50% allocation to equities (assumed to 
be 60% Australian Equities and 40% unhedged 
International Equities) and a 50% allocation to cash. 
The Tactical Return measures the extent that the asset 
class indices and the hedging (i.e. the Benchmark 
Return) add value over the return of this neutral-view 
portfolio.  
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The Access-4 and Access-9 Unit Classes each have a 
sub-portfolio of hedges, in which derivative contracts 
are held to aim the risk of each Unit Class at its long-
term standard deviation target, i.e. 4%pa and 9%pa, 
respectively. The Access-4 Unit Class is generally 
expected to have a number of foreign currency, 
equities and 10 year bond futures contracts in its sub-
portfolio of hedges.  

The Access-9 Unit Class is generally expected to have 
a smaller number of foreign currency, and equities 
futures contracts in its sub-portfolio of hedges.  

The sub-portfolio of hedges can never be expected to 
perfectly match the Beta Return due to:  

�  ��
�
���
	-  the risk that arises when the market 
exposure of the available hedging instruments do 
not perfectly match the market exposure of the 
portfolio’s investments, e.g. the closest available 
hedge for Australian Small Capitalisation 
companies exposure is the S&P/ASX200 Index 
futures contract.  

�  �����"���
	-  the risk that markets move between 
placing the hedge and the striking of the unit price 
by the administrator of the underlying fund.  

On an ongoing basis there is no inherent bias as to 
whether basis risk and timing risk will add to or 
subtract returns compared to the case where perfect 
hedges could be placed at the perfectly synchronised 
time every time. 
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This newsletter has been sent by Fitzpatricks Financial Advisers. © Corporate Authorised Representative & Agent of Fitzpatricks Dealer Group P/L. 
ABN 33 093 667 595. Australian Financial Services Licence No. 247429. Phone: 07 5589 1900 Fax: 07 5599 1977 Email: admin@ftz.com.au   www.fitz.com.au  
 
Information is of a general nature only and has been provided without taking account of your objectives, financial situation or needs. Because of this, we recommend you 
consider, with or without the assistance of a financial adviser, whether the information is appropriate in light of your particular needs and circumstances. As this advice 
contains information about a particular financial product, you should obtain a copy of and consider the Product Disclosure Statement for this product, before making any 
decision. All care has been taken to check that the information received from all third parties is correct. The Fitzpatrick’s Dealer Group and its representatives do not accept 
any liability for errors or omissions in the information provided. We are committed to compliance with the Australian Spam Act 2003. We do not send unsolicited mail, nor 
do we purchase or sell our distribution lists. If you do not wish to receive this newsletter in the future, you may cancel your subscription at any time. 
 
Past performance is no indication of future performance. The issue of the information contained in this document is solely authorised by Fitzpatricks Dealer Group 
(Fitzpatricks). © No information may be copied, reproduced, downloaded, transmitted or re-distributed. Fitzpatricks is the commercial owner of the Access SRA® Fund and 
as such, receives a financial benefit from the issuance of the Access SRA® Fund. All information provided in this document is subject to change. It is of a general nature and 
does not take into account any person’s objectives, financial situation or needs and because of that you should, before acting on the information, consider whether the 
information is appropriate for you having regard to these factors. You should also consider obtaining independent legal, financial and/or other professional advice before 
making a decision in relation to any investment. While information contained in this document has been prepared with all reasonable care by Fitzpatricks and derived from 
sources believed to be reliable, it has not been independently verified and no warranties are given that it is complete, accurate, up to date or fit for the purpose for which it is 
required. Neither Fitzpatricks nor any party appointed to the Access SRA® Fund assumes any responsibility for errors, inaccuracies or omissions in this document. This 
document is provided for information purposes only and should not be construed as a solicitation or offer to buy or sell any financial instruments; neither should it serve as the 
sole basis for making an investment decision. Columbus Investment Services Limited is the Responsible Entity of the Access SRA® Fund and is the issuer of units in the 
Fund. The issue of units is subject to the Fund’s Product Disclosure Statement. Before deciding whether to acquire or continue to hold units in the Access SRA® Fund you 
should obtain and consider the Product Disclosure Statement. You can obtain a copy from your financial adviser or by downloading it from the Fitzpatricks website 
(www.fitz.com.au). The SRA® methodology and SRA® logo are used under licence from the SRA® Institute. 
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