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Down, down - the dollar to go down
President Putin continues to rile markets with his goings on in the Ukraine, but this posed just a blip on
the local market this morning, which went down, but came back up again very quickly.
We seem to be obsessed by more local factors here, such as where the dollar is going to go and what
to do about it, which is what I discuss today. I name a bunch of stocks that you should probably think
about getting into early.
Paul Rickard looks at the next hot IPO - Genworth - and how you can get in and in Buy, Sell, Hold what the brokers say, Asciano and Toll Holdings get upgrades.
Sincerely,

Peter Switzer

Inside this Issue

02

Dollar to fall – buy these stocks
by Peter Switzer
Get in early

04

The next hot IPO – Genworth
by Paul Rickard
Priced to sell

06

Shortlisted
by Penny Pryor
WOW, WES battle it out

08

The next hot IPO –
Genworth
by Paul Rickard

Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
Asciano, Toll upgraded

10

Dividend cutters to beware of
by James Dunn
Hitting potholes

04
12

Is the property market cooling?
by Staff Reporter
Blip or trend

Switzer Super Report is published by Switzer Financial Group Pty Ltd AFSL No. 286 531
36-40 Queen Street, Woollahra, 2025
T: 1300 SWITZER (1300 794 8937) F: (02) 9327 4366

Important information: 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. For this reason, any individual should, before
acting, consider the appropriateness of the information, having regard to the
individual's objectives, financial situation and needs and, if necessary, seek
appropriate professional advice.

Dollar to fall – buy these stocks
by Peter Switzer
One of the scariest forecasts out there for Aussie
travellers and importers is the dollar prediction by
Deutsche Bank’s Adam Boynton, which has it at 66
US cents!
Now I think this is a huge call and I would be more
inclined to see a low around 80 US cents sometime
next year, but after 16 years of teaching economics at
the University of New South Wales (UNSW) and
writing about it in newspapers since 1985, you simply
can’t trust the dollar. It defies theory!
Down, down – the dollar goes down
Though CommSec says the dollar will head to 97 US
cents this year, I reckon when the Yanks start raising
interest rates in 2015 the greenback will rise and the
Oz dollar will start to dip. And where it will go, nobody
knows. Lower seems logical, given that China’s
growth should be a little challenged for a few years. A
stronger China would put a floor under our dollar.
So let’s accept that the dollar goes south and that
will be more likely in 2015, rather than 2014, but
when it does happen, the traders and the people who
live in the now will say “let’s chase stocks that will do
well with a lower dollar.”
Well, markets will often move ahead of that – say six
months before – and so I suggest that maybe it would
be smart to get in even earlier.
This Ukraine mess might provide an even better
buying opportunity and so I asked Roger Montgomery
to select stocks that would benefit from a lower dollar.
I presumed a lower dollar would improve the intrinsic
value of some companies but wasn’t sure if Roger
would concur but he surprised me by agreeing with
me. He doesn’t always do that.

The picks
Here are the companies he thought would be worth
considering if you wanted to get in ahead of any
dollar dive: CSL, Flight Centre, Ainsworth Game
Technology, carsales.com.au and Seek.
What I like about these companies is that I could buy
them as long-term holds anytime, maybe except for
Ainsworth, which would be a more short-term play to
cash in on a falling Oz dollar and an improving US
economy, where Ainsworth makes a fair bit of money.
I like the overseas strategies of carsales.com.au and
Seek and even though their PEs are high, I do think
their earnings will grow over time, and they will
become solid, permanent fixtures and not just ‘here
today gone tomorrow’ offsprings of the Internet age.
I think Flight Centre’s founder, Graham ‘Skroo’
Turner, is an exceptional business brain and he now
has a business that does well even with a rising
dollar, because he has grown the operation
worldwide.
And CSL is a company everyone likes because it is a
quality operation that has struggled with the high
dollar for some time. Maybe if CommSec is right on
the dollar then there could be some buying
opportunities later this year but I think a lot of
investors have bought the company to sweat on a
dollar drop.
If you wanted to try to beat the dollar’s dive and buy
in before the stock market takes the currency-created
bait, you might put a collection of these companies
together, so you spread the risk. This means you are
not exposed to one company’s individual issues that
could prevent the dollar improving its bottom line.
On Saturday, I showed that selling in May and staying
away to September has historical hip-pocket
problems but I think there could be a sell-off in May
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this year, maybe linked to the Ukraine. If there is, I
will be a buyer and a stayer and the stocks I will be
looking at will be the ones above.
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 next hot IPO – Genworth
by Paul Rickard
Don’t be put off by the 242-page Product Disclosure
Statement – the Genworth Mortgage Insurance
Australia Limited IPO is priced to sell. Yield investors,
who scroll through this document using the 11-page
glossary of acronyms, will discover a mono-line
insurance business that will in most years, provide an
attractive income return. They will also discover a
business that is incredibly capital intensive.
Genworth Mortgage Insurance
Genworth is the leading provider of lenders mortgage
insurance (LMI) in Australia with approximately 45%
market share and an insurance book of $300 billion of
mortgages. LMI facilitates residential mortgage
lending by transferring risk from lenders (banks) to
LMI providers such as Genworth, predominantly for
high loan to value ratio (HLVR) residential mortgages.
HLVR mortgages are typically those with an LVR over
80%, with 75% being owner occupied loans and 25%
being investor loans.

The IPO
Genworth Financial (a US based “Fortune 500”
company) is selling between 30% and 40% of its
equity to “reduce risk and rebalance capital amongst
its three major mortgage insurance platforms, being
the US, Canada and Australia”. All of the funds being
raised, between $429m and $754m, will be
repatriated to Genworth Financial.
An indicative price range of $2.20 to $2.90 per share
has been provided, with the final price to be set via an
institutional book build. This values the Genworth
business at between $1.43 billion and $1.89 billion.
Retail investors won’t pay any higher than $2.90 per
share.
Details of the IPO are as follows:

One in every three residential mortgages in Australia
attracts LMI. While the premium is effectively paid by
the borrower, the insurance is arranged by the lender
as a condition of the loan. Accordingly, 86% of
Genworth’s new business is sourced from banks
who operate under a “Supply and Service Contract”,
with 66% coming from Commonwealth, NAB and
Westpac.
The Genworth LMI business has been operating in
Australia for almost 50 years. Originally set up by the
Australian Government as the Housing Loans
Insurance Corporation, a subsidiary of General
Electric purchased the business in 1997 and this was
later reorganised under the ownership of Genworth
Financial. Genworth says the business has been
profitable for 46 out of the last 48 years.

Attractive dividend yield, appalling ROE
Genworth is forecasting an underlying NPAT of
$231.1 million in calendar year 2014, compared to
$220.9 million in CY 2013, $119.1 million in CY 2012
and $199.0 million in CY 2011. With a dividend
payout ratio target of 50% to 70% of underlying
NPAT, the directors have assumed 55%, which
translates to a forecast dividend yield of 8.9% per
annum at the bottom of the price range, or 6.7% per
annum if the price is $2.90. Further, the dividend
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should be fully franked.

see much price upside post the listing.

While this and other metrics, such as the price/book
and price/earnings ratios make this company look
very attractive, this is a capital-intensive business and
the return on equity is appalling at only 10.2% (10.4%
in CY 2013, 5.8% in CY 2012, 10.3% in CY 2011).
Genworth says its target is to increase ROE on new
business to the low to mid teens, and it will consider
“further capital management initiatives”.

There is no general public offer, however shares will
be available to retail investors on a “firm offer” basis
through the participating brokers, which include
CommSec, Deutche, JB Were, JP Morgan,
Macquarie and UBS.

Other risks
Apart from the risks that come from an APRA
regulated mono-line insurance business servicing the
residential mortgage industry (such as the normal
housing cycle risks), there are three other risks that
are worth calling out. Firstly, Genworth Financial is
only selling part of its share-holding and there must
be a risk that it sells further shares. While it has
entered into a ‘voluntary escrow’ for its remaining
shares and has “no current plans to further reduce its
holding following the expiry of the disposal restrictions
in the voluntary escrow deed”, this escrow expires
after the lodgement date of its 2014 accounts,
sometime in February 2015.

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.

Secondly, with three banks accounting for 66% of its
new business, this creates a major customer
exposure risk when these contracts come around for
negotiation, commencing in 2015. Genworth also
notes that lenders may retain a greater level of risk on
their own books, meaning less business for Genworth
and/or potentially riskier business.
And finally, Genworth notes that post 2009, it has
been writing new business at better margins due to a
change in pricing policy. In fact, the average premium
rate has more than doubled over the last 10 years –
raising questions about the ability of Genworth to
extract higher margins going forward.
Bottom line
While not an annuity style investment (due to the
cyclical nature of the housing market and the
variability of insurance underwriting profits), this
investment will suit some yield-hungry investors who
are prepared to take on a little more risk. Invest in
moderation – not as a core stock, and it is unlikely to
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Shortlisted
by Penny Pryor
Woolworths (WOW)
This week, Paul Rickard reminds us of the great run
that Woolworths has had so far this year – up from
$33.85 at the start of the year to $37.74 on Friday.

If you’d followed Paul’s tip back in February, you
would have had a happy couple of months.
“Now a market darling, my sense is that Woolworths
is starting to look expensive – around these prices
look to take some profits,” he says.
Wesfarmers (WES)
But he has not been impressed with Wesfarmers.

Mike Kendall chatted about the market and the
economy. He believes that there will continue to be
bouts of volatility but stocks will head higher during
the course of the year.

“What we’re seeing is the market pause,
recalibrate,” he said.
He also expects Stockland to improve its informal
$2.4 billion offer for Australand, which was rejected
last week.
“Certainly I think the combination of both is a pretty
exciting one because they’ve got a lot of
complimentary assets,” Kendell says.
“Long term, I’d probably put my shares with
Stockland, but they’ve got to get through this
takeover first of all and it’s all going to depend on
price.”
Greencross (GXL)

“On the other hand, Wesfarmers have made no
headway – closing on Friday at $43.94 compared to
$44.04 at the start of the year,” he said.
Stockland (SGP)

One stock I’ll be keeping a close eye on is
Greencross. Formerly a company of veterinary
practices, with the acquisition of Petbarn through its
parent Mammoth Pet Holdings earlier this year, it now
has a diversified exposure to the growing pet industry
– an industry estimated to have generated $8 billion
last year. The company is optimistic the acquisition
could triple EBITDA in this financial year.

On Switzer TV last week, JB Were executive director
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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
A shortened, holiday dominated, quiet week
predictably delivered no dramas. Resources stocks
continue to dominate, predominantly on the back of
analysts re-assessing the outlook for supply/demand
and prices.
In the good books
Asciano (AIO) was upgraded to Buy from Neutral by
BA-Merrill Lynch based on valuation and the easier
comparatives that are being cycled in the fourth
quarter. Merrills observes the share price is factoring
in some probability of an FY14 earnings downgrade
but considers this unlikely. Container movements are
improving, coal volumes are solid and the broker is
not aware of any major contract losses with PN Rail.

Toll Holdings (TOL) was upgraded to Buy from
Neutral by BA-Merrill Lynch. Current pricing is
suggesting some probability of a FY14 earnings
downgrade but Merrills thinks this is less likely than at
the start of 2014. Structural challenges persist, but
the broker thinks the cyclical argument is improving.
The stock is traditionally correlated with consumer
confidence and retail sales and Merrills envisages
these two indicators improving over 2014.
In the not-so-good books
Aurizon Holdings (AZJ) was downgraded to Neutral

from Buy by BA-Merrill Lynch. The stock is close to
an all-time high and the positives are considered
priced in. That said, the broker considers the stock is
attractive in terms of its growth profile, with the drivers
over the next three years relatively low risk. Over time
Merrills thinks the stock may grind higher but in the
short term there’s more value from cyclical
exposures such as Asciano (AIO) and Toll (TOL).

Mincor Resources (MCR) was downgraded to Sell
from Neutral by UBS. The weather was among other
incremental factors behind Mincor’s 20%
quarter-on-quarter fall in production, which fell 3%
short of the broker’s forecast. Costs were 15%
higher than expected. The nickel price, to which
Mincor is highly leveraged, has rallied 32% this year,
while the share price is up 62%. This forces the
broker to downgrade to Sell on valuation with the
caveat that, were the nickel rally to continue, driven
by the Indonesian ban, tension in Eastern Europe and
recovering demand, the share price will stay
supported.
Newcrest Mining (NCM) was downgraded to Sell from
Neutral by UBS following its March quarterly report.
Newcrest’s 11% quarter-on-quarter fall in production
was not unexpected, but is disappointing
nevertheless. Costs were broadly in line with the
broker’s expectation. Formal FY15 guidance was not
provided but management implied further weakness.
Lihir provides 35% of output, the broker notes, but
Newcrest has no long-term plan for operations.
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QRxPharma (QRX) was downgraded to Underweight
from Neutral by JP Morgan. A knock-back from the
FDA takes the US market out of the picture for now
for pain killer opioid MoxDuo-IR, and reduces the
likelihood of success in other regions. The delay in
commercialisation and increased risk weighting
means the broker cuts the target to 6c from 92c and
downgrades to Sell.
Earnings Forecast

FNArena, 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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Dividend cutters to beware of
by James Dunn
Dividend income from shares has been a massive
story of the 2010s, driven by the biggest phenomenon
of Australian investment this century: the staggering
growth of self-managed superannuation funds. The
demand from SMSFs for franked dividend income
has become a huge influence on company
management.

forced to do it.

SMSFs are estimated to own more than 16% of the
Australian share market – and companies are very
keen to keep their dividend-hungry investor base
happy.

QBE Insurance Group (QBE), one of the ASX’s
most successful global stocks, is poised on this cusp.
In August 2012 QBE shocked shareholders by cutting
its interim dividend by 32%, from 62 cents to 40
cents, and followed that in February 2013 with a final
dividend down 40%, from 25 cents to 10 cents.

This means that these days, the major listed
companies will fight tooth and nail to keep their
dividends sacrosanct.
Dividends also fall
But not all can manage to always lift their dividend –
in fact, that belief is as erroneous, and dangerous, as
the belief that property prices never fall.
Even the big four banks, long the darlings of income
seekers, suffered in 2009 as bad debt provisions
affected the ability to pay dividends. Commonwealth
Bank cut its payout by 14%, Westpac reduced its
dividend by 18%, and shareholders in ANZ and
National Australia Bank suffered 25% dividend cuts.
Macquarie Group shareholders had to stomach a
46% dividend fall, while Suncorp slashed its dividend
by 63% as it also struggled with bad debts.
Even worse were the stocks, including Sigma
Pharmaceutical, James Hardie Industries, Australian
Agricultural Group, Qantas and Transpacific, that
ceased payments altogether.
With balance sheets having been rebuilt since the
GFC, the market takes a very dim view of the cutting
of a dividend – but still companies find themselves

There are some serial offenders – or those flirting
with becoming serial – for which investors must keep
watch.
The watch list

For 2012 (QBE uses the calendar year as its financial
year), the total dividend fell by 42%, from 87 cents to
50 cents.
Then, in 2013, the August interim halved to 20 cents:
not even a two-cent improvement in the final dividend
could stop a 36% slide in QBE’s full-year dividend,
from 50 cents to 32 cents.
The consensus of analysts’ forecasts expects the
insurance heavyweight to lift its 2014 dividend to 45.2
cents, and boost it further in 2015, to 49 cents. For
shareholders who have been in the red in terms of
total return (dividends plus capital growth) for five
years, this turnaround can’t come quickly enough –
because neither contributor to total return has been
pulling its weight.
ASX Limited (ASX) has also been an erratic dividend
performer lately. Its FY12 final dividend (down 7.9
cents to 85.1 cents), FY13 interim dividend (down 4.9
cents to 87.9 cents) and FY14 final dividend (down
2.8 cents) were all backward steps, until the FY14
interim (up 0.3 cents to 88.2 cents) ended this slump
– permanently, ASX investors will be hoping. The
analysts’ consensus has ASX lifting the full-year
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FY14 dividend to 179.4 cents from 170.2 cents, and
increasing it again in FY15, to 193.1 cents.
Building products group Boral (BLD) has also been
patchy, ever since FY09, when its interim dividend
slumped from 17 cents to 7.5 cents, and its final
dividend dropped from 17 cents to 5.5 cents. FY2012
saw another slump, when the final dividend halved to
3.5 cents: this was followed by the FY13 interim
slipping by one-third, to 5 cents. But Boral appears to
have stopped the rot, with strong lifts in the FY13 final
dividend and the FY14 interim payment.
Shareholders in financial services giant AMP Limited
(AMP) also have reason to be displeased with the
dividend trend, with the full-year pay-out declining in
five of the last six financial (calendar) years, from 48
cents in FY08 to half that figure in FY13. Again, the
consensus implies recovery for the AMP dividend, to
25.9 cents this year and 27.8 cents in 2015, but
shareholders are entitled to be wary.

UGL shareholders may have come to expect.
And that is the point on the share market – you can’t
“expect” anything when it comes to share dividends,
because they rely mostly on profits.
This caveat even encompasses the banks, and
Telstra. Although the analysts’ consensus
projections are for healthy dividend lifts in FY15, just
remember that that dividend income levels can never
come with a guarantee.
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.

Building products group CSR is another to have hit
recent dividend potholes, with its FY13 interim
dividend the first in three not to fall, and its FY13 final
dividend down more than two-thirds. The full-year
FY13 dividend slumped to 5.1 cents, from 13 cents
the year before: the analysts’ consensus has CSR
more than doubling its FY14 payout.
Fuel refiner and marketer Caltex Australia (CTX) will
also be looking for a turnaround in FY14 after three
years of falling dividends – from 60 cents in FY10 to
34 cents in FY13, but the market is backing that view,
with the analysts’ consensus projecting a lift to 42.1
cents a share in FY14 and a more substantial rise in
FY15, to 71 cents.
Two years ago, in FY12, engineering and property
services provider UGL paid its shareholders 70 cents
a share, fully franked. Last year that slipped to 39
cents a share, 34 cents in an interim dividend franked
to 50%, and five cents in an unfranked final dividend.
Earlier this year UGL – which has flagged the
potential demerger of its engineering business from
its property services business DTZ – failed to pay an
interim dividend, and analysts do not expect a final
dividend, either. The analysts’ consensus does
expect a full-year payout of 19.6 cents a share in
FY15, but that is still a long way short of what some
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Is the property market cooling?
by Staff Reporter
In the second long weekend in a row, auction
numbers were predictively lower with only 859
properties going to auction in capital cities. That was
down on the 1,658 auctions on the same weekend
last year, when ANZAC Day fell on a Thursday, rather
than a Friday.

Sydney, down by 0.3%, and Melbourne, down by
0.6%. Those drops were behind a 0.2% drop in the
average home value for the combined five capitals.
Capital city home value changes

Weekly clearance rate, combined capital cities

The clearance rate across the capital cities was 64%,
compared to 65.5% the previous week. In Sydney,
the clearance rate was just 72% and in Melbourne it
was 63.6%. These are still robust numbers but, when
compared to the high 80% rates for Sydney and mid
70% rates for Melbourne earlier this year, are
prompting calls of a cooling in the housing market.
The next few weeks will show if these falls are a blip,
or a trend.

However, the median price of properties sold at
private auctions has risen over the past two weeks.
Up from $579,842 for houses to $585,099 and from
$486,599 for units to $488,462.
Capital city private treaty median prices

Capital city auction statistics (preliminary)

Further adding fuel to the talk of a cooling was the
drop in capital city home values over the week in

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.

12

Did you know?
Last week I spoke with Freelancer CEO Matt Barrie to discover what's going on at the company that was
dubbed one of the hottest IPOs of 2013.
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