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S&P 500 close to all-time high
Despite concerns earlier about the bailout plan for Cyprus being in disarray, the S&P 500 gained
overnight and is around six points away from its all time high of 1,565. Locally, we're just shy of the
5,000 mark.
So which stocks should you be looking at right now? Ron Bewley investigates the IT sector while
James Dunn analyses companies in the jobs and recruitment space.
Also, Chad Padowitz from Wingate Asset Management tells us why he likes OXY, Andrew Bloore reveals
the investment rules for your SMSF to live by, and Gavin Madson shows why the chance of more rate
cuts has dropped. Plus, don't miss the question of the week.
Sincerely,

Peter Switzer
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Tapping into the jobs market
by James Dunn
Pre-GFC, recruitment was an industry that grabbed a
lot of attention on the share market, when Talent 2,
Ross Human Directions (the former Julia Ross
Recruitment) and Skilled Group were high-flying
mid-cap stocks.
Talent 2, listed in 2004, was the “second coming”
vehicle of Andrew Banks and Gary Morgan, who had
listed their Morgan & Banks business in 1994, before
selling it to global competitor TMP Worldwide in 1999.
In particular, Banks and Julia Ross were high-profile
evangelists for the recruitment business, and
colourful company leaders got plenty of attention in a
roaring market.
But the jobs market took a hit with the GFC –
particularly the high-end financial jobs – and the shine
came off the mini-sector.
Banks and Morgan took Talent 2 off the stock market
in August 2012 after it fell into net loss and the share
price fell 80% in 12 months – and 90% from its peak,
achieved in August 2007. Ross Human Directions
was taken over by rival recruitment and HR
outsourcing company Chandler Macleod Group in
January 2011, after its share price had more than
halved from its peak.
While not a recruiter, Skilled Group – which provides
temporary and contract labour to the industrial,
technical and professional sectors of the economy,
and also has an engineering and marine services
business – also opened-up investment exposure to
the employment market; as did SEEK, the job website
operator.
This pair, and Chandler Macleod, represent the pick
of the jobs market investments. Each has its
attributes, and its challenges.

SEEK looks fully priced
SEEK, listed in 2005, has proven the ability of
internet-based businesses to play havoc with
traditional business models, most notably in stealing
Fairfax’s job advertising business from under its
nose. SEEK predicted that advertisers and
jobseekers would each migrate to the medium with
the largest audience, and bore that proposition out.
More recently, SEEK has developed its business by
partnering with education and training providers,
leveraging its Australian market dominance and the
strength of its brand name from employment
classifieds, as well as investing in online employment
websites in other markets, most notably the
fast-growing Asian and Latin American regions.
While SEEK certainly took Fairfax out of the job ads
business, it did not want to dis-intermediate the
industry: it has always worked with recruitment
companies. Ironically, SEEK now finds that its major
challenge comes from someone who wants to cut its
lunch, just as it did Fairfax: the online professional
network LinkedIn, the business model of which is built
around companies going straight to LinkedIn to view
the individual profiles people have posted.
SEEK has been a good investment, returning about
16% a year over the past five years, with a steep
recovery over the last 12 months, up about 46%, well
out-pacing the market. It certainly qualifies as a
growth stock, priced on about 20 times expected
earnings: still only about 60% of job ads in Australia
go online, compared to 80%-plus in the USA, and the
stock is being re-rated upward on the back of the
potential in its international business, particularly in
China. But investors – particularly SMSFs – can’t
have everything. SEEK is not a yield stock, priced at
a 2.5% fully franked yield for FY14. That doesn’t cut
the mustard for an SMSF.
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Skilled for yield?
Skilled Group has also emerged from a difficult labour
market, returning about 34% a year over the past
three years. The company has lifted its interest in its
offshore marine services business, tapping into the
strong oil and gas market in Western Australia. In the
core labour provision business, Skilled’s situation
mirrors much of corporate Australia – revenue growth
difficult to eke out, but cost reductions and improved
efficiency generating margin growth. The company
has made a big bet on the resources market – about
58% of revenue now comes from this area – and
expected improvement in the general employment
market should add to profit growth.
On a yield perspective, Skilled also looks the goods.
The consensus of analysts’ forecasts has the stock
paying a dividend of 16.1 cents a share this financial
year and 18.1 cents in FY14. At $3.43, that places
Skilled on a fully franked yield of 4.7% this year and
5.3% in FY14. For a SMSF in accumulation mode,
the equivalent yields are 5.7% and 6.4%. In pension
mode, that becomes 6.7% (FY13) and 7.6% (FY14).
That is an attractive prospect.
Chandler Macleod looks the pick
Lastly, it’s worth looking at Chandler Macleod, which
is the best of the listed recruiters by far in terms of
profitability – in that it is profitable, and pays a fully
franked dividend. But even Chandler Macleod is not
strictly a recruiter: it is more a human resources (HR)
services provider and corporate consultant, and is
progressively reducing its reliance on volatile
permanent recruitment revenue, and growing the
higher-margin managed services and specialist
products business – human resource outsourcing, IT
outsourcing, business process outsourcing, training
services. One of Chandler Macleod’s main focuses
in this area is its Aurion payroll technology.

While chief executive Cameron Judson spoke for
much of corporate Australia when he said at the profit
release, “We don’t see any immediate signs of
improved business confidence,” the main attraction
of Chandler Macleod is that a high proportion of its
cost base is fixed, giving it good operating leverage to
an improving employment market.
Last year, Chandler Macleod paid a second-half
dividend of 1.6 cents a share. I’m working without
analysts’ estimates here, but even if there were no
lift to the final dividend, with 1.4 cents banked, three
cents in total for FY13 would give you a fully franked
yield of 5.08%, at a share price of 59 cents. For an
SMSF in accumulation phase, that makes an
equivalent yield of 6.2%; in pension mode, that
payment would equate to 7.2%. Small-capitalisation
stocks (Chandler Macleod is valued at $275 million)
carry added risk, but if you want exposure to the
employment market, that kind of yield is definitely an
SMSF proposition.
Important: 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. Consider the
appropriateness of the information in regards to your
circumstances.

Chandler Macleod is a good, resilient business that
had a sound half-year to December 2012, with
revenue up 3.9% to $802 million, net profit down 32%
to $5.5 million – but underlying earnings (EBITDA) up
13% to $22.5 million – and interim dividend up 17% to
1.4 cents, fully franked.
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Is the local IT sector too small to matter?
by Ron Bewley
The IT sector in Australia is a misnomer. In the US,
this sector includes companies the like of Microsoft,
Intel, Apple, Dell, HP and many more big game
changers. It is the biggest sector in the US stock
market. In Australia, our IT sector is dominated by a
very good company – Computershare (CPU) – but it
is a share registry business. There are only two IT
companies in the top 100 and four in the top 200
listed in the table. The Australian IT sector is less
than 1% of the ASX 200 by market capitalisation!
The sector does contain an interesting company –
carsales.com – that has risen in share price by over
70% in the last year. But the sector is so small that
investment in it or otherwise will have almost no effect
on a portfolio that is to be compared to the
benchmark ASX 200.

Chart 1: Variation in consensus
recommendations for selected stocks

Only CPU passes the ‘2.5’ test (please see my
paper on the Market Updates tab of our website
www.woodhall.com.au for details) and only just! PE
ratios are high by ASX standards. Yields are OK but
not great and all have prices above the median target
price.

The exuberance trace for this sector is shown in
Chart 2. It is overpriced by more than we are
comfortable with (above the 6% dotted line). We do
have a thesis that there are dividend seekers exiting
cash but this is not the sector for them to reside in. It
is not as overpriced as some sectors – but at least
those sectors are paying in excess of 5.5% yield,
often with franking credits.

Table: Data on companies in the ASX 100?s IT
sector

Chart 2: Exuberance in the IT sector

Turning to Chart 1, I plot the recommendations over
time for the four ASX 200 companies. CPU, IRE
(IRESS, one of the big data providers for financial
analysts) and SMX have gone backwards – big time.
Carsales (CRZ) has held its course despite its price
growth./p>
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We have good prospects for the sector at about the
ASX 200 average at +12% but being more than 6%
overpriced – by our measures – there are better
sectors to follow. At the moment, financials are just
‘buyable’ for yield, and big miners for capital growth.
Important: 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. Consider the
appropriateness of the information in regards to your
circumstances.

05

Fundies’ favourite – Wingate Asset Management on
OXY
by Chad Padowitz
What do you like about Occidental Petroleum
(OXY)?

What do you like about its management?

OXY is a high quality US-based oil company with a
management team focused on return on capital.

We particularly like the focus on returns and capital
allocation, as well as the long track record of
delivering.

The company has significant growth options with a
progressive dividend policy and a disciplined team
running the business.

What is your target price?

It enjoys the highest free cash flow yields amongst its
peers with long-term growth of 5-7% a year in
production. Valuation is attractive on various metrics.

At what point would you sell it?

Stock Chart for Occidental Petroleum (OXY)

$US100 [currently trading at $US 85.20]

If it achieves $100 in a short time frame, we would
sell it then. Over time our exit price will increase with
the inherent growth of the business
How much has it added (subtracted) to your
overall portfolio over the last 12 months?
It’s a recent addition to our portfolio so we haven’t
held it for 12 months but is one of our largest
holdings, at over four percent.
Is it a liquid stock?
Yes. OXY has a market cap of USD$67 billion.
Where do you see the value?

How is it better than its competitors?
With a key focus on returns rather than growth, it
generates better cash flow and allocates capital in a
more shareholder friendly manner.
Most companies in the oil sector aim to generate
growth in production with less focus on the
profitability of that growth. OXY’s opposite view of
the order of these priorities is a key differentiator.

With an oil price supported at over $80 due to supply
constraints, OXY enjoys low cost of production at
under $20. Its current valuation gives no credit for
long-term superior capital allocation by management
and superior cash flow.
Editor’s note: You can buy US shares through most
online brokers. Contact your broker for price details.
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Important: 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. Consider the
appropriateness of the information in regards to your
circumstances.
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Investment rules for your SMSF to live by
by Andrew Bloore
It’s hard work being a trustee of a self-managed
super fund. There are many stringent duties and
obligations when making investment decisions to
ensure that assets are properly invested for
retirement purposes. Most responsible trustees would
be well aware of these conditions but, just to make
sure, here are a few of the main ones and what you
can do to make sure you stay on the right side of the
law.
Sole purpose test
The sole purpose test requires that any investment is
undertaken for the sole purpose of providing
retirement, or retirement related, benefits for
members or dependants, and that any other benefits
or advantages are merely incidental or ancillary to
achieving this sole purpose.
Arm’s length transactions
All investment transactions of SMSFs must be
maintained on an arm’s length basis. Transactions
need not necessarily be at arm’s length (i.e. they
may be between related or associated parties) but
investment transactions must be on an arm’s length
(commercial) basis.
Essentially that just means that investments must be
entered into and maintained on commercial terms, or
on terms that are no more favourable to the other
party than would reasonably be expected if the
dealing was at arm’s length in the same
circumstances. For instance, the purchase price of an
investment should be at market value. In addition, the
agreed or expected return from that investment
should not be less than a true market rate.
All parties to the transaction should seek professional
advice on the tax consequences where an investment
is made and/or maintained on terms more favourable

to the SMSF than to the other party.
In-specie transfers
Assets of a member or a relative of a member may be
contributed in-specie to the SMSF as a contribution.
Regulations limit such assets to listed securities (for
example, shares, units or bonds listed on an
approved Stock Exchange), business real property
and in-house assets which, after being acquired by
the trustees, would not result in the level of in-house
assets of the SMSF exceeding more than 5% of the
SMSFs total assets.
Where an asset is moved into an SMSF in-specie,
capital gains tax (CGT) may apply upon transfer, as
this constitutes a transaction (sale and purchase).
CGT is normally payable where the beneficial interest
of an asset changes notwithstanding the fact that the
member may be transferring assets from
non-superannuation to a superannuation investment
fully vested in his or her own name.
The government is currently considering some
changes to the in-specie transfer rules which would
become effective from 1 July, 2013. These rules
could disallow in-specie transfers entirely or merely
make their application much more difficult.
Investment strategy for an SMSF
Underlying all investment decisions in an SMSF
should be a proper investment strategy. Trustees of
SMSFs are required to prepare and implement an
investment strategy for their fund, and regularly
review the strategy. The devising and documenting of
an appropriate investment strategy is crucial to the
success of an SMSF. Trustees of SMSFs need to be
wary of the superannuation investment rules, in
particular the acquisition of assets from related
parties and the exceptions relating to these
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provisions. They need to bear in mind that the
primary purpose of superannuation is saving for
retirement and that all investments must be suitable
for this purpose.

constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

What to do?
It is recommended that specific advice be sought
before a fund invests in any type of investment as
there are a number of rules that need to be
considered before an SMSF acquires the asset.
When making investment decisions in an SMSF, the
key questions that trustees need to ask themselves
are:
does the investment satisfy the sole purpose
test?
is the investment consistent with the
investment strategy of the fund?; and
does the investment breach any of the
investment standards?
When considering the appropriateness of the
investment in terms of the sole purpose test, the fund
needs to consider:
what is the expected income flow from the
investment?
is any capital appreciation likely to rise from
the investment?
if there is only an expected capital
appreciation, does the amount of this
appreciation justify the lack of income flow?
what insurance is required to protect the
asset?
if it is an investment the fund intends to
lease/rent to the employer sponsor, is the
asset releasable to other parties in the event
the employer’s business goes under?
is the fund able to treat the asset on an arm’s
length basis?
If a fund closely adheres to all of the above, they
shouldn’t receive any nasty surprises in their
auditor’s report.
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
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Chance of another rate cut drops
by Gavin Madson
Last week the Australian Bureau of Statistics
released the figures for its latest labour force survey
with a surprising jump of 71,000 jobs created in the
last month. While there was some debate as to the
accuracy of the figure, what it did show was that the
Australian economy was perhaps in better shape than
had been indicated in recent Reserve Bank (RBA)
minutes.
Following the release of the ABS figures, markets
moved to reflect a more optimistic outlook. The
Australian dollar rose 0.5% against the greenback as
FX markets viewed further interest rate cuts less
likely as the probability or a rate cut next month
dropped to 6% from 19% before the release.
So what does it actually look like when the probability
of a rate cut decreases? Below I have graphed the
90-day forward rate swap curve. I chose this (90-day)
as it is the most actively traded and the basis of most
rate settings (the 90-day BBSW) for floating rate
bonds. In the graph I show the swap curve the week
before the announcement on the 6 March (the pale
blue line) and the week after the announcement on
the 20 March (the dark blue line).
90 Day Forward Swap Curve

What we see is the pale blue line dropping through to
the September quarter of this year. The week before
the ABS announcement the curve was showing a
drop 5.4% between the 6 March and the September
quarter. While the dark blue line still shows a drop (or
rate cutting bias), the drop after the announcement is
only 2.0%, i.e. the chance of a rate cut has dropped.
What should you take away?
I have previously noted here that investors should be
considering switching from fixed rate securities to
floating rate securities because of the difference in
spread on offer between the two security types being
greater than the likely rate cuts. Last week’s news,
and the movement in the rates curve has confirmed
this as the right call.
While in the falling rate environment of the last year
has made holding the security of a fixed return
attractive proposition, investors need to consider what
the forward curve is telling them and give up the
added surety of the fixed return and look to ride the
curve back up via securities linked to a floating rate.
And any readers of The Switzer Super Report with
mortgages should race down to their bank today to
take their last opportunity to lock in fixed rate loans –
the rates on these will be adjusted up this week (with
Westpac already moving).
A quick note on Cyprus
The big news globally over the last week has been
the EU proposal to punish depositors as part of any
Cyprus bailout. While this may have been
brinkmanship to force Russia to come to the
country’s aid (given a significant proportion of
deposits in Cypriot banks are from Russian oligarchs)
it none-the-less scared global markets; and no doubt
depositors in other troubled jurisdictions like Portugal.
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While the Cypriot parliament voted the proposal
down, and Russia now appears to be stepping up, it
has been interesting to note Russel Norman’s
(co-leader of New Zealand’s Green Party) comments
that New Zealand’s proposed Open Bank Resolution
would have a similar effect in the case of a bank
bailout. The resolution is supported by New
Zealand’s Finance Minister and brings the Cyprus
case a little closer to home. Given the protests in
Cyprus over the weekend, the New Zealand
government is probably rethinking the proposal today.
Important: 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. Consider the
appropriateness of the information in regards to your
circumstances.
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Question – What is considered a long-term
investment?
by Paul Rickard
Q. What is considered a long-term investment where
shares are concerned? Is it 2 years or more or some
other rule of thumb?
A. There is no specific definition of “long term”,
however through general convention and usage, it is
typically regarded as being five or more years.
“Medium term” would typically be two to five years,
and “short term” less than two years.
It gets a little tricky with “short term” – because there
is arguably a difference between short term
investment and short term trading. For traders, the
“short term” can be measured in hours or even
minutes – for investors, it is more likely to be weeks
or months.
I hope this helps.
Important: 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. Consider the
appropriateness of the information in regards to your
circumstances.
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Did you know?
I returned from my trip to Vietnam this week and spoke to SMSF specialist at AMP, Paul Sainsbury, about some
issues for DIYers.
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