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ROAD TO
NETWEALTH:
HOW A FAMILY
-IRLOOM
-EPS THE
—INE FAMILY
ON THE RIGHT
TRACK

Michael Heine, netwealth Investments

Words: Michelle Baltazar

FS Private Wealth

here comes a time in the life of a Heine family
Tmember when they can finally join boardroom level
discussions around the state of the family business.

In the household of Michael Heine, managing director
of financial services provider netwealth Investments, that
age is around about 10 years old, when his sons Matt and
Nick were first introduced to shoptalk.

It was at this very young age that Michael tried to
impart words of wisdom to his sons about running a
business.

“I have always tried to give them the benefit of my ex-
periences - good and bad - without them having to learn
the hard way,” said Michael.

“But as with all children, one has to tell the same story
many times over to be remembered - whereas once expe-
rienced, never forgotten!”

Still, to help them remember, there lies in the hands of
every board and family member a fairly powerful docu-
ment simply titled ‘Lessons From History’. A modern
family heirloom of sorts, it features various case studies on
how businesses have succeeded or failed. The only differ-
ence is that all the case studies are real and are the hard-
earned lessons by some of the family members, mainly
Michael’s experience during the 1990s.
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In the beginning

Business, like blood, runs thick in the family. In 1865, at a time when
the telegram was the latest invention and mail was sent by horseback,
two brothers started a textile business that turned into one of the
largest trading houses in Germany.

One of them was Michael’s great-grandfather Max who, like many
Germans of Jewish heritage, lost all his assets when the Nazi govern-
ment seized them.

Michael’s father Walter escaped to England but was only there for a
short while. Amid the panic and chaos of the war, he was mistakenly
identified as an enemy alien rather than as a war refugee by the Brit-
ish government and deported to Australia. He was thrown into the
‘Dunera’ ship alongside some 2,000 other Germans and Austrians of
Jewish heritage, which sailed from Liverpool in England and dropped
off the internees, including Walter, in Melbourne.

Walter survived the harsh conditions of the journey and settled
in Australia. With no business contacts, very little knowledge of the
country and the language, he defied the odds and started a trading
company, Heine Brothers.

Walter started small but grew the business exponentially. Before
long, he was importing and exporting a variety of products including
wool, canned fruit, grain and army surplus goods.

But the family’s moneymaker was steel imported from Europe and
brought back to Australia. Over the next 40 years, the Heine Brothers
traded steel and steel products. By the 1970s, it was a formidable force in
the sector, trading more than one million tons of steel and steel products
around the world from its Australian base during that decade alone.

Then the world became a more connected place and the importance
of trading companies in brokering the best deals for buyers and sellers
started to diminish.

By this time though, the Heine Brothers already had an established
property and mortgage lending business, a natural evolution of the
company that was looking for ways to manage its cashflow and cash-
based assets. By 1982, the family started a full-fledged funds manage-
ment business, called Heine Management Limited.

That was 30 years ago. In the decades since the Heine family has
seen its wealth ebb and flow with several high-profile business deals
that have won and lost money in equal ferocity. For example, the fam-
ily bought three radio stations for $90 million but sold them to media
giant Hoyts for $130 million even before the ink dried on the deal.

Michael, who started working with his dad Walter, inherited the
entrepreneurial bug. He grew a funds management business from
scratch to a $2.7 billion funds under management. He sold it to Mer-
cantile Mutual (ING) in 1999 for $115 million.

In his own words: Michael Heine shares his views
on being featured on Australia’s Rich List

It is almost impossible to be an entrepreneur without making mistakes. In creating, one must take some risks. It is the
passion to create something that drives me and one must have belief in oneself to achieve that. | enjoy building an
organisation that creates value not just for the family but more broadly also.

The quote

I always took responsibility for my own mistakes
while others tried to hide and blame others for
their misfortunes. Those who do not learn from
their mistakes probably went on to repeat them.

My previous business which was sold to ING in 1999 was built and survived the major recession of the early 1990’s
when interest rates peaked at 18%, but not without pain.

The Heine group at that time had significant property holdings as well as a mortgage lending business and the fund
management business. Values fell dramatically at the same time as interest rates rose to record highs and liquidity
disappeared. This caused huge financial stress and of course a fall in the net wealth of the group at the time. It was a
time that required me to put my head down and tail up and be focused and work through the issues which took several
years to achieve. Many of the “Lessons from History” were learnt through this period and are a valuable bible for the
future. We were also involved in the funds management industry so it was most important to be available and to keep
the market, advisers and clients informed. They were difficult and competitive times, many individuals and corpora-
tions failed and several of the major banks almost failed but those that survived came through stronger than ever with
key lessons learnt which we still apply today.

We had enjoyed the boom times of the 1980s and had to endure the major recession but we came through strong
and resilient and continued to build and grow. My children were young at the time but lived through it and understood
what was happening and it has made them aware of the lessons we now talk about.

While many people aspire to be on the Rich List, it can also be a curse. | did not seek to be on the list and believe
that one’s private financial affairs are best kept private.

Having experienced good times, as well as bad times, | believe it is ... a very valuable life experience and can stand
one in very good stead if one learns the lessons of the mistakes well. | hope my children can benefit from my experi-
ences without having to learn from their own mistakes.

The other important lesson is that | always took responsibility for my own mistakes while others tried to hide and
blame others for their misfortunes. Those who do not learn from their mistakes probably went on to repeat them.
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Shortly after the deal, Michael set up netwealth, a financial services
business he now runs with his son Matt as director of marketing and
distribution.

Running an investment platform for financial advisers may not have
quite the same ring to what the Heine family used to do in the past.
After all, this is the same family that imported diamonds and vodka
from Russia, instant coffee from South America and Daihatsu from
Japan. The Heine family even copyrighted the name “TEXTA’ for the
highlighter pens they imported, coining the colloquial term for the
pens in Australia.

But to Michael, it’s all about putting more certainty into the busi-
ness model, the recurring revenue, that was lacking during the fam-
ily’s trading company days. In contrast to pinning their hopes on be-
ing on the right side of currency movements or the prices of steel and
freight costs, Michael said that a financial services business takes out
the ‘Tumpiness’ of profit and revenues that characterised the family’s
previous ventures.

With a handy guide on past mistakes and successes within easy
reach of every Heine family member, the future of the current venture,
the netwealth business, seemed almost guaranteed.

Almost. Like his father and his grandfather before him, Michael
repeated history by defying the odds and taking on the big players in
the business, including the big four banks, when he started it.

“Starting up a new business is extremely hard ... you’ve got to have
deep enough pockets,” said Michael.

“People were reluctant to put money into our platform but we perse-
vered and eventually got it to the point where it took off and now we’re
a sliver under $4 billion in funds under management - up 25% in one
year — and we see that inflow continuing to increase,” he said.

At an industry presentation in May, Michael spoke about the bright
future in the market that they serve - superannuation - particularly
with assets projected to grow from $1.5 trillion today to more than
quadruple to $7 trillion in the next decade.

In his own words: David vs Goliath

On why the Heine family took on corporate giant Bankers Trust in what industry observers at the time thought was a

losing battle from the outset.

The story of the BT takeover of the Grosvenor Trust has always been shrouded in misconceptions and incorrect

statements.

During the recession of the early 1990s the fund manager Aust-Wide got into financial difficulty and many of its prop-
erty trusts which were highly geared were in a poor financial state. Many property trusts “froze” redemptions meaning
investors could not redeem their investments, while at the same time property values were falling. The then trustees
of the many Aust-Wide trusts called for submissions from the industry to take over management of the trusts. Heine
Management Limited (Heine) tendered against many major industry managers and was elected by a unit holder vote
to take over the management of many of the trusts. It was an intense competitive rate and it was something of a prize

to have been selected but the competition did not end there.

One of those trusts Heine took over was the unlisted Grosvenor Trust which owned a one-third interest in the Gros-
venor Place office tower in Sydney and held no other assets. Heine, upon being appointed as manager, proceeded
to list the trust on the ASX to provide investors with liquidity. Upon listing the trust, institutional interest was very limited
due to the one investment of the trust being a minority interest in an office building.

Heine meanwhile negotiated the purchase of the office tower at 120 Collins Street in Melbourne on behalf of the trust
for $286 million at what transpired to be the bottom of the property market. A meeting of unit holders was held and

voted in favour of the acquisition.

Soon after the listing and acquisition of 120 Collins Street, BT acquired an interest in the trust in excess of the 20%
limit that applied to listed entities unless the acquirer made a full takeover offer. Like many commentators, Heine
believed that the same takeover protections should also apply to investors in listed trusts as well as to listed compa-
nies. The Corporations Act now applies the same takeover protections regardless of whether the listed entity is a trust
or a company but at the time there was what the Federal Court referred to as a 'regulatory void' and the Court held that
the takeovers rules could not be enforced to prevent the BT acquisition.

It is worth noting that the law was subsequently amended strengthening the takeover rules and requires any party
that acquires 20% or more to make a bid for all remaining units in a listed property trust.

| have often had to take on difficult and challenging situations and will never resile from doing what | consider right or
in the interests of investors even when it means having to take the battle up with a powerful adversary.

While | always seek to avoid controversy or legal action and believe in resolving disputes through dialogue, | have no
regrets about the action taken on behalf of unit holders at that time or subsequently.
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“We’ll have huge opportunities to grow because we are not bur-
dened by legacy systems and bureaucracy,” he said, adding that they
will grow their market share through innovation and service.

Providing great service is a given, and the Heine family has a 148-
year track record in catering for their customers across different mar-
kets and timezones.

Innovation, however, is another thing altogether. Michael is con-
stantly on the look out on what could destabilise his business, from
new consumer behaviour to mega industry and technology trends.

He said that you regularly have to ask if the business you are in has
a future.

“We cannot remain in a business merely because that is the business
we have always been in. Heine’s origins were as a commodity trad-
ing company. The world changed though. We need to continue to be
aware of changes in our industry and move with the times.”

Keeping it in the family

Like most families who have built some degree of family wealth, the
Heine family has a rather complex legal structure which has evolved
over the years and resulted from changing tax laws as well as per-
sonal circumstances.

The structure involves numerous trusts and companies that work
together like a quasi-family office.

Up until recently, Michael and his brother Leslie managed the
group as one and involved their adult children in understanding all the
activities, financials and legal structures.

“More recently, recognising the divergent interests of the children as
they grow up, my brother and I have separated the management of our
respective interests,” said Michael.

Their children still continue to be very involved in the activities
of the Heine Investment Limited group and they meet formally on a
monthly basis to review those activities and make relevant decisions.

“We always have up-to-date financials and call upon external ex-
pertise when required and in particular tax experts and lawyers,” he
said.

It is a fine balancing act. Michael knows that the operational struc-
ture needs to be just right as the family continues to grow.

“As time goes on, I imagine there’d be a greater separation of af-
fairs,” he said.

“You have to consider succession planning issues, like ‘how do you
keep a family entity together over the years? Or, should one keep a
family entity over the years? Should one manage from the grave?
What structures do you set up? How do you deal with divorces in the
family? How does philanthropy fit in within the family trust?”

With great wealth does come a great responsibility. But there are the
few occasions that the extended Heine family gets some downtime.
Michael recalls the days when the family would go to their farm in the
Mornington Peninsula and days were spent in the snowfields skiing or
riding horses. Even as a young kid, dinner table discussions with his
larger-than-life father consisted of interest rate and currency move-
ments or steel prices, but Michael said that as a Melbournian, they may
not have talked about footy a lot but there was a great deal of passion
for the local AFL team, the Melbourne Hawks.

Then there’s his other passion: flying. With enough adventurers in
his bloodline to rival Marco Polo, Michael flies a Cessna Citation Jet
when he can and is a volunteer pilot for Angel Flight. He wanted to
take up flying earlier in his life but his father said he could only choose
one — flying or running a business — and he chose the latter.

The quote

Heine’s origins were as a
commodiry trading company.

The world changed though. We
need to continue to be aware of
changes in our industry and move
with the times.

Besides Angel Flight, a charity close to his heart is the Juvenile Dia-
betes Research Foundation. His younger son, Nick, has type 1 diabe-
tes, an auto-immune disease that can be fatal if not properly managed
and monitored. Michael was active on the board of the Foundation
some years ago but now helps with the fundraising efforts as well as
helping a variety of medical causes.

Michael hopes that his philanthropic interests will rub off on his
sons. “Charity is terribly important. There’s a lot that you can do to
give back to the community,” he said.

Besides charity work, Michael hopes that his legacy would be nur-
turing a business that gives back to the community by providing em-
ployment, instead of profiting from artificial financial instruments or
does not create real value.

“I enjoy that netwealth employs 150 people today who are growing
with me and that we have a large number of advisers and clients that
rely on our products and services. We have built something sustain-
able,” he said.

There will always be ups and downs, but sitting just a desk or two
away from his son, Michael jests that he’s doing a better job at their
work relationship compared to the one he had with his dad.

Meanwhile, his younger son, Nick, is not involved in Netwealth
but has carved a name for himself in the world of industrial design.
Michael proudly boasts that Nick won a prestigious international toy
design of the year award this year.

The world will continue to evolve and Michael, together with his
extended family, will have to adopt and adjust accordingly to usher
the Heine family wealth into the next century. A self-confessed news
junkie and technophile, Michael says the world needs another Steve
Jobs to come along.

With or without the latest gadget, one thing is for certain: Michael
can always draw on the “Lessons from History” to ensure future Heine
family members avoid the business mistakes he made in the past.

And his advice when asked about how to build wealth?

“Assets can come and go. What’s important is your ability to gener-
ate income. If you're just relying on your assets, then that’s when a life
of shirt-sleeves to shirt-sleeves happens.” Fs
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