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The bulls are back in town
Another day, another bull. I’m often criticised for being forever upbeat but I’m pleased to read that
more and more pundits are joining me. This week I talk about US professor Jeremy Siegel’s forecasts
for 20,000 for the Dow Jones and what that means for us.
Also in the report today, James Dunn looks at the best performing stocks with dividend reinvestment
plans and in Buy, Sell, Hold – what the brokers say, a bunch of miners – WorleyParsons, OZ Minerals
and Resolute – get upgrades.
In Shortlisted we look at Flight Centre and DUET Group, which offers a nice yield, and Paul Rickard
examines what the CBA scandal might do to the share price. Our regular review of the SSR portfolios
for the past financial year, also finds it’s all about yield, yield, yield!
Sincerely,

Peter Switzer
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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.

If the Dow makes it to 20,000 this year, what about
the ASX 200?
by Peter Switzer
The US has passed the economics test in recent
weeks, despite that shocking minus 2.9% growth rate
for the first quarter, but now the earnings test for the
second quarter starts this week. This comes as the
Professor of Finance at the Wharton School of the
University of Pennsylvania, Jeremy Siegel, thinks the
Dow will go to 18,000 by year’s end.

This is what Professor Siegel told CNBC: “I think
we’re going to get to 18 and above. Could it go to 19,
20? It could,” he said. “I’m not going to say that’s
the likely event, but so many people have missed this
bull market that they start saying, ‘Hey, you know,
this is my last chance.’”

And believe it or not, he doesn’t totally rule out the
Dow at 20,000 before New Year’s Day 2015!

And get this, he argues 20-21,000 could be a case of
over-valuation but even that he suggests would only
be a short-run scenario. This guy is a bull on steroids.

The bull story

The worries

Now, sure, Siegel is often called a perma-bull but I
don’t think an esteemed academic like him would
ignore the facts. And if they warned that “bears were
on the way”, he would change his view. This is the
exact case I argued for myself and my bullish
tendencies in Saturday’s report.

He says the risks that could undo his nice-to-read tale
are:

If the Yanks can pump the Dow up to 18,000 (that’s
a 6% rise) but if it makes 19,000, that will be close to
a 12% rise – both economics and earnings would be
surprising to the high side or at least matching more
bullish forecasts.
This would bring forward calculations of when the Fed
starts raising interest rates and the greenback would
be tracking higher. Higher interest rates and a solid
stock market give a steroid-like boost to the US dollar
and that would take the Oz dollar down.
This would help the earnings of the likes of BHP, Rio
and other dollar sensitive stocks, like Flight Centre,
CSL and Brambles, which in turn would give the
S&P/ASX 200 index the turbo-charge boost it needs
to attack the 6000 level.
But this rests on the two E’s — earnings and
economics — following the two S’s — Siegel’s and
Switzer’s script!

inflation
a wages breakout
a productivity problem
gasoline prices spiking.
Now remember, the Yanks got 288,000 jobs in June
and 215,000 was the consensus expectation and
unemployment was supposed to be unchanged at
6.3% but wound up at 6.1%.
But why isn’t Siegel worried about the potential
financial instability and bubbles that can come from
so much money slushing around so many
economies?
Well, he might agree with the Fed boss, Janet Yellen,
who recently told an IMF gathering that she thinks
interest rate rises are too blunt a weapon.
Yellen is throwing herself behind macro-prudential
regulation instead, which might include bigger
deposits for loans and raising capital requirements on
lenders or exotic financial product creators.
One day, this will be a huge monetary policy
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argument, and Yellen could be proven wrong, but one
thing is for sure, she won’t raise US interest rates
until the economy and confidence is so strong, that
she knows the actual rate increase won’t create a
huge stock market slump.
The stocks to buy
That will be a gamble but it’s one that creates
moneymaking opportunities for anyone long stocks.
What could go wrong in the short-term? Well, ruling
out a Syrian, Iraq or Ukraine geopolitical issue, I think
if the US reporting season really disappoints then
something like a correction could show but I certainly
doubt the former. If the latter happens, I suspect it will
come from some other left-field event.
That’s my story and I’m sticking to it and I’m looking
for stocks that will do well with a lower dollar and that
pay OK dividends. I’ll have a few by Saturday and
that’s a promise.
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
Resources (and related) stocks feature prominently
on both positive and negative sides of reviews and
re-assessments. Remarkable is that overall changes
to price targets remain overwhelmingly positive and
the same goes for earnings forecasts ex-resources
with the likes of Lend Lease, Scentre Group, Sirtex
Medical and Brickworks – all industrials! – enjoying
ongoing improvement.

analyst. The rating is upgraded to Buy and the High
Risk removed because of increased political stability
in Mali, where the delivery of the Syama expansion
project could push the production rate up
substantially in FY15. Valuation has increased
because the broker applies a lower discount rate of
10% compared with 14% previously, to reflect the
de-risking in Mali and to align the stock with other
gold company valuations.

In the good books
OZ Minerals (OZL) was upgraded to Outperform from
Neutral by Credit Suisse. The first reserve estimate
from Malu underground drives a modest positive
upgrade to the broker’s valuation. The reserve grade
of 1.5% copper is above the broker’s estimates but
the reserve gold grade of 0.6g is lower. First stope
(stage) ore is expected in the December quarter with
ramp up to full production to take 12 months. See
also OZL downgrade.

Santos (STO) was upgraded to Buy from Neutral by
UBS after the tour of the GLNG operations. The
broker is more confident in the delivery timeframe and
capex estimates after 2015. More gas purchases
coming through should also enhance cash flow.
Meanwhile, the share price has significantly
underperformed peers. The broker thinks the stock
has more upside to the target than either Oil Search
(OSH) or Woodside (WPL).
Tatts (TTS) was upgraded to Outperform from Neutral
by Macquarie and to Buy from Neutral by UBS. The
company has reached an in-principle agreement with
the Queensland government over a new framework
for race and sports betting. Macquarie had expected
a less favourable outcome but the earnings upside
from the deal outweighs the fees it has paid for
extending wagering-related licences. The
announcement comes a day after the company won
in the Victorian Supreme Court and the broker’s
rating is upgraded to Outperform from Neutral. This
issue has been a drag on the company’s share price
and UBS believes the outcome of the agreement is
significantly better than expected. The stock is trading
at a slight premium to the market, which UBS thinks
is justified. The rating is upgraded to Buy from
Neutral. (see Shortlisted).

Resolute Mining (RSG) was upgraded to Buy from
Neutral by Citi after transferring coverage to another

WorleyParsons (WOR) was upgraded to Buy from
Neutral by BA-Merrill Lynch. The broker is aware of
the risks in calling an end to the three-year
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downgrade cycle but more positive about the outlook
for hydrocarbons investment in the next five years.
Merrills also notes a greater reliance on engineering
expertise to deliver more complex projects, as well as
structural margin improvement. The broker’s
forecasts incorporate a sustainable margin
improvement, highlighting that every 50 basis points
of improvement adds $1.50 to valuation.
In the not-so-good books
Fortescue Metals (FMG) was downgraded to Neutral
from Outperform by Macquarie, citing an
underwhelming reserves report, slower pace of
de-gearing and exposure to larger 58% discounts.
National Australia (NAB) was downgraded to Neutral
from Outperform by Macquarie, given the material
risk to its IT delivery time lines and risk to banking
revenue from these delays.

Orotongroup (ORL) was downgraded to Neutral from
Buy by Citi, as the stock is no longer a bargain,
having rallied 22% over the past four months. The
FY14 result is unlikely to push the shares any higher,
in the broker’s opinion, as the latest season has
been tough. While sales trends have been solid
enough, the company has had to promote to achieve
a result. Citi observes total sales for FY14 will also be
affected by refurbishments. The broker wants to see
more evidence of success with new brands.
OZ Minerals (OZL) was downgraded to Sell from Hold
by Deutsche Bank. The maiden reserve for Malu

underground largely supports the previously released
development plan and the majority of the parameters
are similar to Deutsche Bank’s assumptions.
Operating costs and ongoing development capex are
higher than initial estimates and further reduce the
broker’s negative valuation on the project. See also
OZL upgrade.
ResMed (RMD) was downgraded to Hold from Buy by
Deutsche Bank. US Medicare has issued the
competitive bidding round three proposals. Deutsche
Bank thinks, while there is the possibility the
proposals will be knocked back, if implemented
widely they could materially slow mask sales growth
in the medium term. The broker reduces the rating,
given the shares are trading near the price target and
valuation.
Earnings Forecast

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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The best performing stocks with DRPs
by James Dunn
Dividend reinvestment plans (DRPs) are popular
among shareholders, because they allow investors to
acquire new lots of shares on a regular basis –
removing timing risk from the investment decision – at
a cheap rate, given that the shares do not incur
brokerage, and are sometimes offered at a discount
to the market price.
And if you’d signed up for one of the top five DRP we
list below, you’d certainly be pleased.
Don’t get complacent
Against that is the hassle of each DRP parcel coming
with a new cost base for capital gains tax (CGT)
purposes, necessitating thorough portfolio monitoring.
If an investor takes part in a DRP, the Australian
Taxation Office treats the arrangement as if the
investor had received a dividend and then used the
cash to buy additional shares. On the income tax
front, the dividend is taxable income, whether paid in
cash or issued as new shares.
But retail investors cannot get too comfortable with
DRPs. For companies, the DRP is a capital
management plaything. A DRP is not permanent: it
may be adjusted or suspended at any time. In recent
years, as interest rates have headed lower, many
companies with DRPs have wound back the discount
to nil. Many others have suspended their plans
altogether. Some DRPs are capped, making it difficult
to receive the full amount of the dividend in new
stock.
There are no guarantees with any stock that a DRP
will remain in place. However, more of the top 50
stocks currently have a DRP than do not. Here is the
DRP status of each of the Top 50 stocks at present:
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The good thing about DRPs for investors is that in
many cases, they are better off taking new shares
than the cash dividends – although there will always
be situations where people need the cash, and look
upon their dividend income as a major part of their
total income.
No matter what you did with the cash from the
dividends of the top-performing stocks that have
DRPs currently, you would have struggled to beat the
performance of the shares. On the basis of total
return over five years, here are the five
best-performed DRP stocks – each of which has
handsomely rewarded those investors who
consistently recycled their dividends into more
shares:
Stocks with active DRPs – best five Top 50
performers

If you think the stock is overvalued, you do not have
to reinvest the income in new shares – you are
perfectly within your rights to elect not to participate in
the DRP, and use the dividend cash some other way.
It is worth pointing out again that there is not much
point in having a DRP – particularly a nicely
discounted one – if the stock does not perform.
In fact, advisers will often recommend that you avoid
DRPs, and instead accumulate the dividends in a
cash account – and only buy new stock after
reviewing its performance fully, referring to your
overall investment goals.
The compounding benefit of reinvesting dividends in
new shares, in the best-performed companies, is very
strong – but the presence of a DRP is not an
assurance of healthy capital growth, and in extreme
cases, you can even go backwards doing it.
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.

But reinvesting dividends through the DRP does not
always put you ahead: here are the worst-performed
five stocks of the Top 50 constituents with active
DRPs. Clearly, taking the cash in hand offered by
QBE Insurance would have been better than
reinvesting the dividends. The others are not exactly
shooting the lights out over five years, either.
Stocks with active DRPs – worst five Top 50
performers

As we touched on last week, participating in a DRP is
actually buying new shares.
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Shortlisted – Tatts and DUET for yield
by Penny Pryor
If you read Peter’s story today, you’ll know that we
believe an eventual Australian dollar drop is coming,
once the US gets more confidence in its recovery, QE
slows and interest rates start rising over there. That
should all push their currency up, and ours down.

“We like Crown – we’ve bought quite a few at these
lower prices and we think these prices definitely are
for value.”

That should be good for companies like Flight Centre,
as prices will come down.

If you’re after a dividend play, Pengana is very big on
DUET Group, which also has acquisition potential at
the moment after Skilled Group came in and took up
nearly 15%.

Roger Montgomery also recently wrote about the
strategic approach that Flight Centre was taking. The
question for Flight Centre, as more of us move our
travel arrangements online, is how much people will
value advice over cost. Roger believes there is still a
section of the population – older Australians, those
with more complicated requirements etc. – who will.

The yield buy

DUET Group (DUE)

The gambling opportunities
Senior fund manager for Pengana Capital’s
Australian equity fund, Rhett Kessler is very optimistic
on Tatts Group after their compensation win in
Victoria last week and also the renewal of their racing
licence in Queensland on what Kessler says is “very
favourable terms”. The deal locks up Tatts as the
exclusive retail operator of betting shops in Qld for
another 30 years.

“For a regulated utility to be on about an 8% yield
that’s very tasty, we like that,” Kessler says.

“For Tatts about 70c [in the dollar] is a national lottery
business which we think is one of the best
businesses in Australia,” Kessler said on Switzer TV
last week.

And the CBA story

“Somebody else funds their business, they’ve got no
stock, no warehouse
They’ve got 40-year contracts with the government.”
He also is big on Crown and doesn’t believe that the
concerns about falls in gambling patterns in Macau
warrant the current share price falls.

“Another player in the industry has come in and
taken a 15% stake in it so everyone is excited that
there may be a takeover. But the underlying
fundamentals are still very, very good.”

Commonwealth Bank has been hit hard for its
miscreant financial planners, which the bank insists
were rogue.
Paul Rickard, ex CommSec chief and now Switzer
Super director, says although there will be a
short-term hit to the share price, it is still his preferred
pick of the major banks.
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Commonwealth Bank (CBA)

“The bank has said that the cost of further
compensation is not going to be material – the
potential cost is for long term damage to reputation
and brand,” he says.
“It is now really in the bank’s hands to demonstrate
that they have heard the community anger and
outrage – fairly, empathetically and quickly address
the aggrieved customers – make any necessary staff
or management changes, and move on.”
He is not a seller by any means and has confidence
in the executive team to be able to manage the
situation and make the required structural 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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Portfolios struggle in June
by Paul Rickard
Despite the leads from offshore, June was a tough
month for the Australian share market, with the
S&P/ASX 200 losing 1.5% on a total return basis. All
sectors of the market except ‘property trusts’ and
‘utilities’ finished in the red.
Overall, the market is up 3.04% this calendar year.
Reflecting the gains in the latter half of 2013, the
financial year return for the S&P/ASX 200 was a very
impressive 17.43%.
Our high-income portfolio has outperformed the
market this calendar year by 1.4%, while our
growth-oriented portfolio has underperformed by
2.9%. In this our sixth review for the year, we look at
their performance in June.

Identifying 15 to 20 stocks (less than 10 is
insufficient diversification, over 25 it is too
hard to monitor), with a stock universe
confined to the ASX 100;
Within a sector, weighting the stocks broadly
to their respective index weights, although
there are some biases; and
Of course, we looked for companies that pay
franked dividends and have a consistent
earnings record.
The growth-oriented portfolio takes a very different
approach to the sectors in that it introduces biases
that favour the sectors that we judge to have the best
medium-term growth prospects. Critically, it also
confines the stock universe to the ASX 100 (there are
many great growth companies outside the top 100).

Portfolio recap
Performance
In January, we made some adjustments to our
Australian share ‘Income Portfolio’ and ‘Growth
Oriented Portfolio’.
The purpose of these portfolios is to demonstrate an
approach to portfolio construction. As the rule sets
are of critical importance, we always commence a
review by briefly recapping the key portfolio
construction processes applied.

The income-oriented portfolio is up by 4.49% and the
growth-oriented portfolio is up by 0.12% (see tables
at the end). Compared to the benchmark S&P/ASX
200 Accumulation Index (which adds back income
from dividends), the income portfolio has
outperformed the index by 1.45% and the
growth-oriented portfolio has underperformed by
2.92%.

The income portfolio is forecast to generate a yield of
5.01%, franked to 90.4%. The construction rules
applied include:
Using a ‘top down approach’ and introducing
biases that favour lower PE, higher yielding
industry sectors;
To minimise the market tracking risk, adopting
a rule that says that our sector biases in the
major sectors (financials, materials and
consumer staples) will not be more than 33%
away from index;

Yield, yield, yield…
Continuing the trend from 2013, this year has so far
been all about yield. The so-called “yield” sectors
(‘property trusts’, ‘utilities’ and ‘financials’) led the
way again in June in an otherwise disappointing
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market. Only the ‘property trust’ and ‘utilities’
sectors finished in the black, while the ‘financials’
sector kept its loss to a respectable 1.1%.

and somewhat more exposure to the “cyclicals”
through the selection of stocks from the ‘industrial’
sector.

On a year-to-date basis, ‘property trusts’ and
‘utilities’ lead the way with a total return of 12.7%,
with the largest sector ‘financials’ coming in at 5.1%,
still 2.1% more than the index. The tiny ‘IT’ sector
(which comprises three stocks in Computershare,
Carsales.com & Iress) is up by 7.5%, while the
‘energy’ sector has benefitted from higher oil and
gas prices and has returned 7.0%.

With these sector allocations, we would expect this
portfolio to moderately underperform relative to the
benchmark price index in a strong bull market, and
moderately outperform in a bear market.

The laggards include the more growth-oriented
sectors, such as ‘healthcare’, ‘consumer
discretionary’, ‘industrials’ and ‘materials’.
Performances here reflect, in part, the fact that
contrary to most expectations, including ours, the
Australian dollar has risen this calendar year from
0.8948 at the end of December to 0.9420 at the end
of June.
The table below shows the sector weights (as a
proportion of the S&P/ASX 200), and performances
(total return) for the month of June and for the 2014
calendar year.

For the first six months of the year, it is outperforming
the index. An overweight exposure to the four major
banks, in particular CBA and Westpac, together with
the inclusion of stocks such as Leighton and Orora, is
compensating for the poor performance of the
‘materials sector’ and stocks such as Toll and
Primary.
The income portfolio is forecast to generate a yield of
5.01% in 2014, franked to 90.4%. At the half way
point, it has generated a return of 2.42%, franked to
84.45%. With dividends payable in the second half of
the calendar year typically higher than those paid in
the first half, we expect that the portfolio should
marginally exceed the original target.
Our income-biased portfolio per $100,000 invested
(using prices as at the close of business on 30 June
2014) is as follows:

Income portfolio
The income portfolio is overweight ‘financials’,
‘consumer staples’, ‘utilities’ and
‘telecommunications’; underweight ‘materials’ and
‘consumer discretionary’; and broadly index-weight
the other sectors. It also includes an allocation to
‘property trusts’ (formally called the A-REIT sector),

* Income includes dividends declared payable.
Assumes 37.5% Leighton shares sold in partial offer
at $22.50, repurchased on 30/4 at $19.08.
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Growth portfolio
Similar to our approach to the income portfolio, we
applied a ‘top down’ approach to the industry
sectors and introduced biases that favour the sectors
that we feel have the best medium term growth
prospects. The growth-oriented portfolio is overweight
‘healthcare’, ‘consumer discretionary’ and
‘industrials’; underweight ‘financials’ and ‘property
trusts’; and largely index weight the other sectors
including ‘materials’.
Critically, we have biased the stock selection to
companies that will benefit from a falling Australian
dollar – either because they earn a major share of
their revenue offshore, and/or report their earnings in
US dollars – such as CSL, Amcor, Brambles and
Computershare and BHP. Other biases include
Woolworths over Wesfarmers; CBA and Westpac
over ANZ and to a lesser extent NAB; and the
selection of Crown and JB Hi-Fi.
At the end of May we decided to make some changes
to the portfolio. We reduced our exposure to the
‘materials’ sector by selling our holding in Rio for a
loss of $391, exited our holding in Primary Health
Care for a loss of $291 and replaced this with
Resmed, and increased our exposure to the
‘consumer discretionary’ sector through additional
holdings in Crown and JB Hi-Fi.
The portfolio is lagging the index by 2.9%. Clearly,
our sector biases are a little out of step with the
market and our changes in May haven’t yet returned
any dividends. Also, with the Australian dollar rising to
0.9400, stocks that were selected to benefit from a
fall in the currency have faired poorly. At this point,
we are going to hold with the portfolio and continue to
monitor it closely.

* Income includes dividends declared and payable.
Prices of Crown (new), JB Hi-Fi (new) and Resmed
(new) as at 30 May.
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.

Our growth-oriented portfolio per $100,000 invested
(using prices as at the close of business on 30 June
2014) is as follows:
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Property starts financial year strong
by Staff Reporter
Over the past financial year, home values in Australia
have risen by 10.1%, the highest annual increase
since the 2009/2010 financial year when they rose
12.3%.

sales in both Melbourne and Sydney. The median
price of a Sydney house stood at $685,000, whereas
the median price of a house in Melbourne was
considerably less, at $495,000.
Capital city private treaty median prices

In the month of June, values were up by 1.4%,
according to RP Data.
Over the weekend, RP Data recorded a preliminary
auction clearance rate across the capital cities of
69.4%, compared to 66.6% last week. At the same
time last year, the clearance rate was 65.1%.
Weekly clearance rate (combined capital cities)

The average time on market for a Sydney house was
just 29 days, compared with 40 days for a Melbourne
house.
Capital city average time on market and vendor
discounting results
In Sydney, the preliminary clearance rate was 74.6%,
up from last week’s 71.1%. In Melbourne, the
preliminary clearance rate was 68.4%, almost
identical to last week’s 68.3%.
Capital city auction statistics (preliminary)

Home price guide data released this week by APM
also revealed that in Sydney, 66% of suburbs in
Sydney have a median price value in excess of $1
million dollars.

RP Data recorded over 2,000 private treaty house

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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