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Consolidating
Investors are locking in some of the gains the market's given us over the past month following all the
positivity surrounding stimulus measures in the US, Europe and now Japan! George Boubouras thinks
now is a good time to consolidate, but he also sees support for stocks continuing and he explains his
outlook and stock recommendations in today's note.
Also in the Switzer Super Report, Ausdrill is one company on my radar and I met with its chief financial
officer last week and was impressed! I explain why in my note. Plus, we look at the top capital city
suburbs for house price growth as well as what's happening with iron ore prices. Enjoy today's report!
Sincerely,

Peter Switzer
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I'm buying this company because ...
by Peter Switzer
You all have been asking me for a long time now to
share my own views on stocks that I like and at the
same time explain the underlying reasons why I think
the selected share is a goer. Today marks my
capitulation to these requests and the first company I
put forward is really outside the kinds of companies I
generally invest in – it’s called Audrill Limited (ASL).
This week I interviewed the company’s chief financial
officer, Jose Martins, for my SWITZER program on
the Sky News Business channel, and I was really
impressed with the guy.
About Ausdrill
Ausdrill is a mining services group that has lifted its
net profit by 53% in the past year. Net profit after tax
was $112.2 million – a record high – and for the first
time, its revenue went over a billion dollars. That was
a 25% gain.
The company works worldwide and has customers
such as BHP Billiton and Newmont. I like the fact that
it gets around 60% of its revenue from the gold
industry and with all of this QE3-style monetary
expansion around the world, some experts think gold
is going to soar to US$2,400 an ounce. Leave me out
of those predictions, but I do think gold is going up.
Now, you could be asking why would I go for a drilling
company with mining slowing? It’s a good question.
But exploration drilling only accounts for 11% of the
company’s revenue, with last year’s growth driven
by drilling for miners that were producing. Jose
Martins expects the company’s revenue to grow by
15% this year.
The company’s last share price was at $3.04 – a
record – and its dividend last year was 14.5 cents
fully-franked. That’s a dividend return of around
4.7%.

It’s not just me
Rudi Filapek-Vandyck of FNArena tells me that in his
broker review, five stockbrokers rate Ausdrill a “Buy”,
one says “Sell” and one is neutral. Gary Stone of
Share Wealth Systems, whose analysis I respect,
called Ausdrill one of his 16 gold medal stocks and he
likes the fundamentals on it going forward.
“Ausdrill has continued to increase or maintain its
dividend payout since June 2002 from 1.5c to 14.5c
giving a current dividend yield of 4.8% and a
long-term annual DPS (dividend per shares)
compounded growth of 25.5%,” he pointed out.
Share price growth over this time has been ten-fold
from 30 cents to $3 – that’s an annual compounded
growth rate of 26%.
But I liked this observation from Gary: “Ausdrill has
long-term annual EPS (earnings per share)
compounded growth over the 10 years of 15.63%,
indicating that it could intrinsically sustain a PE (price
to equity) Ratio of around 15. Currently the PE ratio is
around half of that at 8.1. Furthermore the forecast
EPS for June 2013 is at 44.7 cents, a further 20%
rise.”
The return on equity (ROE) for Ausdrill is sound at
15.6% and it has a reasonable debt to equity ratio at
just under-50%.
The company has seen some price pressure and
Gary says $2.60 to $2.70 could be a good buying
zone given the positive fundamentals, but that might
not happen.
My recommendation
Short-term players might want to wait, but I think
Ausdrill is a good longer-term play because I reckon
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the QE3-style stimulus action will generate growth
and this will be good for companies in the mining
services area.
At the moment the short-termers have driven down
prices, but this is a buying opportunity for longer-term
stock collectors.
Not to be entirely one-sided, my charts guy Lance Lai
is not so certain about the company, especially in the
short-term, with technical indicators on the charts not
as positive as fundamentals. In the best of worlds, I
would like Gary and Lance to give a thumbs up, but
both are suggesting that there still could be some
downside price movement.
From my point of view, if I bought in now I would buy
again on dips to dollar cost average it to a better
price.
Important information: This content has been
prepared without taking account of the objectives,
financial situation or needs of any particular
individual. It does not constitute formal advice.
Anyone should consider the appropriateness of the
information in regards to their circumstances.
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Consolidate, but don't bail out of stocks
by George Boubouras
The US Federal Reserve has delivered whatever it
takes to see real improvements in the economy. Both
sides of the Atlantic have now matched their strong
rhetoric with different forms of quantitative easing
(QE).
Monetary policy makers are becoming very
innovative. Going forward, there will be more stimulus
on the way from the emerging economies, particularly
China. The risk-on trade has been rewarded.
Quantitative easing (a form of monetary stimulus) is
supportive for equities, commodities and high yields.
September has to date proven to be a good month,
despite what the many market bears had suggested.
The ‘event risk’ was indeed elevated given the
crowded calendar in both Europe and the US, which
fed the behavioural bias of all investors. And as a
result, the current rally for risk assets since the June
quarter has left many investors behind. While those
perpetual bears are looking for new excuses, asset
prices look set to remain supported for now.
QE supportive for commodities and equities
In the US, quantitative easing version three (QE3)
implies investors need to buy commodities. This is
standard practice following any form of quantitative
easing. Base metals, precious metals (gold), energy
and soft commodities have all rallied in anticipation of
the additional stimulus and have continued to be well
supported since the Fed’s QE 3 announcement.
The broad-based CRB Index is now up just over 20%
from its June lows. Unfortunately for Australia, bulk
commodity prices have not fared very well in recent
months, however we see the iron ore spot price
moving towards US$120 per metric tonne by the end
of the year.

QE is also very supportive for equities, which have
rallied by double digits since their June lows. Most of
the rally was in anticipation of additional stimulus.
Going forward asset prices will continue to be
supported by a more promising outlook for cyclicals
compared with (expensive) defensives. Leverage to
future earnings tend to be rewarded with additional
large-scale stimulus.
Your portfolio
Investors should continue to maintain exposure to
both cyclicals and defensives from a portfolio
perspective. Further, Australian investors need to
continue to have exposure to global equities,
particularly exposure to companies and sectors that
don’t feature prominently in the local market.
There are clear risks to earnings as the persistently
higher Australian dollar will continue to be a
significant headwind for Australian corporate
earnings. Further, global equities look set to
outperform Australian equities. Also, exposure to
quality global multi national names helps diversify
your equity portfolio. However, the persistently higher
local dividend yield implies the ASX200 will continue
to deliver higher quality income streams compared
with global bourses (and that is before franking
credits are taken into account).
Table 1 shows UBS Wealth Management’s preferred
core holdings with a combination of both cyclicals and
some defensives. Following some consolidation with
risk assets this week, that back drop looks supportive
for risk assets in the medium term. The portfolio
below consists of our core picks.
Table 1 – Australian Core Income Portfolio
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George Boubouras is the Head of Investment
Strategy and Consulting, UBS Wealth Management
Australia.
Important information: This content has been
prepared without taking account of the objectives,
financial situation or needs of any particular
individual. It does not constitute formal advice.
Anyone should consider the appropriateness of the
information in regards to their circumstances.
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The iron ore slump. Where to for prices next?
by JP Goldman
The collapse in iron ore prices was a bit of a shock for
the Australian economy, highlighting our recently
developed dependence on China and the mining
sector.
Indeed, iron ore is now Australia’s largest single
export, accounting for 20% of export revenues.
furthermore, 70% of our offshore sales go to China.
Along with higher coal prices, the huge price rise in
iron ore over the past decade (from around US$30
per tonne to about US$100 per tonne at present)
largely accounts for the surge in export prices in
recent years. As a result, exports boosted national
incomes and Federal Government budget revenues.
Importantly, these prices placed a rocket under
mining sector share prices.
But since its peak at around US$190 a tonne early
last year, the spot price of iron ore on world markets
has virtually halved – dropping as low as US$86
recently. The biggest surprise has been the speed of
the drop: iron ore prices are down by a third in the
past few months alone. The fact the Aussie dollar has
remained high throughout all this – due to safe haven
buying of government bonds by foreign central banks
– hasn’t help insulate mining profits from the global
price slump.
Made in China
The iron ore price has since recovered to just over
US$100 a tonne, though the outlook remains clouded
by a sluggish Chinese economy (by its standards).
China’s steel sector has been hit by both weaker
manufacturing exports due to the global growth
slowdown, and a much-needed cooling in its
overheated housing construction sector.
Making matters worse, as a good employer, China’s
steel makers have long been overly subsidised by

regional governments, leaving the sector inflexible
and prone to overcapacity. Indeed, despite the
slowdown in Chinese demand for steel products, local
producers have been tardy in cutting back production,
resulting in rising steel stock piles. The end result has
been a collapse in China steel prices, with a knock-on
effect on the major steel making raw material –
iron-ore.
Outlook
Where to from here? The good news is that the global
iron industry is considered to have a natural price
floor at around $US120 – this is the level at which
China iron mines are rendered uneconomic, requiring
the country to import more (largely from Australia). So
partly compensating miners for their lower prices
should be increases in demand from China.
Note: it’s also likely that once China gets passed its
(drawn out) political leadership transition by year-end,
policy should re-focus on measures to boost
economic growth again. Only recently, for example, a
US$160 billion package of infrastructure projects was
announced. Though many of these projects have
already been in the development pipeline, their
completion will take many years.
Most importantly, over the longer-term, if the Chinese
can keep growing per capita incomes by around 6 to
7% per year – to a still relatively low US$20,000 by
2025 – its economy will triple in size.
Even with a somewhat reduced steel intensity, this
growth should still be strong enough to underpin
strong growth in steel production and iron ore
demand. The bullish forecasts of our mining sector
could still be realised if China’s steel intensity over
the coming decade or so remains as high as that of
Japan and Korea at a similar relatively early stage of
development.
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Of course, that iron ore prices are falling, however,
should be no surprise given prices reached such
stratospheric heights last year. Even without the
slowdown in the Chinese economy, prices are also
responding to the inevitable iron ore supply response.
Australia’s official resource sector forecaster – the
Bureau of Resources and Energy Economics (BREE)
– expects Australian iron ore export volumes to
increase by around 10% in both 2012 and 2013.
Most analysts concede iron prices reached their peak
last year, though most still feel prices will remain
above historical norms over the next few years at
least. BREE’s latest forecasts anticipates contract
prices to average US$126 this year, falling to an
average of US$101 in 2013.
Mining profits
Despite weaker prices, the pickup in export volumes
– together with a potentially low Aussie dollar
overtime in line with weaker commodity prices and a
further lowering in local interest rates – should
provide some support to mining sector profits.
According to Thomson Reuters’ latest estimates,
earnings for companies in the MSCI metals and
mining index will drop 8% this financial year before
rising by 22% in 2013-14.
Important information: This content has been
prepared without taking account of the objectives,
financial situation or needs of any particular
individual. It does not constitute formal advice.
Anyone should consider the appropriateness of the
information in regards to their circumstances.
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Top 10 performing capital city suburbs
by Alia McMullen
Australian house prices have improved marginally in
recent months amid low interest rates and improved
stock market performance, but home buyers remain
hesitant to jump in with the fervour that characterised
the pre-Global Financial Crisis era.
Prices across the capital cities edged up by 0.5% in
the second quarter of this year, but were still down
2.1% from a year earlier, Australian Bureau of
Statistics (ABS) data show.
This correction towards growth is likely to continue as
financial markets and consumers put the worst of
eurozone and US economic growth fears behind
them. But until the global economy can confidently
declare economic and financial stability to be safely
back, investors will continue to tread cautiously.

more affordable outer edges of capital cities, such as
Sydney’s Eastern Creek, Brisbane’s Clear Mountain
and Melbourne’s Wandin North.
Sydney prices in particular have been leading the
market amid steady demand and employment.
So while average prices on a national level will need
encouragement to deliver solid gains in the coming
months, there are numerous hot pockets of capital
growth supporting investors’ hunger for property with
good returns.
Below are the latest Residex data showing the top 10
performing suburbs for house price growth in major
Australian capital cities in August.

The latest housing finance data confirmed a lingering
sluggishness among homebuyers. New lending to
owner-occupiers dropped by 1% in July from a month
earlier, even with seasonal adjustment taken into
account for the quieter winter market. Housing
finance was up a subdued 2% from a year earlier,
ABS figures showed.
But economist see some support for mortgages in the
coming months as the interest rate cuts from May and
June – which brought the benchmark cash rate down
by 75 basis points to 3.5% – begin to impact
consumer behaviour. Likewise, many economists
expect to see another interest rate cut in the coming
months, particularly with the Australian dollar being
driven higher by wide interest rate differentials with
the rest of the developed world.
But while the broader market may be subdued,
investors are itching to spend and it’s driving up
prices in suburbs that investors see long-term value.
Not surprisingly, many of these suburbs lie on the
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Important information: This content has been
prepared without taking account of the objectives,
financial situation or needs of any particular
individual. It does not constitute formal advice.
Anyone should consider the appropriateness of the
information in regards to their circumstances.
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Did you know?
Term deposit rates have inched down a little further in the past week. You can find the latest rates in our term
deposit comparison table on our website, updated every week.

Don't miss this!
The Reserve Bank of Australia is set to release its half-yearly Financial Stability Review on Tuesday, providing
us with a snapshot of the health of the country's financial system. We'll have the news up on the Switzer Super
Report website.
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