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Budget Winners Are Grinners
In April 2019, Josh Frydenberg delivered his first Budget as Treasurer. After more than a decade of deficits, Australia was
finally on track for a long-awaited return to surplus, with surpluses forecast for the next decade. But the world has changed
significantly since April 2019, and this month’s Budget reflected the new reality. Budget deficits are now back for the next
decade (shown below), with the annual deficit expected to peak at $214bn in the 2020-21 financial year. This is more than
three times Australia’s largest federal deficit during the Global Financial Crisis (GFC). Multiple new spending initiatives were
also unveiled this month, on top of Australia’s initial $299bn COVID-19 response. This newsletter outlines some of the
significant new initiatives which are likely to benefit certain sectors and the listed equity market more generally.
Australia’s Forecast Underlying Cash Balance and Gross Debt

Cash Balance

Gross Debt

Source: Australian Federal Treasury Estimates

Personal Income Tax Cuts
The Budget announced the bringing forward of the Stage 2 Personal Income Tax Plan to 2020-21. This $17.8bn initiative
provides 11.6m individuals with a tax cut, with the majority of the benefit flowing to Australians on incomes below $90,000.
This represents an income tax cut of between 6.1% and 21.4% for the majority of Australians compared to FY18.
Changes to Tax based on Taxable Income (2020-21 vs 2017-18)
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This tax cut is likely to further strengthen household balance sheets, and benefit companies exposed to discretionary
spending. Likely beneficiaries include discretionary retailers, automotive companies, hospitality providers and potentially
economically exposed financial institutions such as the major banks.
JobMaker and Apprenticeship Initiatives
The Budget includes two initiatives which we expect to benefit businesses with large entry-level workforces. Firstly, the
Budget includes a $4bn “JobMaker” hiring credit, which provides businesses with weekly credits for hiring 16-35 year olds
($200 for hiring 16-29 year olds or $100 for hiring 30-35 year olds). Secondly, the Budget announced a $1.2bn “Boosting
Apprenticeships Wage Subsidy”, which is a 50% wage subsidy (up to $28,000) for newly commencing apprentices and
trainees. Clear beneficiaries of these two initiatives are businesses involved in the building and construction industries as
well as sectors involved in hiring young people, such as retail and hospitality. Such businesses often operate with modest
operating margins, meaning small changes in their cost bases can have a magnified impact on their profitability.
Housing Construction Initiatives
The Budget also announced two initiatives in relation to the housing market, on top of the large number of initiatives already
announced (discussed in Auscap’s June 2020 newsletter). Firstly, an additional 10,000 places have been added to the First
Home Loan Deposit Scheme, which allows eligible buyers to purchase a property with a deposit as low as 5%. Secondly,
the Government has provided a further $1bn guarantee to the National Housing Finance and Investment Corporation, to
help stimulate investment into affordable housing. Direct beneficiaries of housing stimulus include property developers,
building materials companies, household product retailers as well as companies with exposure to housing market trends,
such as online property portals and the major banks.
Infrastructure Initiatives
Since the start of COVID-19, the Federal Government has committed to $14bn of new and accelerated infrastructure
projects over the next four years. This has included projects in every state and territory, with a mix of large and small
projects. This funding has been provided to state and local governments on a “use it or lose it” basis, which means activity
in the building and construction sector is likely to remain supported. Beneficiaries include building materials companies and
contractors.
Business Investment Tax Incentives
The Budget includes two measures, together costing $31.6bn, to support business investment. Businesses with turnover
of up to $5bn will be able to deduct the full cost of eligible depreciable assets (or improvements to existing depreciable
assets) in the year that they are installed. In addition, companies can offset new losses against previous profits on which
tax has been paid. These two initiatives improve the cash flow profile associated with new capital expenditure. Any company
planning capital expenditure will see a benefit.
Impact of Budget Stimulus
Economic uncertainty remains but a few observations can be made regarding the current expansionary fiscal environment:


Whilst the economic shock has been large, the fiscal policy response has been unprecedented.



Many listed companies are direct beneficiaries of the current level of fiscal stimulus, with very few companies being
negatively affected by the announcements.



Although some fiscal initiatives are short-term, many listed companies will experience long-term benefits arising from
the income tax cuts for customers, balance sheet repair and cost savings.



The stimulus has dramatically improved household balance sheets in the last six months (as discussed in our
September newsletter).



The performance of the Australian economy to date appears to be positively surprising economists, despite Victoria’s
challenges with its extensive period in lockdown.



Whilst equity market participants are gradually becoming less pessimistic about the Australian economy, the ASX200
continues to trade approximately 14% below its February 2020 high and 10% below its November 2007 high.
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The Auscap Long Short Australian Equities Fund (Fund) is invested in a number of sectors which should benefit from the
2020 Budget stimulus, including retail (Nick Scali, Super Retail Group, JB Hi-Fi), automotive (Eagers Automotive, CarSales,
Motorcycle Holdings), building materials (Wesfarmers, Reece, Adelaide Brighton), real estate (Stockland, Aventus, Home
Consortium) and banking (Macquarie, Westpac, ANZ, NAB). We remain positive on the outlook and valuations of the Fund’s
portfolio holdings.
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Auscap Long Short Australian Equities Fund
Fund Performance*
Period

Fund Exposures
Auscap

All Ords

September 2020

(2.6)%

Financial Year To Date
Since Inception

September 2020 Average

% NAV

Positions

(3.4)%

Gross Long

129.8%

53

11.1%

1.1%

Gross Short

10.4%

3

141.2%

88.8%

Gross Total

140.2%

56

11.9%

8.5%

Net / Beta Adjusted Net

119.4%

142.0%

Annualised Returns

Portfolio Commentary

Sector Exposure - September 2020

The Fund returned negative 2.6% net of fees during
September 2020. This compares with the All Ordinaries
Accumulation Index return of negative 3.4%. Average gross
capital employed by the Fund was 129.8% long and 10.4%
short. Average net exposure over the month was 119.4%.
Over the month the Fund had on average 53 long positions
and 3 short positions. The Fund’s biggest exposures over
the month were spread across the real estate, consumer
discretionary and financials sectors.

Top 10 Investments^

Communication
Services
Consumer
Discretionary
Consumer
Staples
Energy
Financials

Aventus Group

Motorcycle Holdings

Carsales.com

Nick Scali

Eagers Automotive

NZME

GDI Property Group

Stockland

Mineral Resources

Super Retail Group

Healthcare
Industrials
Information
Technology
Materials

Fund Financial Year Returns*
FY13

19.7%

FY18

12.7%

FY14

46.0%

FY19

(9.2)%

FY15

16.8%

FY20

(19.9)%

FY16

20.1%

FY21

11.1%

FY17

8.0%

Real Estate
Utilities
ASX200 Index
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* Performance figures are calculated for the lead series net of all fees and expenses assuming the reinvestment of all distributions. Past performance is not a reliable indicator
of future performance.
^ Top 10 long investments in alphabetical order as at 30 September 2020.
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© Auscap Asset Management Limited
Disclaimer
This newsletter contains performance figures and information in relation to the Auscap Long Short Australian Equities Fund ARSN 615 542 213 (Fund) from inception of the
Fund. The actual performance for your account will be provided in your monthly statement. Actual performance may differ for investments made in different classes or at
different times throughout the year. This newsletter is intended to provide general background information only. It is not a Product Disclosure Statement under the Corporations
Act 2001 (Cth), nor does it constitute investment, tax, legal or any other form of advice or recommendation to be relied upon when making an investment or other decision. The
content of this document does not constitute an offer or solicitation to subscribe for units in the Fund or an offer to buy or sell any financial product. Past performance is not a
reliable indicator of future performance. While all reasonable care has been taken to ensure that the information in this document is complete and correct, no representation or
warranty is given as to the accuracy of any of the information provided, including any forecasts. To the maximum extent permitted by law, Auscap Asset Management Limited
ACN 158 929 143 AFSL 428014, its related bodies corporate, directors, employees and representatives are not liable and take no responsibility for the accuracy or completeness
of this document. No investment in the Fund should be made without fully reviewing the information, the disclosures and the disclaimers contained in the relevant disclosure
document, a copy of which is available at www.auscapam.com, or any supplement to that document and obtaining investment, legal, tax and accounting advice appropriate to
your circumstances. You are receiving this newsletter because we hold personal information about you, namely your contact details. You should view Auscap's Privacy Policy
to understand how your personal information will be used and processed. No part of this material may be reproduced or disclosed, in whole or in part, without the prior written
consent of Auscap Asset Management Limited.
Hong Kong
This newsletter has not been reviewed or approved by any regulatory authority in Hong Kong. This newsletter does not constitute an offer or invitation to the public in Hong
Kong to acquire the units in the Fund. Accordingly, unless permitted by the securities laws of Hong Kong, no person may issue or have in its possession for the purposes of
issue, this newsletter or any advertisement, invitation or document relating to the units in the Fund, whether in Hong Kong or elsewhere, which is directed at, or the contents of
which are likely to be accessed or read by, the public in Hong Kong other than in relation to the units of the Fund that are intended to be disposed of only to persons outside
Hong Kong or only to “professional investors” (as such term is defined in the Securities and Futures Ordinance of Hong Kong (Cap. 571) and the subsidiary legislation made
thereunder).
Singapore
This newsletter is being furnished to you on the basis that you are an “institutional investor” (as defined in the Securities and Futures Act (Chapter 289) of Singapore) and on
a confidential basis, solely for your information. This newsletter may not be reproduced, disclosed, or distributed to any other person in Singapore. Auscap Asset Management
Limited, as the responsible entity and manager for the Fund has not taken any steps to ensure that the capital markets products referred to in this newsletter are suitable for
any particular investor, and will not treat recipients as its customers by virtue of their receiving this document.
This newsletter has not been, and will not be, registered as a prospectus with the Monetary Authority of Singapore and this newsletter is not intended to constitute an offering,
and is not regulated by any financial supervisory authority pursuant to any legislation in Singapore. The investments or services referred to in this newsletter may not be suitable
for you and it is recommended that you consult an independent investment advisor if you are in doubt about such investments or investment services. Nothing in this document
constitutes investment, legal, accounting or tax advice or a representation that any investment or strategy is suitable or appropriate to your individual circumstances or otherwise
constitutes a personal recommendation to you.
United Kingdom
This newsletter may be distributed in the United Kingdom only to persons who: (i) have professional experience in matters relating to investments in accordance with Article 19
of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended) (“FPO”); or (ii) to whom this document may otherwise be lawfully distributed
(all such persons together being referred to as “Relevant Persons”). This newsletter is only directed at, or available to, Relevant Persons and must not be acted on or relied on
by persons who are not Relevant Persons. Any investment or investment activity to which this document relates is available only to, and will be engaged in only with, Relevant
Persons.
United States
This newsletter may not be distributed in the United States and does not constitute an offer to sell, or a solicitation of an offer to buy, securities in the United States. Any
securities described in this newsletter have not been, and will not be, registered under the US Securities Act of 1933 and may not be offered or sold in the United States except
in transactions exempt from the registration of the US Securities Act, the US Investment Company Act of 1940 and applicable US state securities laws.

If you do not currently receive the Auscap Newsletter automatically, we invite you to register. To register please go to the website
www.auscapam.com and follow the registration link on the home page. Interested investors can download a copy of the PDS for the Auscap Long Short
Australian Equities Fund at www.auscapam.com/auscap-fund/pds. We welcome any feedback, comments or enquiries. Please direct them to
info@auscapam.com.

Auscap Asset Management Limited
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