Issue 177, 15 April 2013

I hate to say I told you so
The naysayers continue to call the end, but when I look at what happened in the US on Friday - a
small drop of less than 0.01% despite a pretty average day - I still believe in this rally.
Also in today's Switzer Super Report, Al Bailey looks at where the Australian art market is heading. For
anyone considering investing in this asset class, it is a must read.
There's also our regular update on the weekend auction clearance rates and Rudi Filapek-Vandyck's
broker report, which reveals upgrades of BHP and Newscorp.
Sincerely,

Peter Switzer
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Hi ho silver lining
by Peter Switzer
When I look at Wall Street having a negative day and
see the Dow down just 0.08 of a point despite
ordinary economic news and unimpressive company
reporting, you know there simply aren’t enough
committed sellers out there to KO this rally and
secular bull market.

Don’t be a duster

I think it has years to run, thanks to what I call the
Lone Ranger effect, but I’ll be monitoring it daily to
make sure that if creeping weaknesses emerge that
could change my optimism, you’ll be the first to
know.

I put the issues down to the following:

But in this game, you can be a rooster one day and
feather duster the next. So, let’s look at the
shorter-term threats and ask, as well as evaluate,
how worried should we be?

Silly Europeans
Silly North Koreans
Silly US politicians
Silly Fed officials
Silly Chinese politicians
The “sell in May and go away” types
Australian voters on September 14
An X-factor
In Europe, there’s an outstanding Italian election,
though the economy often does better without an
elected government. Spain looks a worry, but I’m told
EU officials are less so, and the European Central
Bank looks miles more credible since mid-2012.
Europe is a big risk but I’m comfortable with what I
see.
The North Koreans are nuts – socially programmed to
be that way – but I still can’t believe they’ll try a
nuclear stunt. Low level risk, but if I’m wrong, stocks
will slump.

But that said, let’s look at what could destabilize the
rally, though I don’t think much can take out a
secular bull market apart from a shock X-factor, such
as a nuclear bomb or a leading financial institution
collapsing and rocking the global financial system.
By the way, thanks to those who have congratulated
me for some big market calls lately — it’s nice to
pocket 2.5% gain or more when the S&P/ASX 200
index pops up 2.5% in a week.

For the US, the $85 billion worth of spending cuts has
been delayed until October. If the economy is strong,
this could be OK for both the market and economy.
There has been weak data recently but this is
keeping the Fed in the QE game and helping stocks.
What US politicians come up with could help or
hinder stocks in October – I’m betting on “help” but I
hate punting on the nincompoops in the US
Congress.
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On the Fed, they have some big mouths but Ben
Bernanke is exceptional and so I’m not worried
there.

needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

China has a new leadership, so I can’t reliably rate
their propensity for silliness but I’m not worried about
them now. Better economic data would be good for
my 5,500 call on the S&P/ASX 200 index for year’s
end.
Vacation time
On the “sell in May and go away” phenomena - ie
the crowd who do this for the summer break when
they go holidaying, this isn’t always the case. I think
there is momentum in the market to make May’s
sell-off so shallow we might even miss it. Last Friday,
Goldman Sachs put out a call saying the S&P 500 will
spike up 20% to 2015. I love the length of this call as
it reinforces my argument that this bull market has at
least two years to run. I’d like to say three or four but
that could be too bullish.
When it comes to September 14, I think a new
government with a clear majority will be good for
business, consumer and foreign investor confidence,
let alone local players, and this will come out in the
stock market. The reverse would dent out progress
for sure.
Finally, an X-factor could rock this rally but, by
definition, as I have argued before, you can’t predict
an X-factor.
Sure, the mountain of debt will catch up with us one
day but no time soon, thanks to Japan and the USA
with their QE programs that will create economic
growth and higher stock prices.
Goldman Sachs says the global economy is set to
grow at a 3.3% pace this year and then 4% from 2014
right through 2016. If they’re right, it will be great for
stocks!
In fact, you could say that the USA and Japan are
riding to stock players’ rescue like the Lone Ranger
and his trusty sidekick — Shintaro!
Important: This content has been prepared without
taking account of the objectives, financial situation or
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Clearance rates and sentiment indicators provide
support
by Penny Pryor
Auction clearance rates in Sydney and Melbourne
rose for the third consecutive weekend, as Sydney
recorded a rate of 73% and Melbourne a rate of
71.7%.
The total value sold at auction on the weekend was
$188 million across Brisbane, Sydney, Melbourne
and Adelaide. That compared to an initial result last
week of $182.1 million. (Results are updated during
the week for the total in the table below).

The most expensive property was in Sydney, but at
$2.13 million for a four-bedroom house in Paddington,
was down on the $2.96 million recorded for a
three-bedroom house in Double Bay last week.

Also out last week was the Westpac-Melbourne
Institute Index for Consumer House Price
Expectations, which reveals most Australians expect
prices to rise over the next 12 months.
That index rose to its highest level since July 2010
and over 62% of respondents expect house prices to
be higher in a year’s time. Westpac reports that this
is the first time more than half of respondents have
been so upbeat since April 2011.

Indicators point upwards

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.

The Westpac-Melbourne Institute Index of Consumer
Sentiment data released last week showed a slight
stumble in consumer sentiment for the month of April.
That included a drop in the component ‘Time to buy
a dwelling’ over the month but that indicator
increased by 6.5% over the year.

04

Commercial property continues to provide upside
potential
by Jason Huljich
Ever since the onset of the GFC, there has been
general weakness in many of the major commercial
office markets. A lack of local buyers, combined with
weaker offshore demand due to the high Australian
dollar, kept prices subdued and presented good
buying opportunities for astute investors. In addition,
many A-REITS (listed property trusts), normally active
buyers, were trading at discounts to their net tangible
asset backing (NTA) and, as a result, focused on
share buy-backs rather than purchases of hard
assets as the more efficient use of their capital.
As we move into 2013, a number of these factors
have started to reverse. Offshore buyers have
returned to the market, A-REITS are moving back into
acquisition mode and other institutional and
wholesale investors are again looking at property and
driving demand for quality assets.
Prospects strong
Despite the pick-up in activity, our view is that there
are still good purchasing opportunities in major
markets. Most of the offshore and institutional
demand is focused on “core” or “premium” assets,
which consist of the larger modern office towers in the
major CBDs. However, there is value in secondary
commercial assets. These are generally assets in the
$50 – $100 million range. Most A-REITs and
superannuation funds target properties above $100
million, and private investors rarely look at stock over
$50 million, leaving a gap in the market. Yields for
secondary assets are at higher than historical levels
and are likely to revert to mean levels over the
medium term.
On the leasing front, different markets have seen
quite different results. Both Brisbane and Melbourne
were strong leading into 2012, but have slowed since
mid-late 2012. Vacancy rates in both centres have
gone up markedly, with Brisbane moving from 8% at

the end of July 2012, to 9.1% at the end of January
2013, and Melbourne moving from 5.6% to 6.9% over
the same period. The Brisbane slowdown was
caused by new supply coming into the market and the
easing of the mining and energy sectors, as circa
25% of Brisbane’s office space is leased to
companies associated with these sectors (this
compares to circa 50% in the Perth market and 10%
in Sydney). Melbourne, on the other hand, has had a
very strong run for the last five to six years and its
slowdown had been caused by a slowdown in the
state economy and a lack of investment by the state
government. Some new supply has also not helped.
By contrast, Sydney is holding up well. Vacancy rates
have reduced by nearly 1% between the end of July
last year and the end of January this year and now sit
at 7.2%. We anticipate this trend to continue, as
supply remains constrained.
There has been some speculation about the effect of
Barangaroo when it comes online between
2015-2020, but given that it represents only 300,000
square metres of new space in a total of over 4.86
million square metres of existing space, we don’t
expect the effect to be dramatic. This contrasts with
Melbourne, when you consider that the Docklands
development equates to almost 1 million square
metres of space in a market that totals only 4.22
million square metres.
Sydney the pick
We continue to favour the Sydney CBD market for a
number of reasons. Rents and property prices have
only just started to improve from their low levels, but
they are still very much at the bottom of the cycle.
Looking forward, strong demand, combined with
constrained supply, will continue to put pressure on
vacancy rates and it is essentially this tighter leasing
market that we anticipate will drive growth in prices
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and value over the medium term. In addition, even
though business confidence remains weak, we do
expect NSW to record higher growth over the next
few years, in part driven by increased investment.
However, even though Sydney is our pick, Melbourne
and Brisbane, which are experiencing short term
challenges, also continue to offer good buying, but
only where we can see potential outperformance. Our
focus is on what we characterise as ‘core plus’
opportunities, where we can add value through our
hands-on expertise, including leasing and
refurbishment programs as well as active
management of the tenant mix and profile.
Ultimately, while some markets are definitely better
performers than others, market conditions in general
favour unlisted property at the moment. Yields are
high by historical standards and there has been a
marked increase in the quality of the property
purchased by managers of unlisted funds. Of the
major commercial markets, Sydney looks the most
positive overall, but a careful assessment of all
opportunities shows that the right property in some of
the other commercial office markets can still provide
strong yields and the potential for excellent capital
growth.
Investors can access these opportunities through
unlisted or listed property funds like those offered by
Centuria, Charter Hall and the Australian Unity
Group, to name a few.
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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Art for money’s sake – Australian outlook
by Alistair Bailey
March was a key month within the Australian art
market. The Archibald prize, along with the Wynne
and Sulman, rolled into town (and many
congratulations to Del Kathryn Barton on her second
crown). And March is now the custodian of the very
popular and successful Art Month in Sydney.
Importantly, the Australian auction market gets into
full swing from March.
Rightly or otherwise, auctions are seen as the abiding
chronicle of market value to the broader art market
audience. This sentiment is at best naïve. Auctions
are a volume based market and are really governed
in part by the quality of work they’re able to secure
for public sale. In 2012, the top eight prices at
auction, globally, saw the gavel fall on each work for
a price in excess of US$35 million. The auction
market is more importantly a barometer of market
confidence, than necessarily a means of establishing
market value.
This is particularly true of the Australian art market. I
have no doubt that if you’d read the newspaper
during the period when the Laverty Collection was
being sold, you would have noted the coverage on
the success of this sale by Bonham’s. Within the
context of the Australian art market, why is this sale
such an important marker in the sand?
It’s fair to say that the auction market in Australia,
since the demise of the economic world as we knew it
in early 2008, has faltered. Lacklustre catalogues
have failed to attract key lots that have been fresh to
market. The top eight global results in 2012 in the
auction rooms, as mentioned, sold for enormous
sums, however the other key factor is that they were
all fresh to market – a once in a lifetime opportunity.
The Australian market has struggled to find the same
in the very top end, although Sotheby’s Australia did
unearth a rich vein of Arthur Boyd paintings, which
has seen the glimmer develop into a decent flame.

The Laverty sale was important for many reasons, but
one in particular was the offer of fresh work to market.
Going it alone
Single vendor sales have been building in the
Australian market place, with high profile sales of the
Hale Collection, Kluge Collection of Aboriginal Art and
Mossgreen’s highly successful sale of the great Ann
Lewis’ estate. Bonham’s realised AU$5.06 million
for the Laverty sale, with no less than nine artist
auction records to deliver the most successful single
vendor sale in Australian auction market history. It
also saw Bonham’s sell a turnover equivalent to their
total annual turnovers for 2011 and 2012 in a single
evening.
What I’ve found interesting in this sale, is Bonham’s
decision to take the highlights of the catalogue on the
road. I viewed 40-odd lots from the catalogue here in
London before they were shipped off to New York for
a viewing and a similar champagne reception. This is
the first time in six years that an Australian house has
invested in such a venture. The effort was worthwhile,
with the geographic diversity of buyers and bidders
evident on the night of the sale.
The second observation is that this sale has done an
enormous amount of good in re-calibrating the
opinion and understanding of great Aboriginal art.
While I was amazed the Tommy Watson failed to find
a home, the results for the Mick Numarari Tjapaltjarri
(AU$219,600) and John Mawurndjul (AU$109,800)
are signs of encouragement. Great work is great
work, regardless of whether it is by an artist from the
Western tradition or an Aboriginal elder.
Fresh work is key for the auction market in 2013 in
Australia. The lack of appetite for the sole AU$1
million plus work to be offered in John Brack’s Fronts
and Backs is testament to this. Auction turnover may
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well struggle to hit the giddy heights of AU$100
million plus in 2013, only time will tell. However, the
commitment by the auction houses to source exciting
fresh work will go a long way to instilling confidence in
the public arena and will do just service to developing
the global recognition for the incredible talent that
Australian art has to offer the global market 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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Get the borrowing structure right the first time
by Tony Negline
With Limited Recourse Borrowing Arrangements
(LBRAs) all the rage, I thought it might be a good time
to detail some of the common problems that arise
with these transactions.

In Victoria and WA, it doesn’t matter what order you
execute these documents.

LRBAs involve a super fund borrowing money to
purchase an asset. While the loan is outstanding, the
asset must be held in a holding trust. Thus far, most
assets purchased in this structure involve real estate.

In NSW, Victoria, Tasmania, ACT, SA and
Queensland, only the name of the holding trust is put
on the contract of sale.

These transactions are surprisingly easy to muck up.
If it is completed incorrectly, it’s actually possible to
pay full ad valorem stamp duty on a number of
different occasions for the one property purchase.
The most common mistakes involve stamp duty and
the order in which various documents have to be
executed.
The top five issues involving these transactions are:
1. The timing of the contract of sale in relation
to the holding trust
This varies in each state and territory and depends on
where the property is located.
In NSW, Tasmania and the ACT, you must sign the
contract of sale before you execute the holding trust.
At a practical level, if you’re going to have a separate
company as trustee of the holding trust (and this is
considered best practice), then you would need to
have that company set up before signing the
contract. Also, you need to leave a period of time –
at least one day – after signing the contract of sale
before executing the holding trust.
However, in South Australia, Queensland and the NT,
you need to execute the holding trust before signing
the contract of sale.

2.

The purchaser’s name on the sale contract

This means there are no references to “as trustee for
holding trust” or “as trustee for SMSF” and so on.
Only in Victoria can you purchase the property using
the “and/or nominee” provisions. This isn’t available
in any other jurisdiction, so make sure you don’t
successfully bid at an auction and seek to change
details on the contract once you’ve got around to
creating the holding trustee company or your SMSF.
In the NT, the detail on the contract of sale needs to
be very specific and very detailed. (More details can
be provided if required).
For WA properties, the contract needs to mention the
holding trustee and the SMSF trustee.
3.

Who pays the deposit and when

This must be paid from the SMSF’s bank account. If
any other bank account is used, then it’s likely that
full ad valorem duty will be payable. This is the case
in every state and territory.
What about deposit bonds? These are a type of
insurance that guarantees the deposit will be paid at
settlement. These can potentially be used but it’ll
depend on the wording of the deposit bond and the
relationship created.
What about bank guarantees? (These are sureties
provided by a bank to a third party.) Some of these

09

appear to be acceptable but it again comes down the
wording and the relationship created.
For both deposit bonds and bank guarantees, you
should get good advice from an experienced
superannuation solicitor.
4.

What can be included in the contract?

Under the super laws, you can only purchase a single
asset. Chattels in a property’s sale contract are
separate assets, so you need to be careful here.
Always check with your conveyancing lawyer what is
considered to be a permanent fixture (and therefore
acceptable) and what is a chattel (and therefore not
allowed). Any chattels included in the contract will
have to be removed before settlement.
5. Purchasing property developments off the
plan
In NSW, Victoria, Tasmania, the ACT and WA, you
need to sign the contract of sale before executing the
holding trust deed. This means you need to draft the
title particulars used for the contract but not the
holding trust deed. The best approach is to sign the
holding trust after the final title particulars are issued
just prior to settlement.
In SA, Queensland and the NT, you sign the holding
trust deed before the contract. This means the final
title particulars aren’t known when the holding trust is
executed. At a practical level, the only way around
this is to attach a copy of the contract to the holding
trust deed.
The description of the property on the holding trust is
very important because the stamped holding trust
deed is used to apply for concessional stamp duty
when the loan has been repaid and the property is
transferred back to the super fund.
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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Weekly broker wrap – BHP and Newscorp
upgraded
by Rudi Filapek-Vandyck
Australian stockbrokers have put the focus on the
Australian dollar and the upcoming elections in
September. While the AUD can be used as an
explanation for virtually everything these days (more
optimistic consumers versus still troubled
businesses), it would appear that a widely anticipated
loss for the Gillard government is not one of the
consequences of a persistently strong Aussie
currency.
In terms of rating changes for individual stocks, the
week past saw 24 upgrades, nearly double the 13
downgrades. Resources stocks proved popular with
weak share price performances triggering more
upgrades.
On the way up
CIMB was the stingiest broker when it came to
handing out upgrades last week, lifting calls on just
three stocks. AP Eagers (APE), Mermaid Marine
(MRM) and Wotif.com (WTF) were all bumped up to
Buy from Hold. AP Eagers is now the broker’s top
pick in the Auto sector, with CIMB especially liking the
group’s extensive property portfolio. The Sentiment
Indicator in the FNArena Database reads positive for
the stock.
While a drop in Mermaid Marine’s share price might
have spurred the broker to upgrade its call, CIMB
also noted that increasing activity on the North West
Shelf and high demand for Mermaid Marine’s supply
base services should underpin growth. The broker
further believes that, notwithstanding Woodside’s
decision on the Browse development, Mermaid
Marine remains one of the best ways to play the
increased spending in the oil and gas sector in
Australia. Sentiment is positive.

As far as Wotif.com goes, the broker sees potential
for monetising new revenue streams that the rest of
the market doesn’t seem to see. Display advertising
and increasing flight to TTV through packaging
appears to offer the most potential. On CIMB’s
forecasts on the day, Wotif.com was trading at a price
to earnings ratio of 15.8 times FY14 earnings. The
broker notes this is a 22% discount to comparable
online stocks. Sentiment for the stock is negative.
Newcrest (NCM) was upgraded to Buy from Hold and
not just by JP Morgan, but by Deutsche Bank as well.
The size of the downgrade at Lihir was bigger than
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feared, but JP Morgan believes the market
over-reacted nonetheless. The broker sees Newcrest
as being well placed to weather short-term
fluctuations in gold prices, given more than 60% of
production comes off long-life and relatively low-cost
assets. Sentiment for the stock is positive.
Macquarie upgraded BHP Billiton (BHP) to Buy from
Hold, the broker thinking the recent sell down has
been overdone and also seeing a seasonal pick up in
Chinese commodities and improving free cash flow.
The broker also upgraded Rio Tinto (RIO) to Buy from
Hold, saying the stock has never offered as much
valuation upside as it does now. While sentiment for
BHP is positive, sentiment for Rio is perfect on eight
straight Buys.
Macquarie also upgraded both Boart Longyear (BLY)
and Transurban (TCL) to Buy from Hold. The broker
observed that while markets for BLY have
deteriorated, they haven’t to the extent that was
expected. On Macquarie’s numbers, shares are
factoring in around 35% in downgrades to guidance.
After the upgrade sentiment has improved to neutral.
Traffic was good on most of Transurban’s roads in
the March quarter, said Macquarie. Key roads like
Citylink, M7 and LCT delivered over 2% growth.
Macquarie has upgraded Citylink and M7
expectations and notes Transurban sits on significant
option value associated with truck tolling that should
be unlocked in the coming 12 months.
JP Morgan disagreed, downgrading its
recommendation to Sell from Hold. JP Morgan points
out the stock is trading at a 13% premium to its price
target and there is a risk that Transurban goes to the
next stage in evaluating the F3-M2 project, which
may be cash flow negative. Time to take profits, says
JP Morgan. Sentiment remains positive for the
stock.The final two upgrades for the week both came
from Credit Suisse, with Mount Gibson Iron (MGX)
and News Corp (NWS) both boosted to Buy from
Hold. Credit Suisse may be negative on the outlook
for iron ore prices, but this does not affect its view of
the valuation in Mount Gibson. The company’s mine
life is too short to be greatly affected by longer-dated
price changes and the recent slide in the share price

As far as News Corp goes, Credit Suisse revisited its
model to account for some recent value-accretive
acquisitions and for higher expected growth from
Fox’s Cable and Television assets. The broker
otherwise continues to have a positive view on both
companies post-split. The new valuation lifted the
price target and gave the broker the room to upgrade
its call. Sentiment for both stocks is positive.
On the way down
In terms of downgrades, Alumina Ltd (AWC) received
two. BA-Merrill Lynch went to Hold from Buy, while
Credit Suisse cut to Sell from Hold. The Alumina
division results were broadly in-line with Merrills and
showed a big improvement on previous periods. The
problem is the broker sees more weak times soon for
alumina and aluminium prices, given a number of
issues. Credit Suisse said that despite the small 1Q
beat, it still expects to see a loss of $11m in the 2Q
on falling alumina and aluminium prices and higher
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costs, hence the downgrade. Sentiment remains
neutral on the offsetting changes.

Macquarie Group (MQG) was downgraded to Sell
from Hold by Citi, the broker citing reduced M&A
activity, weaker ECM volumes and lower commodities
price volatility as the cause of 3%, 10% and 8% cuts
to FY13-15 EPS. Macquarie shares have risen by
30% over the past 12 months but Citi analysts believe
investors have been ignoring the increasingly
significant risk to forward consensus earnings
estimates. Citi’s FY14 earnings forecast is now
around 17% below consensus.
Note: FNArena monitors eight leading stockbrokers
on a daily basis and the tables are based on data
analysis from the week past concerning these eight
equity market experts. They are: BA-Merrill Lynch,
Citi, Credit Suisse, Deutsche Bank, JP Morgan,
Macquarie, CIMB (formerly RBS) and UBS.
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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The week ahead
Australia
April 16 Lending finance (February)
April 16 RBA Board minutes (Minutes of meeting held on April 2)
April 16 Speech by RBA assistant governor, Guy Debelle
April 16 New car sales (March)
April 17 Building activity (December quarter)
April 18 Detailed labour data (March)
International
April 15 Chinese economic data Economic growth, retail sales, production and investment
April 15 US Empire State index (April)
April16 US Housing starts (March)
April 16 US Consumer prices (March)
April 16 US Industrial production (March)
April 17 US Beige book
April 18 US Leading index (March)
April 18 US Philadelphia Fed index (April)
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