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Takeovers are all the rage at the moment and while I'm not too worried about Joe Hockey's decision to
block GrainCorp's takeover, it does raise questions about how much he will move on Qantas. So
today, I reveal Rene Rivkin's tip for making money out of takeovers!
Also in today's Switzer Super Report, Paul Rickard updates how our income and growth portfolios
fared in November, with the share market recording the first down month since May. James Dunn
delves into the Aussie biotech sector to reveal four stocks to keep an eye on (with caveats!). Plus,
Tony Featherstone shows why it may be too late to take a bite of the Xero apple, while Gary Stone
looks at the potential mining comeback kid, Arrium. And read about the latest auction clearance rates
from over the weekend, as well as the Broker Wrap.
Sincerely,

Peter Switzer
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Rene Rivkin’s tip on making money out of
takeovers
by Peter Switzer
GrainCorp, Warrnambool Cheese & Butter and other
takeovers, along with the latest Qantas controversy,
makes me reflect on the best advice I’ve ever
received on how to play takeovers.
It came from Rene Rivkin and it was on my old
Talking Business program that I kicked off for Qantas
and hosted for 10 years.
More on that later. For now, let’s just shine the
spotlight on the GrainCorp kick in the guts from
Canberra and what it could mean for Qantas, which is
looking for Government assistance.
I have to admit Treasurer Joe Hockey must be
pondering the wisdom of his decision to block the
GrainCorp takeover by Archer Daniels Midland, which
puts him in the supportive company of Bob Katter,
Clive Palmer and the Greens! It has opened him up
for criticism from the Business Council of Australia,
while drawing applause from the company’s biggest
shareholder, Don Seaton, who would have made $30
million out of the deal!
Of course, it is casting our new Treasurer in the same
role of a wrecker of our international credibility for
foreign investors, but it’s exactly what Peter Costello
did with Shell’s bid for Woodside and what Wayne
Swan did with the bid from the Singapore Stock
Exchange for the ASX.
In this Report and on my Switzer TV show, takeover
experts, such as Beulah Capital’s Tom Elliott, had
expected the Treasurer to give the nod on this,
despite recognising there’d be a hell of a lot of
argy-bargy from the National Party.
Qantas connection
It raises the question on how much Joe will move on
Qantas. Could he let them use the Government’s

AAA-rating to lower its debt borrowing costs? Without
Hockey’s help, Qantas might have to issue more
shares, which would hurt the share price, sell assets
or delay the acceptance of new aircraft to protect its
investment grade credit rating of BBB-minus.
Joe’s actions on this one could determine whether
he’s as free market as we all thought he’d be, or
whether he’s captured by politics.
I’m not too bothered about the GrainCorp decision,
but if I were a shareholder, who saw the shares fall
22% to $8.72 after the veto decision, I’d be really
annoyed.
On GrainCorp, it was a worry to hand a monopoly
over to a foreign company and it was why I was
against the Singapore takeover of the local stock
exchange. But that said, if Joe wants to protect this
publicly-listed company for national interest issues,
then there should be some national pressure put on
this company to lift its game.
The dining boom
I believe the mining boom will be replaced by the
dining boom, and that’s why the likes of
Warrnambool Cheese & Butter has so many suitors.
And it’s why other food business’s share prices
have been bid up.
Now Warrnambool’s possible takeover by the likes of
Saputo from Canada is less of an issue, as there are
other dairy producers here, such as Bega and Murray
Goulburn. I’d like an Aussie firm to win the prize but
if Saputo wins, I wouldn’t lose much sleep, as it
could be good for competition.
Meanwhile with Qantas, I don’t know how you make
the case to favour one airline over another. Sure,
there’s a lot more foreign ownership in Virgin
Australia nowadays, but, at one stage, the company
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was more Aussie-owned than Qantas, but that was
when it was struggling and we were paying higher
prices for air travel!
Joe’s decision on this one will be interesting and will
draw criticism, whichever way he goes.
Rene’s takeover tip

negative that turns shareholders off.)
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.

Now to Rene’s tip on takeovers. He always
maintained that, in most cases, the first bid in a
takeover will never be the last, and so you could
make money by buying in on the initial bid. Clearly, it
works pretty well to plan if there’s no potential
Government interference, but in the case of
GrainCorp, you’d have to know when to bail.
Clearly, it would be before the Treasurer’s decision
goes public. Rivkin was always a ‘get in early and
get out early’ kind of guy and it got him into trouble.
Between 14 April 1998 and 21 June 1999, a number
of editions of The Rivkin Report published
recommendations to buy or hold on to securities in
Holyman Limited, FAI Insurances Limited, Murrin
Murrin Investments Pty Limited, Infratil Australia
Limited and Abednego Nickel Limited.
“The Rivkin Report did not tell subscribers that during
the same period, Mr Rivkin placed orders to sell or
sold securities in those companies,” ASIC revealed.
He got into hot water over that, and was later
convicted of insider trading and went to gaol. And the
company involved? Qantas!
Adding to the irony, he was then a regular on my
Qantas Talking Business program and I reckon the
advice that we better drop him from the show, when
the charges were first laid, probably at some stage
would have gone through John Borghetti’s office!
Be wary
So, what’s my advice? Get in early, get out early and
be wary of investing in airlines — lots can go wrong!
(P.S. There are some odd takeover offers that go
nowhere after the first bid because it’s too high, the
company has limited appeal or there’s some other
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Portfolios hold ground in November
by Paul Rickard
In the first down month for the share market since
May, our income and growth-oriented portfolios
largely held their ground in November. Both portfolios
increased their relative outperformance to the
benchmark indices.
Portfolio recap
In January, we made some adjustments to our
Australian share ‘Income Portfolio’, and introduced a
‘Growth-Oriented Portfolio’ (see here and here)

confines the stock universe to the ASX 100 (there are
many great growth companies outside the top 100).
Performance
The income-oriented portfolio to 29 November is up
by 23.11% and the growth-oriented portfolio is up by
25.57% (see tables at the end). Compared to the
benchmark S&P/ASX 200 Accumulation Index (which
adds back income from dividends), the income
portfolio has outperformed by 3.8% and the
growth-oriented portfolio has outperformed by 6.3%.

The income portfolio is forecast to generate a yield of
5.23% in 2013, franked to 98.3%.
To construct the income portfolio, the processes we
applied included:
using a ‘top down approach’ and introducing
biases that favour lower PE, higher yielding
industry sectors;
to minimise the market tracking risk, adopting
a rule that says that our sector biases in the
major sectors (financials, materials and
consumer staples) will not be more than 33%
away from index;
identifying 15 to 20 stocks (less than 10 is
insufficient diversification, over 25 becomes
too hard to monitor), with a stock universe
confined to the ASX 100;
within a sector, weighting the stocks broadly
to their respective index weights, although
there are some biases; and
of course, we looked for companies that pay
franked dividends and have a consistent
earnings record.

All sectors down in November
All sectors went backwards in November, with Energy
the standout at -6.3%. With three of the major banks
going ‘ex-dividend’ during the month, the Financials
sector arguably performed the strongest. Although its
price index lost 1.3%, the accumulation index for
financials finished mildly positive — adding 0.2%.
On a calendar year-to-date basis, the major yield
sectors continue to lead the way – with Financials up
29.3%, Telecommunications up 16.8% and
Consumer Staples up 11.4%. Consumer
Discretionary, which includes companies as diverse
at 21st Century Fox, Crown and JB Hi-Fi, leads the
way at 34.1%. The materials sector is the only sector
in the red at -5.9%.

The growth-oriented portfolio takes a very different
approach to the sectors in that it introduces biases
that favour the sectors that we judge to have the best
medium term growth prospects. Critically, it also
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At the end of October (see here), we reduced some
of these stock biases by:
Selling the BOQ holding (up 64% this
calendar year), and re-invested these funds
into Commonwealth Bank;
Selling 25% of the NAB holding – and
reinvesting these funds into Westpac shares.
The portfolio at 29 November isRQSDJH

Income Portfolio

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 income portfolio is overweight financials,
consumer staples and telco, and underweight
materials. It remains within the portfolio sector rules
(see above), with Financials representing 49.5% of
the portfolio by market value on 29 November
(effectively overweight with 1.28 times the sector
weigh), and Materials 14.5% of the portfolio
(effectively underweight at 0.84 times the sector
weight).
With all companies having declared their final
dividends for the year, the portfolio has exceeded its
income objective, returning 5.55% compared to a
forecast yield of 5.23%. This is largely due to the
higher than expected dividends paid by the major
banks. The franking percentage is marginally below
forecast at 96.3%.
Details of the portfolio and its performance are listed
RQWKHIROORZLQJSDJH.
Growth-oriented portfolio
The growth-oriented portfolio is overweight stocks in
the materials, energy and healthcare sectors,
underweight financials and consumer staples, and
broadly index weight the other sectors. It has
benefitted from some stock biases, particularly an
overweight position in NAB, and the selection of
Crown, Brambles and Toll.
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Future Pharma Stars
by James Dunn
The quality of Australian biotechnology is
acknowledged worldwide as being world class. But
the path to riches on the stock exchange is fraught
with difficulty. Here are four potential life-science
stars on the ASX: all of which, however, come laden
with caveats. The fact remains that biotech is a risky
business, where dud trial results or patent warfare
can quickly derail what seemed highly promising
situations. In the first of a series, the Switzer Super
Report brings you a peek into the fascinating world of
Australian biotech.
Benitec Biopharma (BLT, 45 cents, market cap
$22.8 million)

it works by introducing a small DNA sequence directly
into a cell?s nucleus, where it silences the unwanted
or disease-causing genes.
This has huge potential both in human therapeutics
and agriculture, although it is the former that most
excites investors – who have had to be extremely
patient, after Benitec was effectively paralysed
between 2004 and 2010 by a long-running patent
battle in the US.
The most exciting thing about Benitec’s gene therapy
approach is that it involves a single-dose injection
treatment, which is much simpler than multiple-dose
therapies. Benitec says the technology “has the
potential to turn off any gene associated with any
disease.”
The lead drug candidate is the Hepatitis C therapy
TT-034, which is shortly to enter a Phase I/2a trial,
with trial data expected to be available in 2015. The
second candidate is the company’s
chemotherapy-resistant lung cancer treatment
Tribetarna, which is scheduled to enter human trials
in late 2014. Benitec has also licensed its technology
to other companies working on conditions such as
Huntington’s disease and HIV/AIDS.

It seems to have spent more time in the patent courts
in the last 10 years than in the laboratory, but
Sydney-based Benitec Biopharma has a couple of
trials ready to start that could go a long way toward
establishing the effect of its ‘gene silencing’ platform
technology (so-called because it may be applicable
across a variety of diseases), which was developed in
the late 1990s at the Commonwealth Scientific &
Industrial Research Organisation (CSIRO).

Benitec has about US$6 million in cash, which is
sufficient for the Phase I/2a trial and for another six to
12 months for the Phase IIb trial. The company will
need additional funding for further trials, but is likely
to sign partnership deals on the back of trial progress.

The technology – for which Benitec holds more than
40 global patents – is capable of ‘turning off’
disease carrying or unwanted genes. The platform is
called ‘DNA-directed RNA interference,’ or ddRNAi:
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Prana Biotechnology (PBT, 55 cents, market cap
$202.6 million)

the compound in Alzheimer’s disease patients. The
results from this trial, known as IMAGINE, are
expected to be released in March 2014.
Bionomics Limited (BNO, 87 cents, market cap
$349.5 million)

Prana Biotechnology is a world leader in research
into the role of biological metals in human disease.
The company’s technology is based on the
relationship of certain metals, present in all cells, with
certain proteins. The backbone of Prana’s
technology is the work done in the 1990s by
Professor Colin Masters at the University of
Melbourne and the Mental Health Research Institute:
Professor Masters isolated and described the amyloid
protein that lies at the centre of the
neuro-degenerative condition, Alzheimer’s Disease.
A large body of evidence suggests that many
age-related conditions result from pathological
interactions between certain metals and proteins: the
focus of Prana’s technology is on preventing these
interactions, the protein aggregation and corruption
they can cause, and the free radicals and oxidative
stress they can generate.
From this research, the company has developed a
proprietary ‘library’ of chemical compounds that it
hopes to develop into therapeutics in a range of
disease applications, focusing mainly on neurological
diseases, particularly Alzheimer’s, Parkinson’s and
Huntington’s diseases.
The company’s lead clinical drug candidate, PBT2, is
designed firstly to target Alzheimer’s Disease. In
October, a study found PBT2 could restore memory
and learning in old mice, by promoting the birth of
new nerve cells in the hippocampus, a part of the
brain particularly affected by Alzheimer’s disease; as
well as clear amyloid from the brain.
Next up for Prana is to report early in 2014 on a
recently completed Phase 2 clinical trial testing its
PBT2 drug in early-to-mid stage Huntington’s
disease patients, and to progress another trial testing

Adelaide-based Bionomics discovers and develops
innovative therapeutics for cancer and diseases of
the central nervous system. It uses four proprietary
technology platforms: Angene, a drug discovery
platform, which incorporates a variety of genomics
tools to identify and validate novel angiogenesis
targets (involved in the formation of new blood
vessels); MultiCore, a chemistry platform for the
discovery of small-molecule drugs; ionX, a set of
novel technologies for the identification of drugs
targeting ion channels for diseases of the central
nervous system; and CSC Rx Discovery, which
identifies antibody and small-molecule therapeutics
that inhibit the growth of cancer stem cells.
In cancer, Bionomics has two lead projects: its
“vascular disrupting agent,” BNC105, which has
demonstrated clinical benefit in a Phase 1 renal
cancer trial, and is progressing into a Phase 2 renal
cancer trial and a Phase 1 ovarian cancer trial; and
BNC101, its cancer stem cell-targeting antibody for
solid tumours.
BNC101 has demonstrated functional activity against
cancer stem cells from primary colorectal cancer
patient samples. In pre-clinical studies, BNC101 has
significantly reduced CSC frequency in vivo and
prevents tumour re-growth in long-term studies.
BNC101 has been advanced into investigational new
drug (IND) application stage and Bionomics is
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preparing it for clinical trials.
In the central nervous system area, Bionomics’
BNC210 compound has also progressed to IND
application stage: subsequently the compound – now
known as IW-2143 – entered a US Phase I clinical
trial with the company’s development partner,
Boston-based Ironwood. Pharmaceuticals. Also,
Bionomics’ BNC375 has been identified as a drug
candidate for cognitive impairment in Alzheimer’s
disease, Parkinson’s disease and other conditions
where memory loss occurs.
Both the BNC105 and IW-2143 compounds offer
“blockbuster” potential, if successfully developed.
Further out in Bionomics’ pipeline of drug candidates
is BNC164, a promising compound for autoimmune
diseases. These are also the subject of ongoing
discussions with potential partners.
In July, Bionomics struck a research deal with
pharmaceutical giant Merck that may generate more
than $US172 million ($A190.67 million) for
Bionomics. Under the licensing deal, Bionomics will
use its technology to discover and develop small
molecules that may be used in the treatment of
chronic pain in diseases such as diabetes,
Alzheimer’s and shingles.
Osprey Medical, Inc (OSP, 70 cents)

X-ray-visible dye that cardiologists inject during
common heart procedures, such as stenting and
angioplasty. The dye is used as a contrast medium to
help the doctors identify certain body parts and
interpret the X-rays better.
Patients with normal kidney function don’t usually
have a problem with the dye. But about 25% of all
patients undergoing heart operations and stenting
procedures have pre-existing kidney disease, and
can incur problems ranging from reduced kidney
function all the way to kidney shutdown and the risk
of death. CINCOR is the first product that allows
cardiologists to prevent dye from reaching the
kidneys.
Osprey estimates about 400,000 patients, out of 2.2
million who undergo angioplasty and stenting
procedures in the US and western Europe, are at risk
of CIN because of pre-existing kidney disease and
says the global market for its device is worth as much
as $US800 million.
CINCOR is CE-marked for sale in the European
Union (EU), but is not yet approved by the Food &
Drug Administration (FDA) to be sold in the USA. The
pathway to that for medical devices differs to that for
a drug: first, Osprey must complete an investigational
device exemption (IDE) that allows CINCOR to be
used in a clinical study in order to collect safety and
effectiveness data.
Then the company goes to premarket approval
(PMA), the FDA process of scientific and regulatory
review to evaluate the safety and effectiveness of
Class III medical devices.

Although medical device company Osprey Medical is
listed in both Australia and the USA, its core
technology was developed at the Baker IDI Heart and
Diabetes Institute in Melbourne and funded by
Australian venture capital. The company’s system,
called CINCOR, treats contrast-induced nephropathy
(CIN), a form of kidney injury caused by the

In March 2013, Osprey announced commencement
of its US registration-directed IDE clinical study of the
CINCOR system, a multi-nation trial called
PRESERV, which will continue into 2014, as Osprey
builds its case for FDA regulatory clearance for
CINCOR, which it has told the ASX it expects towards
the end of 2014. Once FDA clearance is granted,
Osprey says, “large-scale commercialisation” will
follow.
In the meantime, the company is also
commercialising the CINAVERT system, an offshoot
of the CINCOR technology that is used in patients
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undergoing an angiogram or diagnostic
catheterisation procedure, where the dye volume
usage is moderate and predictable. Osprey says
CINAVERT gives it the potential to expand its CIN
protection offerings to an additional one million
patients a year.
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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Too late for a bite at this accounting software apple
by Tony Featherstone
As comparisons go, Credit Suisse’s description this
month of Xero as “the Apple of accounting” was a
beauty. It featured in numerous stories relaying Credit
Suisse’s prediction that Xero could become a
$10-billion Nasdaq-listed stock within five years.
Seasoned observers might view that comparison as a
sign tech stocks are overheating. Few are hotter right
now than Xero, capitalised at $3.8 billion, after a
six-fold share-price increase this year.
Heady stuff for a loss-making company that does not
yet have positive free cash flow, because it is
investing heavily for growth. Put another way, Xero is
worth 13 times more than highly profitable Reckon,
which has a strong position in the Australian
accounting software market.
Reckon (RKN) vs Xero (XRO)

compared with better-known, profitable rivals. Or to
resist buying its shares because they have already
soared. But Xero, potentially a magnificent company,
deserves close inspection, such is its potential to
disrupt the multi-billion-dollar global market via cloud
computing. If it does, its current valuation will seem
puny in hindsight.
Xero has a strong headstart in the move to price
accounting software as service instead of a product.
Rather than paying hundreds of dollars upfront for
desktop software, small businesses are starting to
pay a small monthly fee to use Xero’s cloud-based
software.
Xero has four big attractions: The first is the ability for
companies to collaborate online with the accountant
or adviser in real time, via the internet. Xero could
help reconfigure the relationship between small
enterprises and their advisers over time.
Convincing the SME gatekeepers – accountants and
financial advisers – that small enterprises should
change how records are kept is critical. For advisers,
cloud-based computing promises new revenue
streams, as more time is spent helping companies
grow their business, rather than on data input.
The second attraction is the coming tipping point in
cloud-based software. Xero-commissioned research
shows 28% of UK accounting practices use
cloud-based software, with 27% intending to move.
Xero is superbly positioned for the rapid adoption of
cloud computing.

Xero is also worth at least three times more than
private-equity owned MYOB, which Archer Capital
sold to Bain Capital for $1 billion in 2011, after
Sage’s aborted $1.35 billion offer.
It’s easy to dismiss Xero as grossly overvalued

The third attraction is potential scale. Xero says cloud
computing creates a single global market for
accounting software that is accessible by more than
half a billion small businesses. Like all great software
innovations, Xero will have recurring, visible,
high-margin revenue from global clients.
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The final attraction is competitive dynamics. Insurgent
companies such as Xero often disrupt incumbents
like Reckon and MYOB by moving much faster with a
capital-lite business model. Their speed and ability to
operate on a much lower cost base becomes a
serious competitive threat.
That is the good news. The bad news is Xero’s
valuation has factored in this potential – arguably by
too much for now. The company lost $17.1 million in
the half to September 2013 and customer growth,
while impressive, is off a tiny base. About 4% of all
small businesses in Australia, and less than 1% of
those in the UK and US, use its software.

value is found in Reckon.
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.

Optimists will argue that low market share implies
Xero has huge room for growth, and it does. But it
also overlooks the potential competitive response
from Reckon, which is rapidly building its capabilities
in this area and has a new cloud-based product,
Reckon One, in beta mode.
MYOB has released a web-based version of its
software, and global giant Intuit, which is severing it
relationship with Reckon from 2014, is going into
direct competition in this market.
Xero’s long-term potential and management
execution so far impresses. But its valuation, relative
to other software providers, has run too far, too fast.
Reckon, too, is well positioned to compete in the
cloud software space, although the market will need
to see rapid uptake of Reckon One. So far, it has
rebranded Quickenbooks and Quicken (after the
change with Inuit) with no adverse revenue effect,
and looks slightly underpriced for long-term value
investors at $2.16 a share.
The consensus of analyst forecasts for Reckon is a
12-month price target of $2.50. Morningstar’s fair
value is $2.60 and StocksInValue believes Reckon is
worth $2.61 in 2014. Reckon’s forecast Price
Earnings of 11.7 times FY14 earnings is arguably a
touch low for a company of its quality.
Prospective investors in Xero might wait until some
steam comes out of the share price, and current
investors could recoup their initial investment, and
reinvest into Reckon. Xero looks like the one to be
reckoned with in the long run, but for now, better
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Arrium – the comeback kid?
by Gary Stone
Arrium (ARI) (formerly OneSteel), is a $2.14B mining
consumables, iron ore mining and steel supply
business. My analysis of Arrium being a potential
‘come-back kid’ will probably fly in the face of most
investors’ gut feel, as mining and mining services
companies in Australia are not exactly setting the
world on fire at the moment.
Furthermore, fundamental analysis of this business
would not show Arrium as a screaming buy, with both
Dividend per Share and Earnings per Share declining
in the last financial year.
To further weaken the case for Arrium being a
‘come-back kid’, two weeks ago I looked at the chart
for the Continuous Commodity Index which showed
that commodity prices were nearing a defining apex,
which could see commodity prices fall further or rise
to defy a bearish descending triangle. Further
weakness in commodity prices should typically not
bode well for Arrium.
However, from a technical analysis perspective, the
price setup of Arrium points to a high probability of
continuing to rise in price.

Charts www.beyondcharts.com
The weekly chart above shows a couple of key bullish
patterns. Firstly, an inverse head and shoulders
(H&S) pattern has formed with a clear breakout
above the ‘neckline.’
The H&S has been formed by the last three troughs,
with the middle trough (inverse head) being lower
than the two troughs (inverse shoulders) either side of
the inverse head. The neckline is formed by the two
encapsulated peaks and is shown on the chart by the
bold blue rectangle.
Secondly, the blue rectangle is a strong support and
resistance zone, which the Arrium price has broken
through in November.
Arrium may still retrace to test the up-trending
channel, shown on the chart by the two red trend
lines, or even further to the neckline and support
zone. Or it could continue rising directly from current
levels.
Arrium was trading above $7 in mid-2008 and $4 in
mid-2010. Should Arrium continue rising from
Friday’s close of $1.575, its first target is around the
$1.90 level before reaching its next major resistance
zone around the $2.30 – $2.35 zone. The share price
‘come-back’ in Arrium is well positioned to continue.
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.

Chart reproduced with permission from Beyond
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Buy, sell, hold – what the brokers say
by Rudi Filapek-Vandyck
The underlying message is that stockbrokers see
more value opening up in the local share market.
Mining services providers continue to feature heavily
on the negative side.
Upgrades
Aurora Oil and Gas (AUT) upgraded to Neutral
from Underperform by BA-Merrill Lynch. The stock
has fallen 6% in the last month and underperformed
the market. The Underperform rating has run its
course in Merrills’ view and, with 10% upside to the
price target (steady at $3.31), the recommendation is
raised to Neutral. The broker does not anticipate
substantial catalysts from the upcoming investor
presentation and is still not convinced about the
Austin chalk. Nevertheless, Merrills considers there’s
likely to be incremental positives for the stock ahead.

Hills Holdings (HIL) upgraded to Buy from Neutral
by Citi. Citi has decided an upgrade to Buy from
Neutral is in order, giving the company the benefit of
the doubt in its ability to continue to execute on
growth by acquisition. Earnings forecasts have been
increased for FY14-16 by 13-18%. Acquisition of
Merlon Health Communications and Hospital
Television Rentals will strengthen Hill’s position in
the growing aged care, retirement living and home
care market. The company has growth potential in the
health IT sector, while the NBN is expected to boost

demand for remote health care.
Iluka Resources (ILU) upgraded to Buy from
Neutral by Citi. Titanium oxide demand is expected
to rise in 2014 after two years of destocking, but
increased Chinese pigment production is expected to
cap prices. The broker suggests this “arm wrestle”
will mean Iluka will likely range-trade between $9-12.
On the basis of the recent share price correction, the
broker nevertheless upgrades to Buy. Target rises to
$10.70 from $10.50.
Independence Group (IGO) upgraded to Buy from
Hold by Deutsche Bank. The company has
announced a revised production target at Tropicana,
downgrading it to 90-100,000 ozs from 120,000 ozs.
Deutsche Bank is disappointed the ramp up will not
be as rapid but this does not change the quality of the
asset. The rating is upgraded to Buy from Hold
because of the recent fall in the share price and
attractive earnings growth. The price target is
reduced to $4.05 from $4.15.
Programmed Maintenance (PRG) upgraded to
Outperform from Neutral by Macquarie. The broker
believes the outlook for the stock is solid after viewing
the first half result and has raised the
recommendation to Outperform from Neutral.
Macquarie thinks, with an undemanding valuation and
40% of earnings from the oil and gas business, there
is scope for the good performance to continue. The
price target is raised to $3.34 from $2.20.
SEEK (SEK) upgraded to Neutral from
Underweight by JP Morgan. SEEK has upgraded
guidance at the AGM, expecting earnings to be
slightly ahead of FY13 as opposed to being
moderately below. Hence JP Morgan has upgraded
growth forecasts. SEEK has also announced the
potential floating of IDP, in which it has a 50% stake.
The broker thinks SEEK has shown significant
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resilience in the current market, with leverage to
improvement in employment conditions. The rating is
upgraded to Neutral from Underweight and the price
target is raised to $11.89 from $9.17.
Specialty Fashion (SFH) upgraded to Outperform
from Underperform by Credit Suisse. Specialty has
the opportunity to add material value, the broker
suggests, provided it can turn the struggling Rivers
brand, now acquired, around. From a valuation
perspective, the low price paid and the upside
potential outweigh inventory and lease liability risk,
the broker believes. Rating upgraded to Outperform
directly from Underperform. Target rises to $1.00
from 91c.
Downgrades
Forge Group (FGE) downgraded to Neutral, High
Risk from Buy by Citi and to Underperform from
Neutral by Macquarie. The company will take a
$127m write-down on the Diamantina and West
Angeles power projects after costs blew out. The
company has obtained increased funding from ANZ,
but Citi notes this has been at a cost, whereby the
bank has an effective 13% interest in the company
via a warrant. Citi is asking where has all the cash
gone? The broker is concerned that the project
economics deteriorated to such an extent so quickly
and, while management has undertaken a
restructuring, it has not instilled confidence. This is
particularly worrisome to the broker because of the
significant size of the contract won at Roy Hill amid a
background of falling margins. The rating is
downgraded to Neutral, High Risk from Buy and the
price target to 83c from $6.60. Macquarie became a
little wary last month on contract timing slippages
before downgrading Forge to Neutral from Buy.
Slippages have become major contract write-downs
for the company to the tune of $127m, which sees the
broker swing its FY14 forecast earnings to a sizeable
loss and reduce FY15 earnings by 87%. History
suggests first estimates of contract losses are rarely
the last, the broker warns. Target cut to 50% of net
tangible asset value, to 43c from $5.34. FGE will
need equity, the broker insists. Downgrade to
Underperform.

Programmed Maintenance (PRG) downgraded to
Neutral from Buy by Citi and to Neutral from Buy
by UBS. Programmed reported a first half result
largely in line with the first half last year. WA
revenues were down but due to contract completions,
while new contracts at Wheatstone and Ichthys will
buffer the second half and FY15, the broker suggests.
FY14 will nevertheless be flat on FY13, management
suggested. Citi has left FY14 forecasts unchanged
but has increased FY15-16 by 3%. Improvement in
Property & Infrastructure earnings met a decline in
resource earnings in the half and saw Programmed’s
result fall short of UBS’ expectations. The broker has
made minor forecast revisions. The broker suggests
the merger with Integrated in 2007 has forced
significant restructuring which is now beginning to
bear fruit in terms of returns. On a 58% share price
rise in 2013, the broker has downgraded to Neutral
from Buy.
Telecom Corp of New Zealand (TEL) downgraded
to Neutral from Outperform. The broker has
dropped its rating on Telecom NZ to Neutral while
retaining an NZ$2.40 target. The broker believes TEL
can hold earnings flat ahead by reducing costs and
increasing revenues in mobile, leading to stronger
cash flow, de-leveraging and dividend support.
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Earnings forecast in cents per share

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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Busiest auction week on record
by Tom Hickey
While the auction action continued in Sydney and
Melbourne this weekend, the other capitals continued
to lag. Thanks to the weak markets in Brisbane,
Adelaide and Perth, the combined capital city
clearance rate seems to have passed its peak, with
RP Data giving a preliminary reading of 69%.
This week, RP Data reported their busiest week on
record, with 3,400 auctions in capital city markets (up
from 2,716 the week before). Looking back to this
time last year, both the combined clearance rate
(47.1%) and number of auctions (2,165) were sharply
lower, making this week’s 69% look a lot better.

Table 1: This Saturday, 30 November 2013

Last week’s clearance rate in Sydney was revised
down slightly from 80.1% to 77.1%, while Melbourne
dipped from 70.3% to 69.6%. Adelaide and Brisbane
both had pretty quiet weeks last week as well, with
just 36 properties sold at auction in both cities.
Table 2: Saturday, 23 November 2013

Graph 1: Weekly clearance rate, combined capital
cities

Source: RP Data
So the party isn’t over just yet. Sydney and
Melbourne both had solid weekends on the auction
scene, clearing almost 1,000 properties between
them. Sydney led the way, with APM reporting a
preliminary clearance rate of 80.4%, while Melbourne
wasn’t too far behind at 74.5%. The preliminary
numbers in Adelaide and Brisbane were too small to
report a clearance rate (SNR or statistically not
reliable).

Looking back 12 months ago and the market was still
weak, with less than half of the properties listed in
Sydney, Melbourne, Adelaide and Brisbane selling at
auction. It was around this time (December last year)
that the property market turned over a new leaf and
clearance rates started to bounce back.
Table 3: Saturday 1 December 2012

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?
Following up on my recent article in the Switzer Super Report, I asked Roger Montgomery for some smaller
companies that pay reliable dividends and also conform to his strict investment criteria.
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