Issue 300, 30 June 2014

The power of 300
It's a difficult market out there but on the last day of my holiday, and also the last day of the current
financial year, I was interested to find a bull that is even more bullish than me! I write about his views
below and even if he is only half right, I'll be happy.
Also in the Switzer Super Report today, Paul Rickard writes about why you need to be careful of
cashboxes (IPOs for companies with a ''promise'' of something to come, such as a listed investment
company), James Dunn looks at the best discounted dividend reinvestment plans and in Shortlisted
we give you a sneak preview of Ron Bewley's yield portfolio.
In Buy, Sell, Hold - what the brokers say, AGL Energy and New Hope get upgrades, Gary Stone looks
at a different US market indicator and our auction report shows ongoing warmth in that market.
Sincerely,

Peter Switzer
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Uncomfortable market optimism
by Peter Switzer
I’m writing this on Sunday night ahead of my
departure from France for home and in the process of
ending my break I have stumbled upon stock market
or, more correctly, US economic optimism that even
makes me feel a tad uncomfortable.
But if Donald Luskin, the chief investment officer at
Trend Macrolytics is right, then my reservations about
stocks and 2016 could end up being terribly
conservative!

“We have not had our business cycle coming out of
the Great Recession — it lies ahead of us,” he told
Squawk Box. He’s tipping, wait for it, 5-6% growth!
He actually said we will “look back on November
2016 on two fantastic years and November 2014 will
be seen as the lift off!”
Then he used the term I haven’t heard before — “a
recovery with rockets!”

A big bull

US growth

And this extremely positive view comes as my charts
guy, Lance Lai, who often subdues my market
positivity, has emailed me from China, where he’s
attending a conference, and has surprised me by
simply saying: “I am now bullish on China.”
This is a U-turn for Lance but we will save his story
for another day because I want to share with you the
Luskin view on the US economy.

Relevantly, this could be a nuclear test week for US
stocks and Luskin’s view, as key data will be
released. But if the numbers don’t stack up, it could
put a bomb under the market. All this comes when
some US economists have been peeling back their
economic growth numbers following a weaker than
expected growth outcome for the first quarter. That’s
where an expected minus 1.0% number dropped to
minus 2.9%.

I picked up his analysis as I was waiting for my wife to
pack up her things when we were departing La Croix
Valmer for a night in Nice, ahead of a train trip to
Paris before flying out two days later.

Economists have pulled back their quarter two growth
forecasts but they are mostly around 3%. Few
people, not on medication, would be pitching in the
same ballpark as Luskin with 5-6% growth ahead.

Our holiday residence only gave us Sky News and
CNBC, as well as CNN, and, apart from the odd
YouTube video, that has been the total of my TV
viewing for three weeks.

If this happens, as he predicts with a takeoff in
November for the US economy, then it will be huge
for our market and it will hit our dollar too,
undoubtedly taking it down as the greenback surges.|

Luskin says the output gap in the US is huge and that
means there is a lot of potential for growth in that
economy. He argues that the US economy is just
coming out of a “crisis era” where US banks,
carmakers, European banks, the euro and PIIGS
(Portugal, Italy, Ireland, Greece and Spain)
economies have been saved and so more normal
growing economies stuff lies ahead.

That’s if Luskin is right.
Interestingly he tips November to be the takeoff
month because by then, quarter three growth should
be pretty well better than expected – really better than
expected – and that would precipitate heightened
anxiety of rising US interest rates, a stronger
greenback and that normal battle between bonds and
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stocks.
Of course, in a normal business cycle, stocks win
until interest rates get high enough for smart investors
to start saying “I have made enough money out of
stocks and I am out of here!”
The odd couple
But who knows because the oddness of the central
bank policies, where interest rates are being held
spectacularly low, means we could be living through
the longest bull market of all-time. And that’s
especially so if Luskin’s story that assumes we need
to see a proper business cycle take shape is right.
Now I know I rail against the likes of Dr Marc Faber
who is always tipping a big correction but I do think
this wacky Luskin view can’t be ruled out.
If he’s right this could be a great time to be building
wealth slowly inside a SMSF. Let’s hope he is on the
money as it will mean that we are too.
By the way, it is a huge week of data from the US,
China and Australia, so I might have more to say on
this incredibly bullish view come Saturday.
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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Why your LIC could be a cashbox in disguise
by Paul Rickard
Cashboxes are back!
What’s a cashbox? It is just a company with a whole
lot of cash and a “promise” of great things to come.
The newest “fad” is listed investment companies
(LICs). QV Equities Limited is the latest to hit the IPO
round, following earlier offers from Global Value Fund
Limited and PM Capital Asian Opportunities Fund
Limited.
To be fair to the LIC sector, there are some very
prominent and experienced names involved in these
raisings, and if you want to set up a new fund, you
have to raise the money somehow. And arguably, the
LIC structure is often more favourable to investors
than the “for profit” managed funds operated by
subsidiaries of the major banks or global fund
managers.
What are the issues with a cashbox?
Firstly, there is the premium investors pay for the
costs of the IPO – in particular, payments to the
distributors or brokers. Most of the LICs will have
issue costs of around 2.5% – so if you invest $10,000
– $250 is going to pay for the costs of the offer. A
share you pay $1.00 for initially is really worth $0.975
(described as the Net Asset Value or Net Tangible
Asset).
Secondly, you are buying a “promise” – the expertise
and skills of the manager hopefully delivering you
great returns in the future. Nothing wrong here – this
is why we invest.
Thirdly, the gimmick part – with each of these LICs
comes an entitlement to “free” options. For every
share you purchase for $1.00, you are entitled to one
option to buy another share at $1.00. This option can
be exercised at any time in the next 18 months –

which you would exercise if the NAV was greater than
$1.00. If the LIC doesn’t perform and the NAV in 18
months was less than $1.00, you wouldn’t exercise
it.
There is no such thing as a “free” option
Options are never “free” or costless. They have a
value, which can be calculated by the application of a
complex mathematical formula, such as
Black-Scholes. Because this calculation is complex,
few individual investors can value the option – so
describing it as “free” is both misleading and a
gimmick because when it comes to investment, there
is no such thing as a “free lunch”.
Let’s take the recent PM Capital Asian Opportunities
Fund LIC to illustrate the issue.
The PM Capital issue was listed on the ASX in late
May. For each $1.00 share (ASX Code PAF),
participants in the IPO also received 1 “free” option
to purchase another PAF share at $1.00. The option
is also listed on the ASX and trades under the code
PAFO. On Friday, the shares and options closed at
the following prices:

The newly listed option is worth 6.0c. Together, the
share and option are worth 99c (compared to the
$1.00 participants in the IPO paid). At the bid price
(the price you would get if you sold your holding), you
would receive just 98.5c before brokerage costs.
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QV Equities Limited
QV Equities Limited is a new LIC, which will invest
predominately in companies outside the S&P/ASX 20
index, with the aim of providing long-term capital
growth and income over a five-year plus investment
period.
The Australian share market is highly concentrated,
with the top 20 stocks comprising 67% of the market
capitalisation of the S&P/ASX 300 index. Further, the
financial and resources sectors alone make up 69%
of the top 20 index.

the net asset value of the portfolio up to $150 million,
and then 0.825% pa on the balance above that
amount. They will not be paid any performance fees.
QV Equities is seeking to raise between $100 million
and $200 million via an Initial Public Offer. Details of
the offer area as follows:

By contrast, companies outside the top 20 are more
diversified across the sectors (see pie chart below).
As the stocks are generally not as well researched,
there is arguably an opportunity for a manager to add
value through a “bottom up” research and analysis
process.

Our view
An investment in an LIC such as QV Equities can be
used to compliment a strategy that that is mainly
taking exposure in the major companies such as the
banks, BHP and Telstra, or is investing in index
tracking funds or ETFs.

The company will invest primarily in ASX listed
entities outside the top 20, with the portfolio typically
comprising 20 to 50 stocks. It is also permitted to
have up to 5% in unlisted securities, and cash
holdings will vary between 0% and 25%.
By way of a formal management agreement, QV
Equities has appointed Anton Tagliaferro’s Investors
Mutual Limited (IML) to manage the company. One of
Australia’s leading fund managers, IML has won
several industry awards and currently manages over
$4.9 billion in Australian and NZ equities.
IML will be paid a management fee of 0.99% pa of

There is a role for specialist, active managers,
particularly in regard to smaller companies where the
information in the market is less “efficient” – and in
many cases, it is better to do this through an LIC
rather than through a normal managed fund. With a
managed fund, you are a “customer” of the
manager, while as a part owner of an LIC, you are
effectively the “employer” of the manager.
That said, if you like this investment opportunity, then
it may pay to wait. If your broker will refund the
placement/service fee of 1.65% (which brings your
purchase cost down to $0.9835 per unit, much closer
to the expected NAV of the fund at $0.977), then you
might care to participate in the IPO. Otherwise, hang
on to your money and wait till it lists on the ASX and
buy it on market.
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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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The best discounted DRPs
by James Dunn
Clearly, a lot of investors like companies that pay
dividends, so there is incentive for companies to pay
high dividends, and there is also a strong incentive for
companies to get franking credits out into the hands
of the people to whom they are most valuable – the
shareholders.
Five to ten years ago DRPs were commonly offered
at a discount of 5%–10% (see tables below) off the
market price, which made them very attractive to
small investors. More recently, companies have
wound the discounts back to the 1%–3% range, or
dispensed with the discount altogether.
The purpose
Companies want to encourage shareholders to
reinvest their dividends automatically, but they are
also keen to husband cash. Having a DRP helps
them out in this respect, because if they can get
10%–20% of their investors to reinvest, then the
company is paying out less. The investor gets the
franking credit benefits – particularly if the investor is
a self managed super fund (SMSF) – but the
company gets almost free capital. Although it is not
really getting the cash back, but by paying less out in
the first place, it is essentially the same.
However, the reality is that a DRP is dilutive. The
investors who reinvest get more shares, the number
of shares goes up, and there is a dilution – minor, but
still a dilution. And if the DRP shares get a discount,
the dilution gets bigger. Some institutional investors
do not like DRPs for this reason – especially
discounted issues – because it dilutes other
shareholders.
On the other hand, the company gets cash (or
recovers cash) for expansion at a modest
administrative cost, while giving its investors a bit of
love. Being a semi-automatic capital raising, the DRP

can often suit the company better than doing a small
share placement or borrowing more money – both of
which situations can put pressure on the share price.
The dilemma
It’s a constant dilemma for the corporate treasury,
and it’s neatly summed up by the situation ANZ is in.
UBS analysts say ANZ needs to strengthen its
balance sheet, and that reintroducing a discount to its
DRP may be the best way to go about it.
ANZ currently has a tier one capital ratio of 8.33%,
and UBS would like to see it improved to 9%. There is
a range of measures the bank could take – selling
down Asian Partnerships, restricting risk-weighted
asset growth in Asia, rationing credit growth in
Australia, and cutting the dividend payout ratio to the
lower end of its 60-70% band. There are potential
problems with each of these, but
UBS says ANZ could give its shareholders a DRP
discount for the next few dividends – a method used
successfully through the credit crisis. UBS says ANZ
generally has a DRP participation rate of about 20%.
However, when a discount of 1.5% was offered
between the second half of 2009 and the second half
of 2011, the DRP participation ratio doubled – which
gave the bank’s capital generation a significant
boost. UBS says it expects a 1.5% DRP discount for
at least the next two ANZ dividends.
The benefits
For investors, the advantage of a DRP is that
shareholders do not have to pay brokerage when
reinvesting their dividends. That means shareholders
can build up their stake in a company at no additional
cost, and get compounding to work in their favour.
(Although they must use a good portfolio monitoring
system that aggregates all the DRP information in
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one place and recalculates the tax position of each
relevant ‘parcel’, or the DRP can rapidly give rise to
a tax-lot nightmare.)

Of the companies with a 3% discount on their DRP,
the best long-term performers are:

As with all investing options, though, investors should
always be thinking about whether they should actually
be buying the stock – because that is all the DRP is,
just a low-cost way of buying more stock. If you think
the stock is overvalued, perhaps you should avoid
reinvesting, and use the dividend cash some other
way.
There is not much point in having a nicely discounted
DRP if the stock does not perform – you still need to
ensure the company is a good performer before you
buy more through the DRP. The market’s only
current 10% discounted DRP, Mirrabooka
Investments Limited, a listed investment company
specialising in small and medium-sized companies
located with Australia and New Zealand, certainly fits
that bill. Here is its performance data, on total return
(all dividends reinvested), ranked by 5-year
performance:

Of the companies with a 2.5% discount on their DRP,
the best long-term performers are:

Of the companies with a 2% discount on their DRP,
the best performers are:
Of the companies with a 5% discount on their DRP,
the best long-term performers are:

Of the companies with a 1.5% discount on their DRP,
the best performers are:

There is only one company with a 3.5% discount on
its DRP:
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Of the companies with a 1% discount on their DRP,
the best performers are:

All performance figures are from Stock Doctor as at
close of play, 27 June.
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
Downgrades for individual stock ratings, price targets
and earnings estimates are all dominated by
resources stocks, while on the positive side of the
ledger, industrials shine with ongoing upgrades to
price targets and earnings estimates.
That the weaker side should be obscuring the fact
underlying trends remain positive, and therefore
supportive of ongoing share market gains, deserves
to be highlighted as investors start preparing for what
might well turn out a pivotal corporate results season
in August.
In the good books
AGL Energy (AGK) was upgraded to Neutral from
Underperform by Credit Suisse. Post the Australian
Competition Tribunal overturning the ACCC objection
of the acquisition of Macquarie Generation (or
MacGen), Credit Suisse has pushed up its rating to
Neutral and its price target to $15.80 from $15.50.
One reason why the analysts are not more
enthusiastic about it is they believe AGL is paying a
rather full price. The analysts do acknowledge the
prospect of the NSW government deregulating the
sector opens up opportunities to increase margins.

from Neutral by Credit Suisse. The broker expects
seaborne thermal coal markets to remain in surplus
for the foreseeable future. Metallurgical coal forecasts
are downgraded 4-7% for 2014-17. The rating is
upgraded on share price weakness while the target is
lowered to $3.00 from $3.10 as lower coal prices
reduce valuation.
STW Communications (SGN) was upgraded to
Outperform from Neutral by Credit Suisse on the back
of the acquisition of Active Display Group and
maintaining FY14 guidance. The analysts note the
acquisition is expected to be EPS accretive from year
one onwards. Active Display Group is Australia’s
largest provider of retail marketing solutions and
should strengthen STW’s position in the
brand/in-store sector of the advertising market, both
in Australia and abroad.
Tabcorp Holdings (TAH) was upgraded to Buy from
Underperform by BA-Merrill Lynch. Recent changes
to race field fees significantly tilt the competitive
landscape towards the company, in the broker’s
view. Merrills expects competitors will see a material
erosion in profitability and a more rational market is
likely to evolve where incumbency is the key.
Surprisingly, the broker notes Tabcorp has lost the
case in the Victorian Supreme Court against the
Victorian government on the licences dispute, but
expects the decision to be appealed. The Buy rating
is unaffected by the announcement. The broker thinks
the stock’s valuation is undemanding for the
long-term defensive qualities in wagering.
In the not-so-good books

New Hope Corp (NHC) was upgraded to Outperform

Mount Gibson Iron (MGX) was downgraded to
Neutral from Outperform by Credit Suisse. Credit
Suisse has reduced the target price to 80c from $1.05
following a revision to iron ore price forecasts. The
broker believes Mount Gibson remains relatively
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robust in a difficult market, underpinned by $500
million in cash and the mining of higher-grade ore that
is less exposed to the quality discounts that peers are
enduring.

Earnings Forecast

OZ Minerals (OZL) was downgraded to Neutral from
Outperform by Credit Suisse. Credit Suisse has
adjusted commodity price forecasts, with marginal
increases to copper prices expected in 2014 but a
lower price in 2015 and 2016 than previously
forecast. Minor increases have also been made to the
Australian dollar forecasts.
PanAust (PNA) was downgraded to Underperform
from Outperform by Credit Suisse, following changes
to the broker’s commodity price forecasts (see OZ
Minerals). The broker downgrades PanAust to
Underperform, given recent share price gains post
the proposed takeover announced by its major
shareholder.
Treasury Wine Estates (TWE) was downgraded to
Sell from Neutral by Citi. The company has
announced more strategic initiatives, changing the
release date for Penfolds and writing down US
brands in FY14, which the broker thinks will pave the
way for a sale of some of the portfolio. The broker
thinks FY14 guidance should be achieved but
expects the result will be low quality, propped up by a
delaying of US de-stocking and heavy promotions.
Citi thinks, in the short term, downside risk from a
disappointing FY15 outweigh the chance of a higher
bid for the company, which the share price implies.

FNArena 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 – the perfect yield portfolio
by Penny Pryor
In his next article for the Switzer Super Report,
Woodhall Investment Research director Ron Bewley
is going to start to tell us how to build a yield portfolio.
After just hitting 65, Ron, like many semi-retirees, is
after a portfolio that also offers a bit of growth.
In a sneak preview from Switzer TV last week he
outlined his selection process and some of the
companies he has already bought.
“I do a clever little combination of yield forecasts and
consensus recommendations,” he says.
He doesn’t own the big banks because he doesn’t
believe they have the growth potential, however he
has just bought Telstra.
“There is only one discretionary which is Tatts which
went up lovely today…thankfully I bought it
yesterday,” he said last week.
Tatts Group went up on the back of a compensation
win, which Greg Fraser from Kimber Capital writes
about in his article today

“It’s now becoming rather dangerous as professional
manager of money to bet against the resources in
favour of the industrials. It’s now time to moderate
that pretty aggressive stance that we had,” he said
on Switzer TV.
Companies he likes, which are outside the ASX 100
as he is a small cap manager, include PanAust,
Independence Group and Sundance Resources.
“The big tilt that we’ve been invoking has really been
that pro-resources stance,” Griffith says.
They sold down some of their retail stock holdings –
such as Kathmandu, The Reject Shop and Super
Retail Group – to free up cash for resources
companies.
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.

Ron’s portfolio has a target yield of between 7 and
8%, with franking credits, and he is also hoping for 6
to 7% capital growth.
Read more about the stocks in his portfolio in SSR on
Thursday.
The resources view
Another Fundie’s Favourite regular, Ben Griffiths of
small cap manager Eley Griffiths Group, has a
somewhat contrarian view on resources. He says that
the commodity cycle is a long way from bust and that
we could be at the beginning of the recovery.
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NYSE Composite Index breaks out
by Gary Stone
An index that I have been keeping a close eye on for
over a year now is the NYSE Composite Index. This
index is one of the major indices in the United States
but seldom gets quoted on the airwaves. It should.
And once one understands why, maybe others will
take a bit more notice of it.

which had been in place for at least 13 years, to a
secular bull market where the S&P500 had moved
into uncharted territory. The Dow Jones Industrial
Average also achieved the same breakout at roughly
the same time as the S&P500. However, the NYSE
Composite did not.

The NYSE Composite Index is designed to measure
the performance of all common stocks listed on the
NYSE, including American Deposit Receipts (ADRs).
The NYSE Composite consists of over 2,000 US and
non-US stocks.
The S&P500, S&P1500 indices, and Russell indices,
by contrast, exclude all ADRs, which are typically
non-US companies listed on the New York Stock
Exchange.
For example, BHP Billiton, Rio Tinto and Westpac are
listed on the NYSE and would be in the top 100 listed
companies on the NYSE by market capitalisation.
However, they are excluded from the S&P500 but
included in the NYSE Composite, as are many other
well-known world companies such as Shell, BP,
Toyota, SAP Ag, Vodafone and others.
The NYSE Composite Index chart
In the weekly charts below the NYSE Composite is on
the left and the S&P500 on the right. Both charts
cover the period from late 2006 to now, showing the
2008 bear market decline and the ensuing rise since.
The S&P500, on the right, broke above its all-time
high resistance zone, shown by the horizontal blue
rectangle, in April 2013 and has risen steadily by
around 26% since this breakout.
That breakout in April last year was a very important
breakout from a technical perspective as it marked
the move from a secular bear market in US equities,

Source: Beyond Charts
In April this year, almost exactly a year later, the
NYSE Composite achieved the same new all-time
high breakout making its move into
‘never-been-before’ territory. This can be seen in
the top right corner of the chart on the left. This is the
move that I had been waiting for. Or more precisely to
see if the NYSE Composite faltered at this point and
battled to make a new all-time high. It did not. It broke
though with hardly any resistance.
Why is the NYSE Composite breakout important?
The NYSE Composite breakout is yet another
confirmation that the secular bull market breakouts
that have already occurred in the S&P500, DJIA and
DAX (German Index) are significant in nature. It also
shows that non-US companies’ share prices listed on
the NYSE from around the world are still continuing to
rise to new highs.
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Since the bottom of the 2008 bear market, the
S&P500 has risen by 187% and the NYSE Composite
by 156%, indicating that US companies’ share prices
have risen over this period by more than the non-US
companies that are listed on the NYSE. However,
since the market top in March 2000, arguably when
the secular bear market started, the NYSE Composite
has outperformed the S&P500, up by 53% compared
to 28% for the S&P500.
Going forward, market followers should continue to
compare these two indices and ensure that the NYSE
Composite, as does the S&P500 and DJIA, remains
in secular bull market territory above the zones
shown by the horizontal blue rectangles in the charts
above.
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.

14

Tatts Group comes out winner
by Greg Fraser
In April 2008, the Victorian Premier John Brumby
lobbed a grenade at the feet of gaming companies
Tabcorp and Tatts Group. The State government’s
decision to change the structure of the electronic
gaming machine industry not only effectively neutered
both companies’ electronic gaming machine (EGM)
businesses, it denied both companies from
substantial compensation to which they believed they
were entitled.
Tabcorp has been unsuccessful with its Supreme
Court action while Tatts Group has been awarded
$451 million plus interest of approximately $89.1
million. On a post-tax basis, Tatts will receive about
$378 million or 26 cents per share.
Tatts Group (TTS)

But Mr Brumby ejected Tabcorp and Tatts in favour of
a structure, which allowed the hotels and clubs to bid
for individual premise licences according to the
number of machines in each venue.
The auction proved to be a complete lemon
generating a paltry $981 million, at least a billion short
of what the government had hoped.
Tatts Group launched a statutory claim in the
Supreme Court of Victoria as compensation for the
loss of its gaming machine licence. Tatts’ claim for
approximately $490 million was based on a
complicated formula relating to the original licence
payment of $598 million plus a half-share of the $981
million the Victorian government received from the
sale of gaming machine entitlements to the clubs and
pubs that bought them in the auction process in 2010.
Tabcorp paid $597.2 million for the grant of its licence
back in 1994 when the company assumed
responsibility from the Victorian TAB. The agreement
allowed for compensation if new licences were issued
with a formula that suggested compensation could be
up to $686 million.

The long-running saga is a salutary reminder of the
risks involved in investing in a heavily regulated
industry. For many years, Tabcorp and Tatts
operated EGM businesses in the hotels and clubs in
Victoria with the only other competition from the 2,500
gaming machines at the Crown casino in Melbourne.
The State limited the total number of gaming
machines to 27,500 outside the casino so Tabcorp
and Tatts had the lion’s share of that total between
themselves, which proved quite a lucrative business.
The EGM businesses were operated under a licence
issued by the State government which was due to be
renewed, or at least the companies thought so,
sometime before the August 2012 expiry date of each
licence.

Tabcorp had good reason to believe this amount was
payable as the State Budget had also assumed it
would be for the 14 years from 1994 when the
company was first listed on the stock exchange.
Tabcorp’s IPO must have included the value of the
licence which was passed on to the State government
in the process.
But most analysts have long discounted the chance
of any compensation being paid to either company
following the change in legislation to the Gambling
Regulation Act. Indeed, Tabcorp wrote off the
remaining $461 million value of its gaming and
wagering licence in 2008, more from an accounting
perspective although it strongly reiterated its case to
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pursue the compensation. It’s not clear how much
Tabcorp has spent on the litigation but it will have
been considerable.
Tabcorp’s gaming machine business reported
EBITDA in FY08 of $271 million, which valued that
part of the group at approximately $2.5 billion just
prior to the State government licence decision. That
represented about 27% of Tabcorp’s enterprise
value at the time, which included the casino business
before it was demerged from the group.

So it’s probably off to the Appeal Court for Tabcorp.
Tatts Group might just be throwing a small victory
party soon. Mr Brumby is unlikely to be on the guest
list.
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.

For Tatts, the impact was even greater at the time as
gaming machines represented $2.2 billion or 42% of
group enterprise value.
Tabcorp’s market capitalisation on 10 April 2008 was
$7.5 billion prior to the announcement. By the end of
June 2008, its market value had declined to just over
$5.1 billion.
Tatts’ market capitalisation suffered even more
harshly dropping from $4.6 billion to just under $3
billion over the same time period.
Both companies reported an aggregate of $1.5 billion
in write-downs in the 2008 financial year.
The damage was irreparable.
Tatts has gone on to substantially rebuild its business
through acquisitions of other state lottery businesses
and has made a good fist of that strategy.
Tabcorp demerged its casino business into what is
now Echo Entertainment. The core of the Tabcorp
business is still operating wagering licences around
the country but is a shadow of its former self.
Tabcorp (TAH)
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Property powers on
by Staff Reporter
This week the preliminary auction clearance rate
came in at 68.1% across capital cities, compared to
65.4% last week.
Weekly clearance rate – combined capital cities

RP Data also recorded median prices for house sales
during the week. As always, Sydney takes the cake –
its median house price came in at $720,000 after
2,400 sales were made. In Melbourne, the median
house price totalled $514,250 after 2,060 sales.
Capital city private treaty median prices

According to RP Data, based on auctions conducted
during the first half of 2014, auction volumes have
risen by 38% since 2013. This significant increase in
numbers suggests the market is fairing well, and
delivering results for both buyers and sellers.
Sydney unsurprisingly remains the city in highest
demand, with the highest rates of sale at auction for
the week. The preliminary clearance rate for Sydney
came in at 73.2%, compared to 70.1% last week.
Capital city auction statistics (preliminary)

Sydney is also the market where both house and
units remain in highest demand. Across the week, the
average time on market was just 28 days for homes,
and 27 days for units. Melbourne’s average time on
market for houses was 35 days, and for units – 39
days.
Capital city average time on market and vendor
discounting results

Melbourne’s auction rates are still trending positively,
as they have been for the last few weeks, with a
preliminary clearance rate of 69.3% – just slightly
higher than last weeks 69.1%.
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