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About IML 

• Boutique manager established in 1998, 19 year track record on flagship Funds

• Over $8b FUM – healthy mix of Retail and Institutional Clients

• Well resourced investment team with experienced leadership

• Disciplined ‘true to label’ Value & Quality style

• Consistent performance and outcomes over the past 19 years
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Retail Investor Needs

• Capital preservation

• Reasonable capital growth

• Income focused
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Investment Philosophy: focus on value and quality

We seek to buy and own:

Companies with a competitive advantage,

with recurring earnings,

run by capable management,

that can grow,

.......at a reasonable price.
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QV Equities Limited 

• Focused on Ex-20 stocks – seeking to provide investors diversification

• Focus on quality industrials - long-term capital growth & income

• Managed by Investors Mutual

• Experienced Board with independent majority

• Listed 22 August 2014
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Banks – last 30 years 
A foundation to grow from
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Post 1987 – not a bad foundation to grow from:
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• Low household gearing levels:

 March ’87, Household debt/disposable income 55%  

• Consumer Credit: able to grow off a low base

• Median house price to income ~ 2 x



Post 1987: Economic Environment

• Financial Deregulation

• Interest rates 12-18%

• Positive GDP growth
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Post 1987: Golden run of bank deregulation

• The removal of interest rate controls

• Removal of lending controls

• Lower mortgage capital requirements
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Mortgage Brokers

• Industry established early 1990s

• Aussie (’92), Rams (’95) – first movers

• Small proportion of overall residential

mortgage issuance 
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The Big 4 Banks

• CBA float 1991 @ $5.40

• WBC float 1970 @ sub $2

• NAB float 1962 @ sub $1

• ANZ float 1969 @ sub $1

12



Post 1987 – 2017 – extraordinary period of history for banks 

1987 – 2017 investors big winners:

• Big returns from the Big 4

• Dividends + Capital Growth

• Financials now 38% of the ASX 300
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Extraordinary period of growth for banks 

14 Source: Morningstar as at 31 May 2017
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Strong dividends & earnings
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Australian Banks – Outlook
Past industry drivers are today’s risks
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Australian GDP growth trending lower
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Wage growth subdued
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Australian Mortgage Debt to GDP- 1860-2016

Source: RBA, UBS Estimates as at June 201719



Australian Housing: Household debt increases as property prices climb

Source: Factset as at June 201720



Australia’s Household debt high relative to peers

Source: Bank for International Settlements, Auscap Asset Management 21



Source: APRA, Mortgage Choice

Mortgage Broker influence

25

30

35

40

45

50

55
M

ar
-0

8

Ju
n-

08

Se
p-

08

De
c-

08

M
ar

-0
9

Ju
n-

09

Se
p-

09

De
c-

09

M
ar

-1
0

Ju
n-

10

Se
p-

10

De
c-

10

M
ar

-1
1

Ju
n-

11

Se
p-

11

De
c-

11

M
ar

-1
2

Ju
n-

12

Se
p-

12

De
c-

12

M
ar

-1
3

Ju
n-

13

Se
p-

13

De
c-

13

M
ar

-1
4

Ju
n-

14

Se
p-

14

De
c-

14

M
ar

-1
5

Ju
n-

15

Se
p-

15

De
c-

15

M
ar

-1
6

%

22



Increasing Regulation

• Increasing capital requirements

• Expanding regulatory powers

• Bank Levy
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Bank Bashing: Reactions to bank levy

24 Source: AFR, 10 May 2017



Interest only loans
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Which bank is better quality and value?

Clydesdale Bank ANZ

Deposit funding 90% 63%

Leverage 15x overall
20x housing

16x overall
43x housing

Book quality/risk 75% retail, 
25% SME

50% international, 
institutional

5 year growth 50% mortgages
25% SME

Shrink institutional
Grow retail

Valuation % book 0.8x 1.7x

26 source: ML Estimates



• Opportunities to cut costs, return capital and gain market share 

• 90% deposit funding, 75% of lending in retail and 25% in SME

• £690-700m reduction of costs in FY17 

• CYB could release ~$660m or $0.75 cps excess capital

Stock case study: Clydesdale Bank (CYB)
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Investor approach to banks  
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Banks are widely held by retail investors: 

• Source of franked income – yield

• Past Returns

• Comfort & familiarity

• Lack of perceived alternatives
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ASX 300 – Heavily represented by financials
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Other 42%

Resources 20%

Financial ex 
property 38%

As at 30 April 2017



MSCI World: Diversity

31 Source: MSCI as at 30 April 2017
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Investment Philosophy: focus on value and quality

We seek to buy and own:

Companies with a competitive advantage,

with recurring earnings,

run by capable management,

that can grow,

.......at a reasonable price.
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Compounding of retained earnings

Year Business
assets Profit (R.O.E) Dividend Retained 

earnings

1 100.00 10.0 5.00 5.00

2 105.00 10.5 5.25 5.25

3 110.25 11.0 5.50 5.50

4 115.75 11.6 5.80 5.80

5 121.55 12.2 6.10 6.10

6 127.65 12.8 6.40 6.40

7 134.05
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Amcor
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Value over time
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Stock price over time
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Income - the least volatile component of investment returns

Source: IRESS, ASX300 data since 1996. As at 31 December 2016

Over 20 years – capital and income return broken up
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Focus on quality dividend paying stocks

Company FY17 Yield

SCA Property Group  6.0%

Spark Infrastructure 6.7%

Hotel Property Investments 7.0%

Genesis Energy 7.7%

Pact 3.7%

38 As at March 2017, IML FY17 Estimates



Quality mid and small caps

• Pact Group

• Spark infrastructure

• Steadfast

• Sky City

• Sonic

• Ansell
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QV Equities key stocks –

Source:  QVE NTA as at 31 May 2017
40

KEY EQUITY  
INVESTMENTS ASX Code

Spark Infrastructure SKI

Sonic Healthcare SHL

Clydesdale Bank CYB

Amcor AMC

Pact PGH

Fletcher Building FBU

Ansell ANN

Steadfast SDF

Bank of Queensland BOQ

Tox Free TOX



Key take outs…

• The landscape for banks has changed – the golden era has passed

• It’s a question of how much banks do you own and which ones 

• Attributes sought from banks can be found else where – quality 
industrials

• Growing and sustainable franked income
• Reasonable capital growth over time

• As always – stock selection is key
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While the information contained in this presentation has been
prepared with all reasonable care, Investors Mutual Limited accepts
no responsibility or liability for any errors or omissions or
misstatements however caused. This is general financial product
advice only and is not intended to constitute a securities
recommendation. This information does not account for your
investment objectives, particular needs or financial situation.
Statements of opinion are those of IML unless otherwise attributed.
Except where specifically attributed to another source, all figures are
based on IML research and analysis.
Investors should be aware that past performance is not indicative of
future performance. Returns can be volatile, reflecting rises and falls
in the value of underlying investments. Potential investors should
seek independent advice as to the suitability of the Fund to their
investment needs. The fact that shares in a particular company may
have been mentioned should not be interpreted as a recommendation
to either buy, sell or hold that stock. Any commentary about specific
securities is within the context of the investment strategy for the given
portfolio. Investors Mutual Limited is the issuer of the Investors
Mutual Australian Share Fund, Investors Mutual Industrial Share
Fund, Investors Mutual Future Leaders Fund, Investors Mutual
Australian Smaller Companies Fund, Investors Mutual Small Cap
Fund and Investors Mutual Equity Income Fund. Applications can
only be made on the form in the current Product Disclosure
Statements dated 2nd September 2013, or through IDPS products
that include these Funds. The Product Disclosure Statements can be
obtained by contacting Investors Mutual or at http://iml.com.au.
Potential investors should consider the Product Disclosure
Statements before deciding whether to invest, or continue to invest in
the Funds.
The prospective P/E ratios and earnings forecasts referred to in
this presentation constitute estimates which have been calculated by
IML's investment team based on IML's investment processes and
research.
© 2017 Morningstar, Inc. All rights reserved. Neither Morningstar, nor
its affiliates nor their content providers guarantee the data or content
contained herein to be accurate, complete or timely nor will they have
any liability for its use or distribution. To the extent that any of this
information constitutes advice, it is general advice and has been
prepared by Morningstar Australasia Pty Ltd ABN: 95 090 665 544,
AFSL: 240892 and/or Morningstar Research Limited (subsidiaries of
Morningstar, Inc.) without reference to your objectives, financial
situation or needs. You should consider the advice in light of these
matters and, if applicable, the relevant Product Disclosure Statement
(in respect of Australian products) or Investment Statement (in
respect of New Zealand products) before making any decision to
invest. Neither Morningstar, nor Morningstar’s subsidiaries, nor
Morningstar’s employees can provide you with personalised financial
advice. To obtain advice tailored to your particular circumstances,
please contact a professional financial adviser. Please refer to our
Financial Services Guide (FSG) for more information
www.morningstar.com.au/fsg.asp
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