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Too much time in the sun
It's hard to know what's going on in this kind of market, when there appears to be no real catalyst for
the falls. Today I try and explain what might be the causes, and, as always, I walk you through the
buying opportunities.
You should know by now that the Switzer Super Report takes a keen interest in SMSFs and we've also
thrown our hat into the ring of the Murray Review into the financial services system. In our submission,
Paul Rickard explains why SMSFs need to be left alone to get on with it and how you should be able to
make super contributions at any age.
Sincerely,

Peter Switzer
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Nasdaq freefall - how worried should you be?
by Peter Switzer
So how worried should we be about the latest stocks
sell-off in the US? Over the weekend, the losses
weren’t too bad with the Dow off 143 points, which is
only 0.89%. Its loss for the week was 2.4%.

Maybe Faber is perceptive or he is seeing things!

The big clobbering has happened to the Nasdaq,
which houses the momentum stocks, such as Netflix,
Twitter, etc, and here the loss was more worrying.
The high-tech index was down 3.1% for the week and
has tumbled 8.2% since its six-year high of 4357.97
on 5 March 2014.

Chief economist at Moody’s Analytics, Mark Zandi
looked at recent US job numbers and then went
public tipping growth of 3%, adding that full
employment was possible by 2016 or 2017!

This is hovering close to correction territory – 10% –
but that’s all understandable considering the share
price rise for some of these stocks that are not even
making profits!
Partly powering this sell-off are hedge fund
managers, who are feeling the heat with share prices
diving and these guys add to the momentum.
Valuation evaluation
But could all of this concern about companies with
silly valuations being sold off worry the normal
investor? Should we heed Marc Faber, who again is
talking about a 20% market crash this year? This guy
has been wrong for ages – Google my name and his
– but one day he will be right, I just don’t think that
day has to be in 2014.
When someone makes bold market predictions, they
need to explain their thinking, so we can test it out, so
we can treat them seriously.
All markets end in tears but with the biggest bond
company in the world PIMCO now publicly telling
everyone that it’s long stocks and that stocks will
outperform bonds, you know Faber is seeing
something other smarties can’t see.

Others see a US economy growing at 3% plus this
year and that should help stocks.

This is a much more rosier scenario than good old
Faber.
Time for rotation
I think we are simply in a rotation period, out of
stupidly-priced stocks into ones that have been
unwisely rejected, as the excitement for hi-tech
stocks went higher and higher.
I can’t see the trigger for a major slump. We have not
participated in a hi-tech boom in Australia, so our
market will be driven by Wall Street, the Fed, Chinese
economic data and the odd concern about the
shadowy shadow banking system in that country.
At the moment, every central bank in the world knows
that they can’t derail the burgeoning economic
recovery and so actions will be taken to keep interest
rates low enough to help economic growth happen.
We saw it a couple of weeks ago when Janet Yellen
told a conference in Chicago that the US economy
would be getting help to make it grow, despite what it
has already committed in the recent past.
“I think this extraordinary commitment is still needed
and will be for some time, and I believe that view is
widely shared by my fellow policymakers at the Fed,”
she said in the speech.
And the market loved it.
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I assure you that I will stop being bullish and telling
you that a buying opportunity exists when the
economy refuses to be stimulated by this easy money
policy we are seeing right around the world.
Growth is the key and later this month we see an
important US growth number, which, of course, has
been affected by the bad weather. Jeremy Siegel,
who is a finance professor at the University of
Pennsylvania’s Wharton School, has an 18,000 call
on the Dow but it is linked to economic growth,
underlining the importance of growth.
“We need to see some acceleration,” Siegel told
CNBC. “This first quarter, when we get this
announcement later this month, it’s going to be
terrible. I think it might be around 1%. What the
market is hoping for is 3.5% and 3.75% at least over
the next three quarters. There will be disappointment
if we don’t get that.”

— “What? Me Worried?” – and it still applies today.
We are not yet in the euphoric stage of the stock
market, though the clowns buying Twitter might have
been, the rest of the stock market is a long way from
when cab drivers stop asking for tips and start giving
them.
I must say my Greek lawyer, who is long property –
what Greek isn’t? –actually asked for stock tips on
Saturday and that made me think I’d better start
catching a few more cabs!
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.

That said, he added this really important line “but I
don’t think that will mean a bear market or a serious
selloff.”
Still in the game
I have always argued that short-term traders can
create great buying opportunities for long-term
investors and that’s where I think we are now. As I
say, one day I will turn but that time has not yet
arrived.
For those interested, Lance thinks the US market
could be softer, looking at the charts, but he says our
market seems OK. Meanwhile, Gary Stone of Share
Wealth Systems says the market “would be up there
with the toughest market periods that I have traded”
but he is still in the market.”
Stone’s investing technique involves reading the
trends and he doesn’t care if he is late getting in or
out, so long as he positions himself to win after some
early losses. As I often say “ the trend is your friend
until it bends” and that’s what Gary is good at
picking – the bending of the trend.
Back in August 2010, when I was arguing that stocks
were still the right place to be, despite PIIGS
problems in Europe, I used an Alfred E. Neuman line
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‘You are never too old for super' – our call to the
Murray Review
by Paul Rickard
While we don’t pretend to represent SMSF trustees,
we do think we can speak with some authority on how
the sector is performing. With the Murray Review (the
Financial Systems Inquiry) canvassing the important
questions of ageing and superannuation, we thought
it important to join the circa 250 banks, brokers,
insurance companies, wealth managers and other
parties making a submission.

or contributions to superannuation are complex,
ineffective and easy to get around. We recommended
that:

Here is a quick synopsis. You can read the full
submission here.

b) That all Australians, irrespective of age and subject
to any contribution caps, be eligible to make
contributions to superannuation.

SMSFs are doing pretty well and keep the
industry on their toes
SMSFs play a critical role in producing a competitive,
innovative and vibrant superannuation market place.
The data suggests that SMSFs have, on the whole,
outperformed industry and retail funds. For many
members, they are a more cost effective option.
We dispel some myths
We poured cold water on some of these “myths”
about SMSFs:
There is a looming crisis developing with
SMSFs borrowing to invest in property;
There has been a massive shift into cash/term
deposits post the GFC;
SMSFs are just waiting to invest in
infrastructure assets or corporate bonds;
There are compliance issues with SMSFs;
and
SMSF members want a compensation
scheme.
Let anyone make a contribution to super, abolish
the employment tests

a) The conditions of release relating to
superannuation withdrawals be simplified by
removing all retirement and work-based tests, and
replacing them with simple age-based tests; and

Let’s make super more relevant to the young
To make superannuation more relevant and more
attractive to some Australians, particularly the young,
we suggested that a portion of superannuation
savings be eligible to be used as a deposit for the
person’s primary residence. We proposed a model of
‘the lesser of 33.3% of a person’s superannuation
account, or 10% of the average home price’, with the
withdrawal to be paid directly by the super fund to the
vendor of the home.
Too much hype about a corporate bond market –
where is the demand?
Contrary to all the hype (Ken Henry started this), we
don’t think that you are “falling off your chair” to go
and invest in corporate bonds or infrastructure assets.
It takes two to tango – all the hype from The AFR and
others comes from the “supply side” (issuers and
government) – no one ever considers whether the
demand is there.
And with fully franked dividends and companies like
the Commonwealth Bank, why would you? Show me
a corporate bond or infrastructure asset that has an
income profile like CBA shares have had since 1991.

The current ‘employment tests’ around withdrawals
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CBA Dividends

We suggested that if the Government is serious about
the development of these markets, it will need to
attach some form of taxation advantage to an
investment in corporate bonds or infrastructure
assets, plus commit to funding an extensive and
ongoing investor education programme.
Your comments and feedback
We would welcome your feedback, ideas and
comments. Tell us if you think we are wrong. There is
bound to be a chance for a supplementary
submission, so we would really appreciate any
insights you can offer.
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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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
Changes in broker ratings and estimates continue to
be dominated by miners and oil and gas stocks, as
the industry updates commodities price estimates.
FNArena registered six upgrades and seven
downgrades last week and in both cases it was
mostly about resources stocks. Retailers, David
Jones and Myer, featured on the positive side while
AUD victim CSL joined in on the negative side.

David Jones (DJS) does not suggest Myer will also
become a target but does highlight the department
store’s attractive valuation, while removing the
acquisition risk that has weighed on the share price.
Myer has withdrawn its proposal to merge with David
Jones.
In the not-so-good books

Atlas Iron (AGO) was upgraded to Buy from Neutral
by UBS. The broker prefers iron ore over coal going
into the second quarter amid expectations
construction activity will continue to lift in China. The
company’s valuation includes no value for Horizon 2,
which could benefit from the funding of the Roy Hill
project.

CSL (CSL) downgraded to Hold from Buy by
Deutsche Bank. Deutsche Bank observes CSL has
been a beneficiary of competitor supply disruption in
recent years but this has also opened the door to
smaller players. A return to price volatility seems
unlikely to the broker, but the competitive dynamics
have undoubtedly risen. With the threat from new
extended half-life haemophilia therapies, the broker
sees fewer catalysts for above-market growth in the
next couple of years.

David Jones (DJS) was upgraded to Neutral from Sell
by Citi. DJs has recommended a cash proposal from
Woolworths SA for $4.00 a share. Citi anticipates
annual synergies of $50 million are available, as
Woolworths has a significant private label range in
both food and non-food. Citi is not ruling out a bid
from elsewhere, suspecting other global department
stores may take notice.

Whitehaven Coal (WHC) was downgraded to Neutral
from Buy by UBS. The broker expects coal prices to
remain under pressure until producer cuts are
evident. As a result, Whitehaven has been
downgraded to Neutral from Buy and the target
reduced to $1.80 from $2.30 to reflect a 40% discount
to net present value for market risk.

Myer (MYR) was upgraded to Buy from Hold by
Deutsche Bank. Deutsche Bank believes the bid for

Western Areas (WSA) was downgraded to Neutral
from Buy by UBS. UBS has upgraded nickel price

In the good books

06

forecasts for 2014 by 14%. The company’s
consistent production has made it the broker’s
default nickel stock for some time but despite free
cash flow lifting by 16% and 30% in FY14 and FY15
respectively, the valuation has only lifted by 5%
because of the relatively long mine life.

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.
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 – Resmed, Coca Cola and mega caps
by Penny Pryor
More volatility is expected for the market this week
after the Nasdaq got smashed late last week. There
doesn’t seem to be one single driver of the current
run, but former high-flyers are certainly coming in for
a beating, as investors start to believe they may be
over valued.
Mega caps
Last week, Charlie Aitken cautioned that it was time
to get out of some of these high flyers and to look
more at the mega caps that have more experience in
weathering the ups and downs in the market.
“I recommend rotating that money to ASX TOP 20
laggards that have clear valuation and yield support,”
he said.
Suncorp, Macquarie, AMP, IAG, Telstra, the big four
banks and BHP are on his list.
Last week, Coca Cola Amatil (CCA) took a dive
following a profit warning from the new chief
executive, Alison Watkins. That earnings downgrade
was mainly due to competition in the drinks space.
But further falls this week could make it a buying
opportunity and it is on Peter Switzer’s watch list.

How long have you held Resmed (RMD) and what do
you like about it?
Since late 2011, when the stock traded well below
long run valuation signals.
We like the strong global growth potential that
Resmed offers investors in the healthcare sector. It
has positive momentum for their core drivers. The
structural volume growth between 6-8% per annum
simply underpins its earnings outlook. Also, it has a
favourable outlook for its product mix. The improving
momentum in identifying, diagnosing and treating
sufferers continues to build in the core markets of
Europe, Asia, Australia and the US. Also, the launch
of new masks is an important development.
How is it better than its competitors?

“The ex-Grain Corp boss has a strategic review to
cut costs and raise productivity and that should work.
I think an improving economy will help, taking the line
through the two months of really good job numbers,”
he says.

They are global leaders compared to their peers with
track record and have resolved previous challenges.
The launch of a range of new (sleep apnoea) masks
will restore Resmed’s global market share. Due to
their superior product functionality, they command a
premium price versus their competitors.

Resmed

What do you like about its management?

Chief investment officer of Equity Trustees, George
Boubouras, is a fan of Resmed and today he answers
some fundie’s favourite style questions for us.

Experienced senior management and supportive
Board have ensured they have maintained their
competitive advantage by utilising technological
enhancements. They understand their market.
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What is your target price on Resmed and at what
point would you sell it?
Around $6 by mid-2015. A multiple above 22x would
be an initial signal to take profit. We are a long way
from that.
How much has it added (subtracted) to your overall
portfolio over the last 12 months?
While RMD is up around 11% over the past year (31
March 2014), it has underperformed the broader
ASX200 benchmark, which is up around 13.4% (total
return) over the same time period. We see good
upside in Resmed by the end of the 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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The new billionaires’ club – M2, AHE & SGH
by James Dunn
Capitalisation – meaning a stock’s value on the
market – is more than just the product of multiplying
the share price by the number of shares, or a means
of ranking stocks. ‘Market cap’ can definitely be a
factor itself in the way in which a stock is perceived.
Clearly, rising market cap is a good thing, because it
means the share price is rising – with the opposite
holding true as well.
Market cap changes are closely watched by
professional investors and are often considered
causes to buy or sell.
That certainly applies when a stock joins – or leaves
– an index. The growth of index funds,
exchange-traded funds (ETFs) and index-based
portfolios means a surge in index-related buying – or
selling – when index composition changes (see Paul
Rickard’s article here). In northern hemisphere
markets, there are fund managers who specialise in
index-change-related price gains and falls.
The giants
The giants of the stock market are the large-caps, all
the way down from the highest market cap,
Commonwealth Bank (CBA) at $124.3 billion, to the
end of the S&P/ASX 50, which ends at Incitec Pivot
(IPL), at $4.84 billion.
Next comes the ‘mid-caps,’ ranging down to stock
number 150 on the capitalisation list – currently
Sigma Pharmaceuticals (SIP), at $790 million. Below
that level – down to the end of the S&P/ASX 300
Index – are the ‘small-caps,’ which presently ends at
stock number 300 on the list, software and electrical
products group Codan (CDA), at $115 million.
Anything below this is a micro-cap.

and hopefully goes on to attain large-cap status, is
what stockmarket investors should be trying to do.
Let’s look at the stocks clustered around the $1
billion mark, where stocks on the rise are breaking
through from small- to mid-cap, but other stocks are
passing them going the other way. A market value of
$1 billion doesn’t mean much on its own, but for
stocks on the rise, cracking the 10-digit barrier is an
important psychological boost.
Two stocks that demonstrate why market cap itself
cannot be used as a criterion for deciding the merits
of a stock as an investment are Charter Hall Group
(CHC) on $1.26 billion and Whitehaven Coal (WHC)
on $1.67 billion.
For example, back in mid-2011, with steelmaking coal
riding high at about US$300 a tonne and thermal coal
at US$130 a tonne, Whitehaven was worth $7.20 a
share – or $3.55 billion.
Now, with steelmaking coal at about US$105 a tonne
and thermal coal at about US$75 a tonne,
Whitehaven has lost two-thirds of its value.
In contrast, at the same point in mid-2011, Charter
Hall Group was worth $790 million. Although it is
quite some distance from its peak price of $4.64
reached in May 2013, CHC is a stock on the up.
The giant killers
Here are five more stocks that have just cracked, or
are about to join, the billionaires’ club.

Riding a small-cap that grows to become a mid-cap,
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M2 Group (MTU)

Western Australia. Independence is also hoping to
bring into production its Stockman copper-zinc project
in eastern Victoria. The company is a solid,
multi-commodity junior miner with high-quality,
diversified assets, a strong growth profile, a healthy
balance sheet and a good exploration portfolio.
SAI Global (SAI)

S&P market cap: $1.01 billion
Down 9.6% in 2014
One-year total performance: 12.5%
Three years: 23.9% a year
Five years: 68.7% a year
M2 has become the fourth-largest player in the
Australian telecommunications market, having spent
more than $500 million since 2008 buying Unitel,
People Telecom, Primus Telecommunications, Dodo
and Eftel. The company has said it is preparing to
spend more than $100 million on new acquisition
targets this year. M2 has flagged a revenue figure of
more than $1 billion for the current financial year –
which would mark the first time above that mark – as
well as lifting net profit by 48%, to between $60
million–$70 million.
Independence Group (IGO)

S&P market cap: $933 million
Up 28.6% in 2014.
One-year total performance: 7.1%
Three years: –15.5% a year
Five years: 6.3% a year

S&P market cap: $877.6 million
One-year total performance: 16.6%
Three years: –2.9% a year
Five years: 14.6% a year
It’s not often you find a monopoly on the stock
market, but SAI Global, the former Standards
Australia International, is about as close as you can
get. SAI has exclusive rights to distribute more than
6,500 Australian Standards in Australia: these rights
expire in December 2018, but SAI holds an option to
renew for a further five-year term. The company also
holds the rights to distribute in Australia all of the
International Organisation for Standardisation (ISO)
and International Electrotechnical Commission (IEC)
standards, as well as standards and specifications
from many other bodies. SAI is one of the world’s
largest single sources of technical standards: on top
of publishing the standards, SAI provides training and
assurance (certification) services to companies to
make sure they meet those standards, as well as
manage and integrate the standards into their
organisational processes.

Western Australian nickel miner, Independence,
introduced good diversification in 2013 with the
beginning of production from its 30%-owned
Tropicana gold mine, and its wholly owned
Jaguar/Bentley copper-zinc-silver operation in
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Automotive Holdings (AHE)

S&P market cap: $1.05 billion
Up 6.1% in 2014.
One-year total performance: 7.3%
Three years: 20.7% a year
Five years: 37.3% a year
Australia’s largest motoring group, Automotive
Holdings is a diversified automotive retail and
logistics group with operations in every Australian
mainland state and in New Zealand. The company’s
car marques include Alfa Romeo, Bentley, Chrysler,
Citroen, Dodge, Fiat, Ford, FPV, Holden, HSV,
Hyundai, Jeep, Kia, Mazda, Mitsubishi, Nissan,
Peugeot, Porsche, Subaru, Suzuki, Toyota, and
Volkswagen. Truck and commercial vehicle brands
include Freightliner, Fuso, Higer, Hino, Iveco, JAC,
LDV, Mercedes-Benz, Rosa, and Volkswagen
Commercial. AHE also operates specialised logistics
businesses throughout mainland Australia and New
Zealand – recent acquisitions make it the largest cold
transport and storage provider in Australia. It is a
high-quality but little-known industrial stock.

Law firm Slater & Gordon operates 70 offices
throughout Australia and across 12 locations in the
UK, specialising in personal injury, commercial, family
and asbestos-related law. The company’s business
is growing nicely, particularly the successful
expansion into the UK market. SGH has been a star
performer since listing in May 2007, when it was the
first law firm in the world to go public. The company is
highly profitable and poised for strong growth.
All market cap figures are at Friday’s close and
sourced from Yahoo! Finance
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.

Slater & Gordon (SGH)

S&P market cap: $905 million
Down 7.6% in 2014
1 year total performance: 78.3%
3 years: 30.1% a year
5 years: 25.7% a year
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Clearance rate down but more properties hit the
market
by Staff Reporter
3,491 properties hit the auction markets in the seven
major capital cities in the Super Saturday lead up to
Easter, the highest it has been all year. This was up
from the 2,692 auctions held the previous week.

Capital City Home Value Changes

Weekly clearance Rate, Combined Capital Cities

The weighted average auction clearance rate for the
seven combined capital cities was 68.9%, up from
66.2% the previous week. Sydney led the charge with
a clearance rate of 78.5%, as Melbourne’s clearance
rate dropped to 64.2%. Melbourne still had the
highest number of total auctions at 1,519, compared
to Sydney’s 1,471.
Capital City Auction Statistics

For houses sold at private treaty, which represents
around 85% of all dwelling sales across the country,
the median house price of the combined eight
capitals is $579,842, which was an increase on the
$568,501 recorded the previous week. The median
price of units, however, fell slightly from $488,710 the
previous week to $486,599 last week.
RP Data is the source for all charts in this article.
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.

Capital city home values are now 17% higher in
Sydney than they were a year ago and the average
home price in the combined five capitals of Sydney,
Melbourne, Brisbane, Adelaide and Perth is now 11%
higher than it was a year ago.
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