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The smartest guys in the room
When speaking with shadow Treasurer Joe Hockey, John 'Singo' Singleton and investment guru Mark
Carnegie at the Switzer and Sky News Leadership Lunch on Friday, I had to take a moment to
consider their fears about the fate of the US economy.
Also in the Switzer Super Report, Paul Rickard goes behind the scenes for a look at Leighton Holdings
and Greg Fraser explains why he prefers Wesfarmers over Woolworths. Penny Pryor looks at Joe
Hockey's plans post September 8 and Geoff Wilson puts forward McMillan Shakespeare as an election
play.
Sincerely,

Peter Switzer
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Are we tapering over the cracks?
by Peter Switzer
Last Friday, when I was interviewing the man who
would be Treasurer – Joe Hockey – and a guy who I
described in his introduction as “one of the smartest
guys in the room” – Mark Carnegie – I was forced to
ponder the concerns both men shared.

Investor nerves are on edge at the moment after the
Dow lost 2.2% last week, which was the worst week
in a year. If the minutes suggest tapering is likely to
start next month, the sell buttons could be pressed
widely on the New York Stock Exchange.

Their expectation that the expansion of the money
supply worldwide “would end in tears” made me
question my own current positivity. What lies ahead is
my considered view on whether their argument is
right.

The new top dog

A different view
Currently taper talk is dominating stock markets.
Expect a bit of negativity either when tapering of the
QE3 bond buying by the Federal Reserve starts or
the signs, plus the quality of economic data, virtually
screams out that a more normal stance for monetary
policy is needed in the USA.
Normality implies a tighter monetary policy and higher
interest rates.
Of course, the commencement of tapering, or the
belief that it’s imminent, though likely to hurt stock
prices in the short-term, should be trumped by
bargain hunters, who see the stock sell-off as
overdone and caused by those who would be
ignoring the fact that the US economy would be on
the mend.
This week, a get together of central bankers at
Jackson Hole in the USA could either hurt or help
markets, depending on what is said by
speechmakers, and there is also the release of the
latest minutes of the Fed’s last meeting.
Ben Bernanke won’t be at the Hole and so this
reduces the chance of something juicy for the market
to digest.

There’s also a lot of housing sector data this week
and that’s really important for the Fed’s decision on
tapering. And all of this happens as Bernanke’s
resignation should be official this month, with his
replacement said to be either the Fed’s Vice-Chair,
Janet Yellen, or the former Treasury Secretary Larry
Summers, who has emerged as a real chance.
Summers is seen as the kind of guy who could want
to taper earlier than Yellen, but this is all speculation
that does not really affect the big picture all that
much, at least for the moment.
Some US experts don’t rule out a 10% stocks slump
when tapering starts, but this is guesswork. Most
believe my argument that any sell-off will give birth to
another stocks surge, pushing the key market
indexes higher next year.
That said, I don’t think Bernanke wants tapering to
push interest rates too high and cause a big stocks
slide, as it would undermine the confidence he is
trying to build in the US economy.
The real issue
But any market correction is not what Hockey and
Carnegie are fretting about. They think the excessive
monetary expansion will lead to inflation, very high
interest rates, threatening the very economic growth
the policy is meant to stimulate, culminating in a stock
market crash! They did not actually say this but when
you use the “it will end in tears” line you can only
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mean this. It’s the only thing worth crying about –
market-wise, that is.

delayed even longer than I expect but I am still on a
watching brief.

Of course crashes often occur –1987, the 2000’s dot
com malfunction, and then the 2007-09 GFC, thanks
to a silly US sub-prime play by financial institutions.
This created a recession in most economies, notably
not here, but the worst of the consequences that
remain is unemployment of a huge magnitude in
Europe.

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.

Right now corporate balance sheets are in good
shape, governments have shouldered debt to breathe
life into their economies, central banks have let the
money supply run loose, consumers are hesitant and
are matched by cautious employers.
There is no danger of inflation for a couple of years
and it will only show up when economies start to grow
strongly, jobs start to be created and consumers
return to the shopping malls like there is no tomorrow.
Sure, central banks have been papering over the
cracks using dollar bills, pounds and euros, but I think
if the economies of the world tread the same path the
USA seems to be heading down, then we will see
stronger global economic growth before higher
inflation and interest rates create the inevitable crash.
The great China hope
There will be tears one day and it will be my job to
make the early call on when it looks likely to happen.
It’s a tough job but heck, someone has to do it!
Finally, I like the view of Steve Roach – no, not Steve
Blocker Roach from the old Balmain Tigers. This
Roach was the former Morgan Stanley chairman, who
now teaches at Yale and says China will keep
growing at 7 to 8%! He says in 1981 the country’s
urban population was less than 20% and it is now
52.6% and tipped to be 70% by 2030 and so China
needs 100 new cities!
Urbanisation equals modernization, which means
demand for what we sell – iron ore, coal and food. It
should also mean that China remains the no. 1
source of demand for the world economy and it is that
demand and economic growth that can keep inflation
at bay. So the tears of Joe and Mark could be
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Leighton Holdings – a yield play?
by Paul Rickard
If you are a long suffering shareholder in Leighton
Holdings, Australia’s largest contractor with
operating divisions Leighton Contractors, Thiess,
John Holland and Leighton Offshore, the suggestion
that there might be some value in thinking of the
stock as a ‘yield’ play is going to sound pretty crazy.
From the dizzy heights of $63.57 in December 2007,
the stock fell to a low of $14.40 in June this year. It
has bounced back a little since then, and closed on
Friday at $16.52.
Last Wednesday, Leighton released its results for the
first half year. While they largely met Leighton’s
guidance and broker forecasts with an UPAT of $255
million (Underlying Net Profit after Tax), the market
didn’t like it, sending the shares almost 6% lower. On
Thursday and Friday, some of this ground was made
back.

Source: ASX

Revenue: $11.5 bn (up 7.5%)
EBIT: $685m (up 56.1%)
UPAT: $255m (up 122%)
Gearing: 36.4% (up from 32.2% in Dec 2012)
Dividend: 45c per share, 50% franked (cw 20c,
unfranked)
On the face of it, not too bad. Importantly, Leighton
reconfirmed guidance for the full calendar year as
follows: “underlying profit after tax of between $520
million – $600 million” and “gearing to be within the
target range of 25% to 35% by 31 December”. This
implies a UPAT for the second half in the range of
$265m – $345m.
The yield and PE story
Leighton’s dividend for the first half of 45c per share
represented a payout ratio of 60%. Assuming this is
maintained in the second half, the dividend yield
(based on a share price of $16.52) is:

Although guidance was not provided, the dividend in
the second half should be at least 50% franked –
making it a little more attractive to SMSFs. On a
Price/Earnings basis, broker consensus is for
underlying earnings per share in 2013 of 165.1c –
seeing Leighton trading on a multiple of only 10.0.

Half-year result
Comparing the first half year with the corresponding
half year in calendar 2012:
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What the brokers don’t like
There were two main things in the report that the
brokers didn’t like. Firstly, trade receivables (the
amount owed to Leighton by its clients) blew out from
$3.8 billion at 31 December to $4.4 billion at 30 June.
This deterioration of $600 million in working capital,
was noted by Leighton as “unacceptable”, and put
down to scope growth and project variations in the
resources sector. The word ‘underclaims’ is used,
which represents “work variations that have been
performed for clients but have not yet been billed”.
CIMB commented that “the immediate outlook now
rests on the company’s ability to collect $500 million
of underclaims. If unable, the company will miss
guidance by a wide margin”.
Source: Leighton Holdings
The brokers also didn’t like the fall in ‘work in hand’,
which declined by 7.8% from $43.5 billion at 31
December 2012 to $40.1 billion on 30 June, 2013.
Most of this decline was due to a reduction in contract
mining work in hand, which fell from $18.6 billion to
$14.9 billion as declining coal prices led to volume
reductions in coal contract mining in Australia and
Indonesia.
Leighton points out that across the cycle, some
sectors will grow and others contract, and its focus is
to increase operating margins. It makes the case that
it is a diversified business, with exposure to resources
and economic infrastructure roughly the same. In
resources, contract mining makes up 86% of the work
in hand.

There are also ongoing corporate governance
“concerns”, although these seem grossly overblown.
Leighton’s major shareholder is Hochtief AG, which
is majority owned by the Spanish group ACS.
Hochtief has been using the creep provisions of the
Corporations Law and buying Leighton shares on
market, and according to the latest filing on 20 July,
now owns 56.39% of Leighton.
The Leighton strategy
Leighton CEO Hamish Tyrwhitt announced a
three-pillar strategy in 2012 – ‘stabilise, rebase and
grow’. Critical to this strategy is re-building the
balance sheet (leading to the divesture of some
non-core capital intensive businesses), improving the
net margin and the introduction of an enhanced
risk-management system for project evaluation and
project management.
On the ‘rebasing’ phase (where the company is
currently positioned), five key initiatives are being
pursed – working capital improvement, strategic
procurement, group shared services, group asset
management and management structures. Macquarie
noted the progress the company is making on
procurement savings.
The bottom line
According to FNArena, the market is negative about
Leighton – a consensus rating of -0.4 (+1 is the
highest, -1 is the lowest) – with a target price of
$16.37.
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That said, the company is making some good
progress on its (fairly simple) strategy and can
demonstrate an improvement in margin. Noting the
risks about the collection of the underclaims and
other difficult projects, the PE and yield numbers
speak for themselves. It is really a question about
whether you can back management’s guidance
about UPAT and gearing.
In the higher risk category, however within a
diversified portfolio, buy for yield.
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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Stock in focus - Wesfarmers
by Greg Fraser
The turnaround at Coles has continued to deliver
better supermarkets for its customers and improved
returns for shareholders on the capital invested. But it
has been a long and arduous journey to resurrect the
one real competitor to the benchmark operator,
Woolworths.
It may seem odd, but investors in Wesfarmers have
been on the right bus as the improvements at Coles
have translated into a rising share price for
Wesfarmers. Conversely, the supremely well-run and
logistically superior Woolworths supermarkets have
given customers a better shopping experience but
that is well factored into the share price at
Woolworths.

performance – at almost 26% in each case.
At what point then will Wesfarmers declare it has
reached a satisfactory return on its investment in
Coles?
It is not a straightforward question to answer as the
appropriate return for a supermarket is not
necessarily the same as a discount department store
or a chemicals and fertiliser business.
But this is the package investors get by owning a
conglomerate like Wesfarmers.
The only real answer as far as shareholders are really
concerned, is what lands in the bank account after a
results announcement. In this case, the FY13
announcement included a final dividend of 103 cents
per share (cps) fully franked (payment date, 27
September) taking the full year dividend to 180cps or
9.1% higher than last year.
Shareholder bonus
But Wesfarmers went a step further by announcing a
capital return of 50cps, amounting to an extra $579
million to be returned to shareholders, subject to a
final ruling on the taxation treatment from the ATO
and shareholder approval at the AGM in November.

The poster child
The $16.1 billion of capital invested in Coles
represents 53% of group capital invested, making it
the single most important division with Wesfarmers.
The rolling 12-month return on capital at Coles has
steadily improved, to its best level of 9.5%, since
Wesfarmers acquired it in 2007, yet it pales in
comparison to other divisions with the company.
Bunnings and Kmart are the standout divisions with a
return on capital – Wesfarmers’ favourite measure of

Wesfarmers chief financial officer Terry Bowen said:
“The capital return is being made to return surplus
capital to shareholders and to ensure that
Wesfarmers maintains an efficient capital structure.”
The number of shares on issue will be consolidated
by a factor of 0.9876, to provide an equivalent
outcome to a share buyback of the same magnitude.
The capital return represents 1.2% of Wesfarmers
market capitalisation.
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The black sheep
The problem child of the year was clearly Target. A
new managing director has begun the task of clearing
excess inventory and finding a formula that will
generate acceptable returns on investment. This
won’t be an easy task as Target has certainly lost its
way, amidst an overcrowded apparel market and
even more competition on the way.
Target’s EBIT margin has slumped from 10% in
FY10 to 3.7% in FY13 indicating the scale of the
problem for new boss Stuart Machin.
The gifted child

We continue to prefer owning Wesfarmers over
Woolworths for the on-going improvement at Coles
and the superb performance in Bunnings. The rest of
the group seems to be hanging on for the ride.
It is also encouraging to see the company walking the
walk with regard to shareholders returns, so in that
sense, continued ownership of Wesfarmers in a
portfolio is worthwhile.
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.

On the other hand, there seems to be no stopping
Bunnings as the powerhouse home improvement big
box in the $37 billion Australian market. Bunnings
opened another 23 stores in FY13, taking the total to
210 warehouses, 67 smaller format stores and 36
trade centres.
If consumers were holding back on spending in the
2013 financial year, they certainly weren’t including
spending at Bunnings in that decision. Total sales
chugged ahead by 7% to $7.66 billion, helping EBIT
to $904 million or about 24% of group EBIT.
Operating cash flow for the year improved to $3.9
billion, providing room for $2.3 billion of capital
expenditure, mostly focused on the Coles and
Bunnings property portfolios. Net debt of $5.2 billion
was higher than last year, but the effective cost of
borrowing has come down by a chunky 118 basis
points to 6.65%.
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Smack down – more earnings pain
by James Dunn
We’re about one-third through the FY13 full-year
reporting season and Australia’s companies are
showing that it’s still a tough world out there, with
commodity prices coming off, a still-patchy global
economy and domestically, a continuing reluctance of
Australian consumers to spend. Many companies are
getting some help from lower Australian interest rates
and the weaker $A – but this is not coming through
quickly enough.
That is not to say that companies are reporting
weaker results. Shane Oliver, head of investment
strategy at AMP Capital, who keeps close track of the
profit season, says 70% of companies have seen
their profits rise from a year ago.

42% of companies have beaten expectations, a slight
fall on the 44% of companies that did so in the
February interim reporting season.
Low expectations

But in reporting season, straight rises in profits are
not the most important thing. The “beat rate” – as it
is called in the US – the extent to which companies
exceed the market’s expectations is arguably more
important; as is the tone of the “outlook” statements
that companies make about the year ahead.
About 35% of companies that have reported so far
have come in below expectations, says Oliver. That’s
the worst result on the “beat rate” since February
2009.

This means that there are still companies
disappointing the market – even though those
expectations have been lowered. According to
consensus earnings estimates collated by Thomson
Reuters, analysts’ consensus estimates for the
S&P/ASX 200 companies fell by 4% last financial
year. The main culprit has been the deteriorating
outlook for the big miners: materials companies’
earnings are estimated to be down 26% over the last
financial year. Just six months ago, those earnings
were forecast to fall much less, by 16%.
Earlier this year, analysts expected company profits
across the S&P/ASX 200 to grow by 12%. That
growth expectation has evaporated – the consensus
now expects a fall of 0.5%. Analysts are now cutting –
more pruning than slashing – their FY14 forecasts,
not only for companies that have disappointed, but
also for those that actually met FY13 expectations.
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An income surprise
But there have been some positives out of the
season. In particular, dividends have surprised on the
upside: Oliver says 65% of companies to have
reported so far have increased their dividends from a
year ago, and only 9% have cut them.
Also, Oliver says, there have been more positive
outlook comments than negative. While corporates
acknowledge the uncertainty, he says, the fact they
haven’t been too gloomy about the outlook is a good
sign.

This week, the highlight will be BHP’s result, which
comes out tomorrow. Given weaker commodity
prices, the market is expecting profit to fall by about
26%, from $US17.1 billion (BHP reports in $US) to
about $US12.5 billion. But under BHP’s progressive
dividend policy, the annual dividend is nevertheless
expected to increase from $US1.12 a share to as
much as $US1.17 a share.
This week’s major full-year reports, with consensus
earnings per share (EPS) and dividend per share
(DPS) expectations, are as follows:
Tuesday

But the consensus still looks for 8% growth in
earnings across the S&P/ASX 200 in FY14 – not as
strong as the 12% growth expected for FY14 just six
months ago.
The highlight of reporting season so far has been
CBA’s record $7.8 billion cash profit, revealed last
week. The mega-result – the largest banking profit in
Australian history – represented a rise of 10%, and
was well ahead of expectations. The “most
expensive bank in the world” lifted its final dividend to
$2 a share, taking the total for the year to $3.64, a 9%
rise on the previous year.
CBA showed the tyranny of expectations, though,
suffering a share price fall on the day it released its
result – mainly because the market believed the
press of a special dividend.

BHP Billiton (BHP): EPS US235.7 cents (US321.6
cents FY12), DPS US116.6 cents (US112 cents
FY12)
CFS Retail Property Trust (CFX): EPS 13.5 cents
(14.4 cents FY12), DPS 13.7 cents (13.1 cents FY12)
Charter Hall Retail REIT (CQR): EPS 29.8 cents
(28.8 cents FY12), DPS 26.8 cents (26.1 cents FY12)
Coca-Cola Amatil (CCL): EPS 72.7 cents (60.4
cents FY12), DPS 60.9 cents (56 cents FY12)
Monadelphous (MND): EPS 177 cents (155.2 cents
FY12), DPS 151.6 cents (125 cents FY12)
Super Retail Group (SUL): EPS 59.6 cents (46.1
cents FY12), DPS 37.2 cents (32 cents FY12)
Webjet (WEB): EPS 20.3 cents (18.8 cents FY12),
DPS 14.4 cents (13 cents FY12)
Wednesday
APA Group (APA): EPS 26.2 cents (20.4 cents
FY12), DPS 35.6 cents (35 cents FY12)
Asciano (AIO): EPS 35.4 cents (24.7 cents FY12),
DPS 10.6 cents (7.5 cents FY12)
Boral (BLD): EPS 12.6 cents (23.8 cents FY12),
DPS 8.9 cents (11 cents FY12)
Clough (CLO): EPS 11 cents (5.6 cents FY12), DPS
4.7 cents (2.6 cents FY12)
Emeco (EHL): EPS 5.9 cents (11.5 cents FY12),
DPS 2.7 cents (6 cents FY12)
Suncorp (SUN): EPS 44.3 cents (56.7 cents FY12),
DPS 65.6 cents (55 cents FY12)
iiNet (IIN): EPS 35 cents (23.9 cents FY12), DPS
17.9 cents (14 cents FY12)
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Investa Office Fund (IOF): EPS 22.2 cents (16 cents
FY12), DPS 17.8 cents (15.6 cents FY12)
McMillan Shakespeare (MMS): EPS 83.3 cents
(76.6 cents FY12), DPS 43 cents (47 cents FY12)
Tatts Group (TTS): EPS 15.5 cents (23.8 cents
FY12), DPS 14.9 cents (23 cents FY12)
Treasury Wine Estates (TWE): EPS 19.4 cents
(20.9 cents FY12), DPS 12.9 cents (13 cents FY12)
Thursday
ASX (ASX): EPS 198.1 cents (193.7 cents FY12),
DPS 171.1 cents (177.9 cents FY12)
Aurizon (AZJ): EPS 20.7 cents (17.7 cents FY12),
DPS 10.3 cents (8.7 cents FY12)
Brambles (BXB): EPS US43.6 cents (US38.9 cents
FY12), DPS US27.6 cents (US26 cents FY12)
Echo Entertainment (EGP): EPS 14.8 cents (5.9
cents FY12), DPS 7.4 cents (4 cents FY12)
Envestra (ENV): EPS 6.3 cents (4.9 cents FY12),
DPS 6 cents (5.8 cents FY12)
Fortescue Metals (FMG): EPS US53.7 cents
(US50.1 cents FY12), DPS US1.5 cents (US8 cents
FY12)
Fairfax Media (FXJ): EPS 7.2 cents (–116.2 cents
FY12), DPS 2.2 cents (3 cents FY12)
Origin Energy (ORG): EPS 69 cents (90.6 cents
FY12), DPS 50 cents (50 cents FY12)
Insurance Australia Group (IAG): EPS 49 cents (10
cents FY12), DPS 30.5 cents (17 cents FY12)
IOOF Holdings (IFL): EPS 45.3 cents (8.4 cents
FY12), DPS 43 cents (37 cents FY12)
Pacific Brands (PBG): EPS 8.5 cents (–49.1 cents
FY12), DPS 5.3 cents (4.5 cents FY12)
Seek (SEK): EPS 51.6 cents (39.1 cents FY12), DPS
20.6 cents (17.3 cents FY12)
Seven West (SWM): EPS 17.5 cents (33.3 cents
FY12), DPS 10.9 cents (25 cents FY12)
Toll Holdings (TOL): EPS 38.2 cents (41.6 cents
FY12), DPS 26.2 cents (25 cents FY12)

Devine (DVN): EPS 5 cents (–8.1 cents FY12), DPS
3 cents (4 cents FY12)
Mermaid Marine (MRM): EPS 27.3 cents (23.4 cents
FY12), DPS 12.4 cents (11 cents FY12)
Lend Lease (LLC): EPS 96 cents (92.7 cents FY12),
DPS 41.8 cents (38 cents FY12)
Mirvac (MGR): EPS 10.8 cents (12.2 cents FY12),
DPS 8.7 cents (8.4 cents FY12)
Ramsay Healthcare (RHC): EPS 137.1 cents (112.7
cents FY12), DPS 68.7 cents (60 cents FY12)
Sims Metal Management (SGM): EPS 22.9 cents
(–253.3 cents FY12), DPS 17 cents (20 cents FY12)
Village Roadshow (VRL): EPS 36.1 cents (34.4
cents FY12), DPS 22.6 cents (22 cents FY12)
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.

Friday
Breville (BRG): EPS 37.9 cents (35.4 cents FY12),
DPS 26.6 cents (24 cents FY12)
Cabcharge (CAB): EPS 55.4 cents (49.7 cents
FY12), DPS 36.1 cents (35 cents FY12)
Crown (CWN): EPS 61 cents (69.8 cents FY12),
DPS 36.7 cents (37 cents FY12)
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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
A noticeable schism is opening up between
companies in the mining services industry and
analysts covering the sector. Analysts are not buying
the companies’ mantra that the worst for the sector is
now likely behind us. That’ll be one interesting
development to watch closely in the year ahead.
In the good books
Brambles (BXB) was upgraded to Neutral from
Underperform by CIMB Securities. CIMB upgraded
on the back of a falling share price, a weakening AUD
and an improving macroeconomic backdrop for the
company’s core markets. Since management has
guided the market for FY13 results, CIMB is not
expecting any major surprises this month.

McMillan Shakespeare (MMS) was upgraded to Buy
from Sell by Citi. Citi is banking on a Coalition victory
at the upcoming election and the likelihood that the
government’s changes to the Fringe Benefits Tax will
not come to pass. The broker had assumed that no
new novated leases would be written in the first half.
As the election date is September 7 this may prove
too negative a view and there’s a chance that
industry growth could be above average in the short
term, because of heightened awareness of novated
leasing.
SAI Global (SAI) was upgraded to Outperform from
Neutral by CIMB, to Buy from Neutral by Citi, to
Outperform from Neutral by Credit Suisse and to Buy
from Hold by Deutsche Bank. It has been an
excruciating wait for long term, loyal shareholders,
but CIMB analysts think the time has arrived to make
that big call on SAI Global’s fortune: the tide is
turning, risks are skewed in favour of positive
surprises from now onwards. There are reasons to
think the worst has passed and Citi expects FY13 to
represent the bottom of the downgrade cycle. With
40% of group earnings outside of the Australian
dollar, the company is also a major beneficiary of the
weaker currency. Credit Suisse believes the likely
benefit from a weaker Australian dollar in FY14
makes up for forecast risk in other areas and a return
to reasonable earnings growth can be expected over
the next few years. Deutsche Bank sees the
investment case as de-risked and has upgraded to
Buy from Hold on risk/reward and valuation.

12

In the not-so-good books
Arrium (ARI) was downgraded to Neutral from Buy by
UBS. The steel turnaround is taking longer than
expected and UBS revised earnings forecasts for
Arrium is down by 20-30% for FY14-15 to reflect this.
This is partly offset by lower AUD estimates. While
UBS believes Arrium can maintain its current 65%
share of the domestic long steel market long term,
near term demand pressures and weakening global
spreads mean recovery is pushed out, which absorbs
any immediate benefit from a lower Australian
currency.

Bradken (BKN) was downgraded to Neutral from Buy
by UBS and to Neutral from Outperform by Credit
Suisse. The FY13 earnings of $214 million was
ahead of UBS’ forecasts. Nevertheless, Bradken’s
updated guidance may need to be tempered over the
year, in UBS’ opinion. Credit Suisse sees the
company better positioned than many in the current
environment. Despite this, the broker thinks the
company needs a bounce in the second half of FY14
to offset what will be a weak first half.
OZ Minerals (OZL) was downgraded to Underperform
from Neutral by Macquarie. It was always going to be
a weak half for OZ given waste movements, but the
loss was not quite as bad as the broker had
expected. The dividend was indeed a surprise, given
it flies against stated policy. M&A is an option but
cash burn is a concern as it will continue through
2014, the broker notes.
Skilled Group (SKE) was downgraded to
Underperform from Neutral by Credit Suisse and to
Neutral from Outperform by CIMB. The downside is
that the employment outlook is particularly
challenging in mining, a key growth driver in recent
years. CIMB says offsetting the management’s team
excellent record in cost cutting, are negative
underlying trends, which marked the financial
performance in the past six months. These trends are
expected to persist in the six months ahead.

Bank of Queensland (BOQ) was downgraded to Sell
from Neutral by Citi. Bank of Queensland has flagged
a $46 million pre-tax legacy item related to
overcharging customers. This is taken below the line
and does not affect cash profit. Citi has upgraded its
cash earnings estimate by 5% for FY13 and 3 to 5%
thereafter.

WorleyParsons (WOR) was downgraded to Neutral
from Outperform by Credit Suisse. The FY13
underlying profit was 3% below the broker’s
forecasts and at the lower end of guidance. The
broker likes the stock from a medium-term
perspective owing to its weighted exposure to
hydrocarbons, dominant market position and solid
acquisition track record. Nevertheless, execution risk
has increased following recent cost over-runs.
The FNArena database tabulates the views of eight
major Australian and international stock brokers:
BA-Merrill Lynch, CIMB, Citi, Credit Suisse, Deutsche
Bank, JP Morgan, Macquarie 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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FoFA shake-up – Joe Hockey
by Penny Pryor
Shadow Treasurer Joe Hockey is preparing for being
a part of a new Abbott government that is all about
momentum and one that talks to business, rather
than argues with it. Speaking at the Switzer Financial
Planning and Sky News Leadership Lunch on Friday,
after first saying “you can’t be complacent” about
the expected election outcome, Hockey went on to
say: “We want to create momentum. From the 8
September onwards, it will be about momentum.”
In good news for some in the financial services
sector, he promised to rein back some of the
requirements of the Future of Financial Advice (FoFA)
reforms. “The reporting requirements in FoFA are
outrageous,” Hockey said.

secret admiration for vice president of Berkshire
Hathaway and Warren Buffett’s right hand man,
Charlie Munger. “If I could put myself in the same
[class] as Charlie Munger I would be a very very
happy chap,” Carnegie said.
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.

“We are going to wind that back.”
The Abbott Government would conduct a financial
services inquiry, which would focus on the savings
needs of Australians.
And a pledge to speak with business come
September 8, had the 400 attendees cheering.
“Canberra has been at war with the business
community for the past five years,” Hockey said.
Importantly, when it comes to budgets, there should
be no empty promises
“I’m not going to make the mistake that this mob
made and say we’ll deliver a surplus in such and
such a time … and then fail to do it.”
Also speaking at the lunch was John “Singo”
Singleton with his unique perspective on the election
outcome. “It doesn’t matter who is treasurer,
everyone knows David Murray runs the country!” he
said.
And investment guru Mark Carnegie shared his
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McMillan Shakespeare on the comeback
by Geoff Wilson
There’s an old investment saying “buy in gloom and
sell in boom” and with the ASX 200 pushing 5,100,
there is not much gloom around, at least outside the
mining sector. However, as always, markets reward
those showing patience and this month an
outstanding opportunity came out of the blue.
Back on 15 July, 2013 investors in McMillan
Shakespeare Limited (MMS) let out an aggregated,
despairing scream – We have been Rudded…I mean
Dudded – as the newly appointed Kevin Rudd
announced a surprise change to FBT treatment in
relation to car use for business. The fallout was a
collapse in the MMS share price, due to it being a
significant player in the novated lease industry.
A hiccup
Up until then, the stock had been one of the real
market darlings, delivering consistent earnings growth
and massive share price appreciation since the GFC
lows four years ago. The stock rallied from under $2
to over $18, delivering a staggering compound annual
growth rate of over 70%.

As we have seen in many growth stocks before, its
consistent growth earned it a valuation premium to
the market. It was trading on a PE of around 20
times, that reflected investors’ faith in its future
growth. However in mid July, that all changed!
After the Rudd announcement, MMS shares fell like a
stone to a low of $6.75 – a whopping knee jerk fall of
63%, before rallying back as sanity prevailed. Within
a short period of time, Tony Abbott announced the
coalition would not support the change and the
market took a breath and realised that MMS had
become a proxy for the election.
It is worth noting that the MMS share price fell more
than 50% from around $4.10 to $1.90 back in 2008,
when there was talk that the Henry Tax review would
change the FBT landscape. This never eventuated
and the company continued to grow and prosper.
The numbers game
At the current price of $12 some of the upside has
already been seen, but it remains an interesting
trade. If the Coalition wins, the upside may be $1 to
$2 a share or more. We consider it unlikely that the
stock will move back to its previous valuation…at least
in the short term. A modest 12 to 14 times earnings is
probably more reflective of the market’s current
concerns of the potential risks for the stock
suggesting a share price of between $13 and $14.
The downside on the other hand, in the event that
Labor wins re-election, is probably for MMS to fall to
$6 to $7 a share. Therefore, given the likely scenario
that the coalition will win, the trade appears attractive
to me.
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Sportsbet, I note, is paying $1.09 (9%) for a Coalition
win and you obviously lose all of your bet if Labor win.
This MMS trade is likely to pay 8% to 16% upside if
the Coalition wins, and you are likely to lose around
40% of your capital if Labor wins.
Given the expected outcome, it looks like an
interesting trade to me and falls classically into what
we often call an “event-driven trade”.
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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All steam ahead for property
by Penny Pryor
It was the sixth straight week in a row of auction
clearance rates over 80% for the Sydney market on
the weekend, while the RP Data combined capital city
auction clearance hit its highest rate this year of
72.7% (see graph 1 below).

are also getting higher, with $902,500 recorded for
houses and $640,000 the median price for units (see
table 2 below).

The APM data for a year ago shows that the property
market was still struggling this time last year with all
auction clearance rates under 60% and relatively low
numbers sold – 157 in Sydney versus 289 on 10
August this year and 141 in Melbourne versus 367
(see table 3 below).
Sydney’s auction clearance rate was 81.6% on the
APM measure and 79.7% on the RP Data measure.
Melbourne recorded high rates too, of 75% (APM)
and 71.6% (RP Data). Although data is thin for other
capital cities, Adelaide is showing some encouraging
signs with rates of over 70% (see table 1 below).

The revised APM data for the previous week has
Sydney’s auction clearance at 79.2% and
Melbourne’s at 74.6%. The median prices for Sydney

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.

Did you know?
Switzer Super Report chief investment officer, Paul Rickard and I had a little chat on the fate of China in our
Super Sessions last week. Watch it here.
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