Issue 272, 24 March 2014

In from the cold
It could be a cold start for the market this week, following comments over the weekend that add further
fuel to the fire of war talk in Russia, the Ukraine and surrounds. It's hardly going to be good news for
the market, but as I've been saying forever - that just means it's a buying opportunity!
It's also a good time to keep your eye on the long term. Today, we have James Dunn looking at
education and training companies, as that sector is destined for big things. In addition to Navitas and
Seek, he singles out some of the smaller players. Also in the Switzer Super Report today is a very
frank interview with Harvey Norman CEO, Gerry Harvey. He walks us through the company's plans in
From The Top.
Sincerely,

Peter Switzer
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What’s wrong with our stock market?
by Peter Switzer
What’s wrong with the Aussie stock market? And
why have we lagged Wall Street? And does this
mean we can look forward to catching up with those
damn Yanks over the rest of this year?

we’re still 1490.6 points away from that level, while
the S&P 500 in New York is at all-time highs!

Well, there is no rule that we have to catch up with
Wall Street and I can recall being in New York,
though I can’t recall the year, when the New York
Times hailed the Australian share market as being
one of the best over a 10-year period, averaging
around 10%, but the US market had done nothing —
literally and statistically, nothing!

There are two groups of reasons — Australian and
American.

So how come?

A history lesson

The Yanks saw their greenback depreciate big time
while our currency appreciated. This helped US
businesses gain export markets, while others were
able to beat foreign importers. If you holidayed in the
USA during or after the GFC and whooped it up on
the high Aussie dollar, then you should get this point.

Of course, the Yanks had the Dotcom Bust and
because we had been scoffed at for being a bricks
and mortar economy before 2001, we then didn’t
suffer as much when reality visited Silicon Valley and
then Wall Street.

Meanwhile, US official interest rates were taken down
to virtually zero, while our rates were kept higher for
longer by a too cautious RBA, though we did have a
mining boom going on that kept rates and the
currency too high.

One rule that I am yet to have anyone dispute is that
stock markets generally pass their old index highs
before they dive again. But these are also the kinds of
historical rules of thumb that can be KO’d as the
Japanese would have experienced over the past 20
years.

America also had Fed boss, Ben Bernanke, who
threw money at the US economic problem with QE1,
QE2 and QE3, which not only has fuelled US
consumer demand but fired up the stock market to
all-time high heights.

As Wikipedia points out “The Nikkei average has
deviated sharply from the textbook model of stock
averages, which grow at a steady exponential rate.”
The Nikkei hit its best level ever on 29 December
1989, when it reached an intra-day high of 38,957.44
but over the next two decades it fell down to 7,054.98
on 10 March 2009 – massive asset bubbles will do
that.
But we haven’t had one of those and so I think it’s
reasonable to expect we will pass our old all-time
closing high of 6828.70. We are now at 5338.10, so

The Americans also have a very flexible economy,
where wages are already low and work practices help
productivity and, therefore, lower costs. And when
you throw in a weaker currency, this affords the
economy a big competitive advantage. And we’re the
opposite – our wages are relatively high and our
currency made them even higher. Throw in our work
practices and, once again, you can see why many of
our companies’ bottom lines haven’t been great,
explaining why our stock prices have been slow to
kick after the GC slump that took stocks down by
around 50%.
The different central bank policies – USA compared
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to Australia – go a long way in explaining why our
stock market has lagged the Yanks.
But that does not end our comparison explanation of
why we’re lagging the Yanks on the stock market
rebound.

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

Problems to fix
Ironically, we did not go into recession but the Yanks
and others did, which means we did not have as
much to worry about. I think that has limited our repair
job of this economy – our work practices, our tax
system and even our leadership.
I would argue that Labor’s leadership squabbles, and
its anti-business demeanour, did not help business
confidence. Objective NAB business surveys showed
this.
Carbon and mining taxes were not helpful, with both
Qantas and Virgin Australia revealing the mega-cost
impost of the tax on carbon. Qantas says the tax
would be $118 million a year and this came as it
announced a $235 million loss and the plan to cut
5,000 jobs.
Not helping us has been the recent China slowdown
and its impact on iron ore and coal prices. Also, our
banks, which make up about 30% of the stock market
index, have done a hell of a lot of the work to get our
index to where it is now. But they need support from
all the other companies that have been badly affected
by the high currency, our relatively high interest rates
and low economic growth rates in the last two years
of the Labor Government.
All the above negatives hit earnings and act as a lid
on share prices defying gravity.
I do worry that as the Yanks are in an all-time high
territory that their stock market might start falling
before we get past our all-time high. However, Janet
Yellen doesn’t think rates will rise in the US until mid
2015. I reckon, if history can be trusted, that we’d
have to see a couple of years of rising interest rates
before we saw another Apocalypse Dow crash.
Important: This content has been prepared without
taking account of the objectives, financial situation or
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From the top – Gerry Harvey
by Peter Switzer
CEO Name: Gerry Harvey
Company: Harvey Norman
Years at company: 53
Forecast FY14 EPS: 19.4
Forecast FY14 PE: 16.7
Target price: $3.16 (approx 2.3% below current price)
Forecast FY 14 yield: 3.1%

What is the company’s competitive advantage?
We try to be the leader in the product categories that
we specialise in and we are in some of those
categories and not in others.
Who are your main competitors? How do you rate
them?
Our main competitors in electrical are JB Hi Fi and
the Good Guys and they’re both competent retailers.

Source: Yahoo!7, Data as at 24 March, 2014
Why did you want to become CEO?
I started the business in 1961 and I’ve been here for
53 years.
What is your managerial style?
Give people enough rope to hang themselves.

There is no standout competitor in furniture. Ikea is a
big name but they are a different type of furniture
retailer, but then you go down to people like Freedom
and Nick Scali. One, we’re in more locations and
two, we have it all under the one roof, whereas the
sort of people I’ve been talking about as competitors
have got a lesser product range under a smaller roof.
What is the company’s growth strategy?
At the moment we are not opening shops and this is
the first time in our history that we haven’t opened
shops. There are two reasons: main one is that
we’ve got a shop in pretty much every area we want
and two, people are not opening shops much.

What is your percentage ownership of the
company?

Is that because of the Internet?

The Harvey and Norman families own half of Harvey
Norman.

I don’t know that you can say it’s the Internet
because the Internet represents such a small
percentage of our sales. It is an influence but not
sufficient to say it’s because of the Internet.

Describe your business plan and strategy for the
company.
Our business plan is basically to grow the assets of
the company in the quickest time possible and grow it
to the maximum.

Do you have global growth plans?
Our plan was to try and develop an international
business and open shops in lots of countries across
the world and that has also stalled now. Can that be
revived? We would like to think so, but realistically
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it’s not going to happen any time soon.

shareholders and analysts as to what we’re doing
and we haven’t provided a satisfactory answer.

What are your company’s main challenges?
At the moment, our biggest challenge is profit
because we have been subjected to margin erosion
in a really healthy economic climate and that’s never
been the case before.
Is that a company or industry problem?
It’s both. If you look at Harvey Norman, because a
big part of our business is technology, which is
computer and electrical which is 70% of our business,
really that particular area has been severely affected
by price erosion and market erosion.
TVs and computers are the price erosion but they are
also the margin erosion as well. If you look at anyone
that’s been in that sort of industry it’s been severely
affected.
Were your company’s most recent financial
results better, or worse, than the market
expected?
I’d say they were about what the market expected.
Can you provide guidance for the current
financial year?
No. I think we never give our market guidance.
That’s not in our policy. We would only do that where
we knew that the analysts out there had a certain
figure in mind and ours was either up or below that by
a reasonable amount. We would then make a
statement.

How have technology changes impacted your
business?
We couldn’t predict what would happen a few years
ago with the way the market has gone. We were a
very big computer seller of a product that sold
between $1,500 to $4,000 dollars and now that’s
changed to say…an iPad that might be
$300,$400,$500, $600. And we didn’t pick that.
Neither did anyone else I think. It’s a big change in
the market.
Going forward, you might end up in two places. You
might have a phone that will have a lot more
capability than what you’ve got now. You’ll have a
wrist product that will sit on your wrist …connected
health issues and also some other things that a
phone or a calculator or iPad would do as well. There
will be more and more features on those [wrist
products].
There is a whole heap of new products coming out at
the moment. The big new thing in TV will be curved
screens.
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.

What is your dividend strategy (payout
ratio/franking, etc.), and how much will you be
returning to shareholders this year?
Traditionally, we paid out between 25% to 35% of our
profit after tax. That’s now rising more to 40% or
50%. That may be the norm going forward now with
not opening shops. And we have a problem where
we’ve got all these franking credits that are now …
$700 or $800 million or something. So we have a
problem as to how we are going to handle that going
forward and we’re being continuously asked by
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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
Stockbrokers remain reluctant to reduce valuations
and targets, unless they are forced to do so following
a company profit warning, or yet another round of
downgrades to commodity prices, as has been the
case for Whitehaven Coal. But there was some good
news in the REITs sector. Stockland’s build up of a
stake in Australand drove upgrades in both those
trusts.
Pending adjustments to commodity prices forecasts
may potentially put resources back in focus. CIMB
and BA-Merrill Lynch have already taken the knife to
their forecasts, predominantly for coal, copper and
iron ore. No doubt, others are about to follow.
In the good books
Australand (ALZ) was upgraded to Buy from
Underperform by BA-Merrill Lynch and to Outperform
from Neutral by Credit Suisse. CapitaLand has sold
down its stake and Stockland (SGP) has taken up
19.9% of the company. Merrills expects Stockland will
move beyond this stake, justified on both financial
and long-term strategic merits. Merrills notes the
interests of the two companies are aligned, operating
in complementary sectors of the market. The risk to
the Buy call is if Stockland stays a passive
stakeholder. In this event, Merrills does not think the
company’s presence on the register would have a
meaningful impact on valuation. Credit Suisse also
would not be surprised if a full bid follows and
assumes greater divisional level synergies under a
Stockland bid.

Source: FN Arena
Commonwealth Bank (CBA) was upgraded to
Outperform from Neutral by Macquarie. The broker
cites data that shows the recovery in housing
investment is being driven by middle to high income,
young individuals rather than older speculators. The
broker thinks first home buyers are choosing to invest
rather than occupy properties and CBA is believed to
be the best placed to take advantage of this younger
mid to high income demographic, with a market share
of 36%.
Lend Lease (LLC) was upgraded to Buy from Neutral
by Citi. Lend Lease is the preferred tenderer in a joint
venture with Bouygues on the NorthConnex road
design/construction, with the contract having an
estimated value of $2.65 billion and due to start in
2015. The broker thinks, in addition to this win, the
company’s bid for several large road projects is likely
to contribute to strong engineering growth from FY16.
Citi also expects Lend Lease may benefit from the
restructure of Leighton (LEI), given potential
management distraction.
Myer (MYR) was upgraded to Neutral from Sell.
Myer’s first half margin decline has resulted in Citi
downgrading earnings forecasts by 10% for FY14 and
by 4% for FY15. The broker thinks sales growth is still
challenged and the prospects for a merger with David
Jones (DJS) are dim, given Myer will need to offer at
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least 20% more than its first offer, thereby trading off
any synergies.
Stockland (SGP) was upgraded to Outperform from
Neutral by Credit Suisse, after its acquisition in
Australand. Credit Suisse expects a full bid will follow.
The broker believes the acquisition offers potential
earnings accretion and Stockland should be able to
add value beyond yield spread investing, given the
synergies.
In the not-so-good books

Whitehaven Coal (WHC) was downgraded to Neutral
from Buy by BA-Merrill Lynch, as the broker’s base
case and long-term coal price forecasts are reduced.
Softness in coal prices will subdue any positive
announcements surrounding the Maules Creek
project. Earnings forecasts are downgraded by 50%
for FY15 and by 28% for FY16.
The above was compiled from reports on the
FNArena database, which 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.

Incitec Pivot (IPL) was downgraded to Hold from Add
by CIMB Securities. The share price has rallied along
with a stronger Diammonium phosphate DAP fertiliser
price and CIMB has adjusted earnings estimates
across the company’s businesses, but at a group
level the forecasts are largely unchanged. With the
DAP price above the broker’s long-run forecasts,
CIMB is reluctant to capitalise the current price. The
stock is considered fully valued.

Source: FN Arena
Kathmandu (KMD) was downgraded to Underperform
from Neutral by Credit Suisse. The broker thinks
trading conditions in the first half have been more
challenging when compared to the momentum in the
prior corresponding half, particularly as it relates to
consumer confidence and disposable income in
Australia.

Source: FN Arena
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.

Sydney Airport (SYD) was downgraded to Neutral
from Outperform by Macquarie. February traffic data
showed a continuation of January’s theme – strong
international and soft domestic. Passenger growth
was ahead of capacity growth and that will generate
minor upgrades to Macquarie’s forecasts, but the
broker still finds the outlook challenging. Upside
remains but the broker thinks the core business is
capturing much of the value at current assumptions.
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Super cap increases – no done deal
by Paul Rickard
A couple of weeks ago, the Australian Taxation Office
(ATO) announced the key superannuation thresholds
for 2014/15. It does this at this time of the year in
accordance with the super and tax legislation. Finally,
after seven years, the ATO announced that general
concessional contributions cap would be increased
from $25,000 to $30,000. For some superannuants,
the other part of the announcement was even more
important – the non-concessional cap would increase
from $150,000 to $180,000 (set by legislation at six
times the concessional cap).
Concessional contributions are, of course, the
employer’s 9.25%, any amount you salary sacrifice,
or if self-employed, amounts that you contribute and
claim a tax deduction for. Non-concessional
contributions are amounts that come from your own
after tax dollars. If you are under 65, you can access
the ‘bring forward rule’ and contribute three years’
worth in one year, meaning that under the new limit,
up to $540,000 in one hit.
According to the ATO, the concessional caps for this
and next year are as follows:

And the bad news?
Last Tuesday evening, when Peter and I on 2GB 873
interviewed him on radio 2GB, Senator Arthur
Sinodinos claimed to not know anything about these
increases. Admittedly, this was the night prior to him
stepping down as Assistant Treasurer and the
Minister responsible for Superannuation and I am
sure he had other things on his mind. However, he
clearly had no knowledge of the changes and
answered a second question by re-iterating the
Government’s pre-election promise.

What is the Government’s promise? According to
their election policy released in September 2013, they
have pledged to: “not make any unexpected
detrimental changes to superannuation”. In simple
terms, they have pledged not to hurt anyone in the
super system unless they have already announced
the change.
So where does an increase in the caps fit?
Well, these changes are currently law – they are
provided for in the Income Tax Assessment Act 1997
(section 960-285), which says that the caps are to be
indexed in line with increases in average weekly
ordinary time earnings, in increments of $5,000
rounded down. Deferring a legislated increase must
surely be considered as “detrimental” and
“unexpected” – as to do so would see the caps lose
value in real dollar terms.
The trouble is there is form on this. For each of the
last three years, the Government has deferred this
increase in the Budget as revenue saving (more
money in super reduces the overall taxation take).
Admittedly it was a government of a different hue,
however, it is the same bureaucrats in Treasury who
advise them.
The Budget is due to be handed down on May 13,
and I wouldn’t be surprised if deferral of the increase
is again on the agenda. While we will be able to
argue that it is a breach of their pre-election pledge, it
might be a good idea to use your voice and tell your
local MP now that you would view it as an
“unexpected detrimental change”.
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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Five education and training must-have companies
by James Dunn
With Australia’s economy in transition from
resources to non-mining sectors of the economy,
investors are on the lookout for the industries that
could drive this move.
The outlook for learning
While housing springs to mind most readily, the
education and training space is also well worth a look;
particularly if you noticed the jobs data for February:
while the economy added 50,100 jobs over the three
months to February, the education and training sector
accounted for 22,800 of them, or 8% of Australian
jobs.
When combined with the latest data from the
Australian Bureau of Statistics (ABS) on exports, the
importance of education and training to the Australian
economy really ought to get investors thinking.
In 2012/13, education was Australia’s fourth-largest
export earner, bringing in $14.4 billion in income.
While that is streets behind the big commodity
exports of iron ore ($79.7 billion) and coal ($38.9
billion), it is only just behind the number three export
item, gold, on $16.2 billion. Education is Australia’s
largest services export, even ahead of tourism, which
generated $11.7 billion in 2012/13.
That amount mostly comes from foreign students
travelling to Australia for education and paying for
their courses, but it also comes from overseas
earnings of Australian education providers.
The right exposure
Investors really should be looking for some exposure
to such a major export earner. Fortunately, the stock
market provides a handful of well-qualified education
stocks.

Starting with the largest first, we have global job ads
website operator Seek (SEK), which also owns
international student recruiter IDP and Swinburne
Online, that offers online courses in business,
communication, design, education and social science,
developed by Melbourne’s Swinburne University of
Technology.
Seek owns half-shares in both IDP and Swinburne
Online. Its partner in Swinburne Online is the
university, while the rest of IDP is owned by
Education Australia, a consortium of Australia’s 38
public universities. IDP helps international students
find placements in Australia, the US, Canada, Britain
and New Zealand, and also runs the benchmark
IELTS English language tests and offers
English-language courses.
At the interim result, Seek Education generated $78
million in revenue, 20.5% of the company’s total, and
contributed earnings of $20.3 million, or 14% of the
total. Seek is investigating floating IDP, which could
be worth about $450 million.
At present, education and training accounts for about
20% of Seek’s business. That can be looked at as
about one-fifth of a $5.9 billion market capitalisation,
with the bonus of also buying into the highly
successful jobs websites business, which operates in
12 countries. Seek has been an outstanding
investment: it earned total return (capital gain plus
dividends) of 77% in the last 12 months, and has
returned 47% a year for five years. But while it is a
great business, it is trading on a hefty 33 times
expected FY14 earnings, offers an uninspiring
dividend yield of 1.6% and the consensus of analysts
is that it is trading 10% above fair value. Seek looks
expensive.
The next largest – at $2.8 billion market capitalisation
– exposure to education and training is
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post-secondary education specialist Navitas (NVT),
which offers English-language training, high school,
university preparation, university programs, career
advancement programs and migrant settlement
services to students, professionals and migrants from
all over the world in campuses in Australia, Canada
and the United Kingdom.
Navitas has a well-integrated business model,
spearheaded by the university programs division,
which offers ‘pathway’ university preparation
programs to international students who do not qualify
for direct entry into NVT’s partner universities, either
because of proficiency in English or their academic
record.
The university program’s division generates about
57% of Navitas’ revenue, and almost 70% of profit. It
has 33 offshore programs, run through 19 colleges
and four managed campuses, in eight countries.
Navitas also operates vocational institutes, as well as
providing English- language courses, and its student
recruitment division operates in four countries,
sending more than 5,000 students overseas each
year to study.
Navitas has also been an outstanding performer: it
has delivered total return of 48.5% in the last 12
months, and 34% a year over five years. Recently,
the company’s earnings profile and strong margins –
about 27% in the university programs division – has
seen it talked of as a “defensive” stock, but it is not
without competition.
Like Seek, Navitas trades on a lofty price/earnings
(P/E) ratio, of 34.5 times expected FY14 earnings,
and is also not a yield stock, at 2.6% expected yield.
And also like Seek, the strong support from investors
has pushed it into over-valued territory: the analysts
who follow it see the stock as about 10.4% north of its
consensus target price, of $6.78.
Smaller players offer more potential
A smaller – but more domestically focused exposure
– is vocational education and training company
Vocation (VET), which listed in December 2013.
Vocation delivers education and training services
through workforce-based training and development

programs for corporate and government clients;
individual student training, online or face-to-face; and
outsourced managed services to vocational training
providers.
For the half-year ended December 2013, the newly
listed Vocation brought in revenue of $58.9 million,
just under half of the full-year FY14 forecast of $118.3
million, and net profit of $7.5 million, or 38% of the
full-year FY14 forecast of $19.6 million. The company
maintained its FY14 guidance at its prospectus
forecasts.
Vocation has had a strong start to life as a listed
company, but at $2.65 – up 40% on the issue price –
the stock still trades at a less-expensive multiple than
Seek or Navitas, at 20.9 times expected FY14
earnings, and a 2.5% expected dividend yield. More
importantly, its analysts’ consensus target price is
$2.85 – giving it 7.5% upside potential, instead of the
over-valued look worn by Seek and Navitas. At a
market cap of $530 million, Vocation is a lot smaller
than Navitas or Seek, but it looks more likely to
outperform in the near future.
There is a handful of other smaller players in the
sector. Academies Australasia (AKG) offers
English-language, senior high school, Singapore
Government school preparatory certificate, diploma,
advanced diploma, bachelor and master degree
courses through 10 Australian campuses. It says its
students come from more than 118 countries. AKG is
profitable, has been a sound market performer in
recent years and is financially strong, and is expected
to pay a dividend yield of 5.2% in FY14, but is very
small – it has a market cap of just $51 million.
Education provider RedHill Education (RDH) runs
four Sydney-based education businesses: Greenwich
English College, which offers English-language
courses at two Sydney campuses; Go Study
Australia, which provides student recruitment services
in Australia and overseas; the Academy of
Information Technology; and the International School
of Colour and Design. RedHill is now profitable after a
disastrous first couple of years on the stock market,
but is still 15% underwater on its 2010 issue price of
$1 – and is capitalised at just $25 million.
Lastly, there is Kip McGrath Education Centres
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(KME), an Australian-based franchised global tutoring
service aimed at primary and secondary school
students, operating in Australia, New Zealand and the
UK. Kip McGrath has emerged from several years of
earnings and share price doldrums, but at a market
cap of $14 million, it is quite small for self-managed
super fund investors.
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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Shortlisted – Toll Holdings and property picks
by Penny Pryor
Toll Logistics (TOL) is on Paul Rickard’s radar at the
moment. He says it is friendless after an 8.0% fall
since the start of the year.
“At Friday’s close of $5.23, it’s starting to look like a
value trade of a FY14 PE of 13, dividend yield of
5.4%,” he says.
“On the other-side of the spectrum, Xero (XRO) at
$41.50 has a market capitalisation of almost $5.4
billion – 100 times current year sales! Wow!!.”
Maybe popularity isn’t everything.
Real estate revival
The residential property revival continues unabated,
but when everybody is talking real estate, it’s easy to
get carried away by the hubris and forget the basics.
Just like investing in the share market, when it comes
to investing in property, there are a few basic ‘no
nos’, according to property advisor and Switzer
Super Report expert Margaret Lomas.

process [to get to the] micro.
Queensland is Margaret’s pick of Australian states at
the moment. She says it’s 26% more affordable than
Melbourne and 46% cheaper than Sydney.
With the East Coast property boom rolling along, if
history is any guide, then Queensland will follow suit.
Charlie Aitken is also quite convinced of a pick up in
Queensland.
“Brisbane to me is the very next area to go,”
Margaret says.
But she is not looking at the inner ring. It’s the 10 to
15 kilometres from the CBD, and the South Western
Suburbs out towards Ipswich that have the most
potential, with Nundah a clear favourite.
In Nundah and surrounds, investors should look for
median-priced property, as incomes there are fairly
stable. In the South Western corridor, where incomes
are rising, it’s best to look for property priced under
the median, which will be dragged up as the suburbs
become more affluent.

1. Don’t be convinced you know the area you live in.
“You do not know the area where you live. What you
know about the area you live relates to your lifestyle
and has nothing to do with investing,” Margaret says.
2. Don’t start with a price range and then look for an
area.
“It doesn’t matter how much money you’ve got,
you’ve got to first work out where you’re going to
buy…and what your overall strategy is, and then you
can work out if you can afford it.”
3. Always look at the macro economics of a state and
then work down.
“I start with Australia and start to look at the macro
economics within each state. And there’s a big

And never forget to buy investments for the people
who live in the area. That means for Nundah, you
should be looking at a three to four bedroom house
for families. While yields are currently at around 4.5 to
5%, that should increase as the area picks up.
In Sydney, Margaret’s pick is still Penrith (but for a
limited time as it has experienced quite a bit of
growth). In Victoria it is Frankston, in Adelaide
Seaford and in Perth, Armadale.
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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Primary Health primed for breakout
by Gary Stone
Primary Health Care Limited, a $2.39 billion
market-capitalised business, is one of Australia’s
leading listed healthcare companies operating across
four main areas: medical centres, pathology,
diagnostic imaging and healthcare technology. It
listed in mid-1998 and performed brilliantly until the
beginning of 2007 when it peaked at over $10,
registering a 10-fold increase in its share price since
inception.
The weekly chart below shows its fall from grace to
August 2011, when it bottomed at $2.56. Then from
August 2012, Primary Healthcare’s share price
started to recover when it more than doubled to a
peak of $5.43 in May 2013.
Descending triangle
Since May 2013 to current, a descending triangle has
formed. This price formation is what initially caught
my attention as the triangle is nearing its apex when I
believe there will be a price resolution, one way or the
other, where a breakout will occur to either the
downside or the upside.

when price reaches the apex of the triangle. This is
because lower highs occur, forming the black
descending trend line.
However, in recent times, I have witnessed many
similar price formations breakout to the upside,
making the pattern a bullish one, in hindsight. One
explanation for the breakout not occurring to the
upside could be that the pattern is not forming after a
significant run-up or when price is not significantly
over bought.
Technically, the way to play this formation is to wait
for a price breakout, either way. If it is to the upside,
then take a position and set a stop loss below the
blue support and resistance zone. Usually the stop
will not be that too far away from the entry price,
limiting the risk taken to just a small one.
How is Primary performing against its peers?
Primary’s closest peer on the Australian Stock
Exchange is Sonic Healthcare (SHL). The weekly
chart below is a base comparison chart displaying the
price of both Primary and Sonic (the black line),
based at the same price as at 4 September 1998,
which was soon after Primary listed.
The base comparison chart shows Primary’s
outperformance of Sonic until January 2007, then a
period of matching each other until May 2010. Since
then, Sonic’s price has outperformed PRY,
especially since May 2013 when Primary’s
descending triangle started its formation.

Source: Beyond Charts
Typically, a descending triangle is a bearish pattern,
which indicates a high probability of price weakness

After a 38% increase in its dividend earlier in March,
Primary has a trailing PE ratio of 15.21, and earnings
yield of 6.58% and dividend yield of 4.23%, compared
to Sonic’s 19.14, 5.16% and 3.63%, respectively.
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place a stop loss just below the blue support and
resistance zone.
Gary Stone is the founder and managing director of
Share Wealth Systems.
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.
Source: Beyond Charts
Other high profile stocks in the health sector are
Ramsay Health Care (RHC) and CSL. The weekly
chart below shows a base comparison of all four, also
from 4 September 1998, with CSL the green line and
Ramsay the blue line.

Source: Beyond Charts
Ramsay has a trailing PE Ratio of 36.14, an earnings
yield of 2.77 and a dividend yield of 1.55%. There is
no doubt that the Australian stock market has had
some great growth stocks that have been chased by
investors over the last two years or so, and Ramsay
and CSL have been two of them.
Primary has outperformed all three of these peers in
the past and it may just be primed to do so again and
cease its current role of playing second fiddle to its
closest peer, Sonic Healthcare.
Keep an eye on the descending triangle pattern and a
breakout to the upside for a good clue as to when to
take a position. Of course, risk should always be
managed so remember, when the breakout occurs, to

14

Property revival heads into second year
by Staff Reporter
It’s now just over a year since the auction clearance
rates started showing some real growth. This time
last year, the national average auction clearance rate
was edging over 64% and, on the weekend, it
exceeded 70% for the seventh week in a row. The
auction clearance rate was 71.2% across the
combined capital cities as 2431 properties were taken
to auction.

month, with average growth rates at 0.4% and 2.5%
for the week and month respectively. The average
home value for the combined five capitals has now
grown by 10.7% over the past 12 months.

Source: RP Data
Source: RP Data
Sydney continued to be the highest performer, with a
clearance rate of 77.9% and Melbourne was the best
in terms of number of auctions, at 1149. Other states
are gradually catching up. Brisbane might lag behind
but that’s not necessarily an indicator of future
growth, as Margaret Lomas discusses in Shortlisted
today.

RP Data also monitors capital city private treaty
median price data, which shows Sydney has the
highest median house price at $729,750 with Darwin,
somewhat surprisingly, the next highest at $613,000.

Source: RP Data

Source: RP Data
Home values in all five capital cities monitored by RP
Data grew over the past week and also the past

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?
Last week on my Switzer TV show I had Charlie Aitken, who revealed some of his stock picks of the moment.
He was joined by Marcel von Pfyffer from Arminius Capital.
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