Issue 311, 7 August 2014

Shake, rattle and roll
Things are getting pretty shaky in Europe and in Gaza and it’s having an impact on share markets.
While 20,000 Russian troops at the ready certainly worries me, I’m mildly put at ease by more positive
news out of the US.
Speaking of the US, today Charlie Aitken explains why he’s such a big fan of James Packer’s move
to Las Vegas and how Crown might just become a global luxury brand.
Also in the Switzer Super Report, SSR expert Tony Negline reveals how he invests for income in My
SMSF, in Short n’ Sweet we take a look at investing for the kids, and in Buy, Sell, Hold – what the
brokers say, Treasury Wine Estates gets upgraded.
Sincerely,

Peter Switzer
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All-in on Packer’s global vision for Crown
by Charlie Aitken
With all the press on Crown Resorts (CWN)
re-entering the Las Vegas market, and associated
share price volatility, I thought it was worth updating
our view on Crown.
For the best part of two years now, I have had a high
conviction buy recommendation on Crown. Crown’s
share price is up 105% in that period and delivered
more than double the return of the ASX/S&P 200
Index.
That recommendation started after a visit to Macau,
where it became clear to me that James Packer was
building an Australian-listed, global luxury brand.
The big picture
I want to make it very clear that my support for Crown
starts right at the top. I believe in the structural growth
of Chinese outbound tourism (100 million pa+),
particularly as GDP per capita surpasses $8,000. I
also believe in James Packer’s vision to build and
operate a series of global assets to cater for and
capture that structural growth.
The most rewarding investment ideas are when the
macro and micro come together. What I am trying to
do is identify a strong structural growth theme and
then pick the Australian stock with the maximum
medium-term leverage to that structural growth
theme.

dividend seeking ducks.
Instead, Packer and minority Crown shareholders are
forgoing short-term dividend growth to invest for
future growth and future diversity of earnings (via
currency and geography). It is exactly the right
medium-term corporate growth strategy.
In fact, Crown has been feeding some of the
quacking income seeking ducks via issuing domestic
hybrid debt to fund growth, rather than dilutive equity
issues. With term retail debt the cheapest to issue in
modern history, why wouldn’t you issue it over
equity, particularly when your equity is undervalued
versus the growth profile it offers? I would expect
more hybrid issues from Crown in the future and no
equity issue of any form. With Packer controlling
50.1% of Crown, this is an important point. Anyone
hoping for a discounted equity issue to fund growth
will remain disappointed.
Of course, many people look at Crown’s project
pipeline and correctly say “they have a lot on”. Some
worry they won’t be able to manage it all, but my
view is those concerns are misplaced as Packer
continues to hire the best people from the destination
casino industry to manage the development of each
project. It may even end up that the future CEO of
Crown comes from a global group.

I realise in the shorter-term I may have to forgo some
dividends to pay for the growth capex phase, but
shorter-term dividend pain will be longer term capital
growth and sustainable dividend gain.
That is exactly what is happening in Crown right now,
with Packer rightly choosing to avoid the current
Australian corporate fad of lifting payout ratios
(reducing future growth) to feed the quacking

What happens in Vegas
Similarly, I had a lot of questions this week about
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Crown re-entering the Las Vegas market. Many
people were concerned that last time around the
foray into Las Vegas was a disaster. It was, but if you
look at the partnering of this new deal, it is much
smarter (Wynn execs, OakTree). I believe people
learn from their mistakes. I think this is particularly
relevant to James. Nobody hates losing money more
than him and in my opinion he would simply not have
re-entered the Las Vegas market without avoiding the
pitfall structures of the previous deal.
It’s also worth noting James is spending a high
percentage of his time in the USA. This is different to
previously and seems to be correlated with very
successful personal investments in Ratpac
Entertainment (Gravity), Beats (bought by Apple) and
Zillow Inc (+100%).
The Crown share price has lost around 5.5% this
week on very heavy trading volume (3.3% of the free
float traded Tuesday alone) since the confirmation of
dipping the toe back in the Las Vegas market, most
likely because people are looking backwards for
guidance rather than forward. The fact the
announcement didn’t have much financial detail
probably added a fraction to the uncertainty. Crown
has lost A$740 million in market cap for what so far is
a US$280 million investment. That seems very harsh
treatment.
I believe this will prove another short, medium and
long-term buying opportunity in what will prove to be
one of Australia’s few true global growth stocks. As I
said above, the vast bulk of large cap corporate
Australia is forgoing future growth via playing to the
lifted dividend payout ratio trend. Sure, that gives you
a near-term sugar hit for your share price, but at the
bottom of the global cash rate cycle with a
re-accelerating global economy, the capital gains and
outperformance from here will be generated by
companies that can demonstrate genuine earnings
growth. There is CLEARLY a scenario where
GROWTH stocks outperform YIELD stocks sharply
over the next few years. That is my core investment
and trading strategy.
The major growth project pipeline is above and the
capex and net-debt/EBITDA profile is below.

The simple summary is Crown can fund its expansion
plans particularly now it is receiving a dividend stream
from MPEL. What also isn’t taken into account in the
forecasts above is sales revenue from selling
ultra-premium apartments in Sydney that could bring
down the overall capex spend quite significantly.
The real story
Now this is where I am most interested: Crown’s
EPS growth profile.
Crown is scheduled to release FY14 results on
Thursday 14 August.
We believe that will confirm Crown grew EPS by
+33.3% in FY14 with MPEL contributing 49.1% of
NPAT. The only weakness could come from the
domestic assets.
But FY14 is the past and FY15 and FY16 is the
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future. In FY15 and FY16, we see a combined EPS
growth of another 35.8%. The forward PE combined
is 29.5x. Divide that all by two and you’re paying an
average PE of 14.75x for average EPS growth of
17.9%, or a PEG ratio of .82x.
That price to growth ratio (PEG) of .82x for the next
two years (averaged) is too cheap. I suspect some of
the cheap PEG ratio is driven by the flat dividend
growth for the next few years, but as I say above, that
will become less of an issue over the next few years
as investors put less of a weighting on dividend
growth/dividend yield and more of a weighting on
EPS growth.

I am “all-in” on Packer’s global vision; we’ve made
great returns backing him so far and this journey is
nowhere near complete.
Crown remains a high conviction buy and core
Australian portfolio holding.
Go Australia, Charlie
100% of Charlie Aitken’s fees for writing for the
Switzer Super Report are donated to The Sydney
Children’s Hospital Foundation.

Crown is not an “instant gratification” stock. You need
to believe in James Packer’s global vision and his
ability to deliver it. There will always be doubters and
cynics. Similarly, you are going to have to wait for a
significant dividend uplift once the major capex cycle
is complete.
A global player
However, the reward is clearly there. I can see no
large cap Australian industrial stock with a stronger
organic growth profile that is internally funded.
Similarly, Crown is increasing its offshore earnings
streams as the Aussie dollar bubble bursts.

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.

If our forecasts prove accurate, Crown will generate
EPS of 120c in FY16. I believe the market would pay
18x for that EPS stream once it becomes comfortable
it will be delivered. And 18 times 120c equals an 18 to
24 month price target on Crown of $21.60, or 40%
above the current share price.
Australia has very few true global consumer brands. It
has no listed global luxury brand, let alone one
directed right at the fastest growing population on
earth. Crown will become our first true global-listed
luxury brand and as that becomes more obvious to all
in the years ahead, a PE premium will be applied
over companies that operate only in the mature
Australian marketplace.
Investors should use this pullback to increase
weightings in Crown, weightings that I believe are
currently too low relative to Crown’s growth profile.
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My SMSF – all about income
by Tony Negline
Name: Tony Negline

don’t tell them that!). Yes, our income has been
increasing faster than inflation.

Age: 48
What is your asset allocation?
Family (are they members of the SMSF?): Married
25 years with four children. Currently one child is a
member of our SMSF. One other will join soon. Not
sure what we’ll do when the others leave school.
How long have you had your SMSF?
Since 2004. I’ve always had a corporate trustee and
we paid the ASIC fee 10 years in advance. It’s the
only way to run your fund.

Typically 5% in cash and 95% in ASX-listed equities.
We own small holdings in ANZ and BHP. Most is in
the major Listed Investment Companies (LICs) such
as Australian Foundation Investment (AFI), Argo
Investments (ARG), Milton Corporation (MLT),
Washington H. Soul Pattinson (SOL) and the SPDR
ASX/S&P 200 (STW). We never sell even when
market goes ‘ugly’. Sometimes cash is a bit higher if
we haven’t invested in our preferred stocks for a
while.

Why did you start it up?
It’s my speciality and I wanted to invest in ASX
Listed Invested Companies (LICs) cheaply. With large
super funds, you’re just a number.

What are your favourite investments/stocks and
why?

Is it more or less difficult to manage than you
thought it would be?

Listed Investment Companies (as detailed above).
Their purpose is the same as my purpose and their
fees are very low. More to the point, they’ve being
doing a great job for longer than I’ve been alive. The
risk is they all become like most other fund managers
and become speculators with my money. If this
occurs, we’ll switch to indexed-linked ETFs, like
STW.

A piece of cake to administer and very easy to run to
be honest.

Do you use an advisor or any kind of service
provider?

Are you pleased with its performance?

Yes for some investments but I don’t need help
there. My motto is KEEP IT SIMPLE, STUPID. Most
people get complicated without knowing why or the
additional costs they face as a result. Most people
have no idea about currency risk and put money
overseas. I want to avoid all that drama.

How big is it?
About $240,000 based on my best guess.

We invest to earn income, which is then reinvested to
earn more income. I have no idea of the return on
capital, as I never look. I check the financial accounts
for accuracy but never concentrate on the values. I’m
just interested in low costs and increasing income.
It’s the income we’ll ultimately live on when we
retire. I don’t want to use the capital for income
purposes. That’ll go to our children when we die (but

I currently have high death and disability insurance
needs (house debt, school fees, future income needs
or survivors etc.) so advisers for these insurances are
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essential. We use an accountant and his selected
auditor to prepare accounts, audit and annual return.
What investments do you have outside of
superannuation?
House, goods and chattels and a margin loan
(positively geared and all in ASX-listed equities.)
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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Short n’ sweet – make sure the kids are all right
by Penny Pryor
Last week Switzer Super Report expert, James Dunn,
wrote about the perfect portfolio for his 15-year old
friend Mitch.

“As there will be no change of beneficial ownership,
there shouldn’t be any capital gains tax to pay at that
point,” Paul says.

The portfolio

Other options

To get Mitch interested in the stock market, he needs
companies that he can relate to, like Coca Cola
Amatil and Woolworths.

And buying shares isn’t the only way you can invest
for your kids or grandkids, there are also insurance
bonds. These are long-term investment vehicles with
some tax benefits.

“I have to make the idea of the market relevant to
him – the things that he knows, and to which he can
relate. So while I am telling him about how an
investor buys shares and becomes a part owner in
those companies, the examples that I use are familiar
to him,” James said.
His portfolio for Mitch also included Australian
Foundation Investment Company (AFI), Argo
Investments (ARG), Ramsay Health Care (RHC),
Global Healthcare ETF (IXJ), Woodside Petroleum
(WPL), BHP Billiton (BHP) and Magellan Financial
Group (MFG).
How to do it
But buying shares as a minor, and for minors, can be
a bit tricky. By law, it is not actually illegal to buy
shares for someone under the age of 18, but it is
difficult. Earlier this year Paul Rickard wrote about the
best ways to do this, and recently we’ve had
readers ask us the exact same thing.
“To buy the shares, first open an account with a
broker. Open this in your name, with the name of your
child/grandchild in the account designation field,”
Paul says.

One of the benefits for children is if they are over 10
years of age, an investment in an insurance bond can
be made directly in the child’s name – with parental
consent of course.
“Most insurance bonds also include a ‘child
advancement policy’,” Paul says.
“Under this feature, the investment is initially made in
your name and at a certain nominated time (known as
the ‘vesting age’), the bond is automatically
transferred to the child. Vesting does not trigger any
tax consequences, and there are usually no fees or
charges. The child must initially be under 16 at the
time the policy is taken out, and the vesting age can
be any age from 10 years to 25 years.”
You can read the full article here.
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.

When the minor turns 18, you should be able to
complete an off-market transfer that moves the legal
ownership to them.
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JB Hi-Fi – can growth be maintained?
by Roger Montgomery
One of the key conundrums in the practice of
investment is estimating future growth rates. Not only
is growth difficult to estimate, poor assumptions can
lead to low investment returns. We have identified
several businesses that have growth prospects we
can reliably estimate and will likely trump our
expectations.
Despite this, we are conscious that no business can
continue to grow at jaw-dropping rates forever and
even our most prized investments must be monitored
on a continuous basis.
The outlook
JB Hi-Fi (ASX: JBH) is a company that has rewarded
its shareholders with double-digit returns since its
$1.55 listing in 2003. However, we believe that the
past may not necessarily reflect the future.
Upon a review, a key question that any investor
should ask is: what returns would the company need
to generate now and in the future for the current
share price to be justified? Montgomery Investment
Management asked this question of JB Hi-Fi and
came to some interesting conclusions.
The share price of JB Hi-Fi at the time was
approximately $19 (as I write this the shares are
trading at almost $20), and for the $19 price to be
justified, JB Hi-Fi would most likely need to complete
its 75 JB Home store roll out over the next two years,
as well as open roughly 10 JB Hi-Fi stores per annum
over the next three years.
JB Hi Fi (JBH)

This may all well be possible, but the next question to
ask is whether these future stores will deliver similar
levels of profitability as established stores have done
in the past. On this point, we are not certain. We
believe that JB Hi-Fi is facing significant challenges in
several of its key inventory segments including CDs
and DVDs, personal computers (due to tablets),
gaming software sales and perpetual licence
software.
Competition increases
Most notably, we believe that future trading will be
more difficult for JB Hi-Fi as online competition gains
market share by offering prices for wares below that
of what we expect JB Hi-Fi can offer profitably. I
would add that deficiencies in some of these
competing online offerings, such as long delivery
times or poor quality products, are likely market share
opportunities that other more sophisticated online
retailers can take advantage of.
Amazon, for example, in the United States offers its
customers one-day delivery, meaning you can view
your favourite goods in department stores, then
purchase them on your iPhone or online, for a
significant discount, to be delivered to your doorstep
the next day. This level of service has not yet reached
Australia, however time is the friend of the wonderful
business and we believe it is precisely that, a matter
of time.
It would not surprise us if management were well
aware of these issues. Evidence of this can be found
in the firm’s financial statements, which noted that
recently, management’s hurdle for long-term
performance was reduced from 10 to 15% earnings
per share growth per annum over a three-year period
to 5 to 10%.

Source: Yahoo!7 Finance
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Are we saying that JB Hi-Fi will be unprofitable
tomorrow? Most certainly not, but our focus is to
invest in companies that will reliably achieve well
above average profit growth in the future. This may
not be the case for JB Hi-Fi.
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 Staff Reporter
It was a pretty slow week, as brokers’ were mostly
preoccupied with reporting season. Resources got
some attention but many moves were mainly a result
of corporate activity and movements in share prices.
Treasury Wine Estates got an upgrade based on a
revised offer from KKR and Crown got a downgrade
following the announcement it would have another go
at Las Vegas.
In the good books
JP Morgan upgraded Alacer Gold (AQG) to
Overweight from Neutral because of the
underperformance of the shares relative to peers,
believing Alacer to be the standout in the Australian
gold sector. Some risks remain around the Copler
sulphide project but this is partly offset by corporate
appeal and the long life of the mine. Despite June
quarterly production falling 6%, management has
reiterated full-year guidance.
Citi upgraded Treasury Wine Estates (TWE) to
Neutral from Sell. The broker has raised its price
target to $5.20 from $4.70, in line with the revised
offer from KKR. The bid price is fair in Citi’s opinion.
The broker believes that risks within the industry
should convince shareholders to accept the KKR
offer.

UBS downgraded Panoramic Resouces (PAN) to
Neutral from Buy. Panoramic’s quarterly production
was flat on the previous quarter but beat the broker’s
forecast by 14%, with Lanfranchi posting a record
quarter. Costs rose but remained below the broker’s
forecast and net cash and cash flow are providing the
funding for Savannah North exploration. The broker
believes both Lanfranchi and Savannah offer
exploration upside potential but a run in the share
price sees the broker pull its rating back to Neutral.
The above was compiled from reports on 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.

In the not-so-good books
Credit Suisse downgraded Crown to Underperform
from Neutral. Crown has acquired a part interest in a
34.5 acre site in Las Vegas for US$280 million. The
company is partnering on a resort development on
the site with construction to commence next year and
the casino to open in 2018. Credit Suisse calculates
that Crown will accumulate around $1.9 billion in free
cash flow after dividends between 2015 and 2020,
excluding any impact from new projects but
downgrades on the share price appreciation.
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Can your SMSF pay you a guaranteed pension?
by Tony Negline
One of the benefits of an SMSF is that you can pay
yourself a pension. But there are many kinds of
pensions and an account-based pension is quite a
different beast to a guaranteed pension.
There is no guaranteed aspect to account-based
pensions. Once the account balance is zero, no
further pension payments can be made. In addition,
the minimum pension amount is based on the
account balance, which is worked out using the
prevailing market values of assets backing the
pension. Clearly, as market values fluctuate, the
minimum pension payment will move up and down as
well. The minimum pension payment must increase
as you get older because of Government regulation.
Guaranteed pensions explained
Guaranteed pensions are payable either for the
remainder of your life or a definable term. The
pension might be paid to your nominated reversionary
if they live longer than you. These pensions are
sometimes called defined benefit pensions or DB
pensions.
These pensions are a bit like a “benefit promise”,
that is, the super fund trustee is promising to pay you
pension income each year.
The pension payment for DB pensions is fixed when
they commence and can only be varied by
movements in consumer inflation. That is, there is no
reference to account balances, market value of
assets or statutory minimum pension payments.
If a super fund with many members pays a DB
pension, it will have assets it uses to pay all these
pensions (called current pension liabilities) and
back-up assets (called non-current pension liabilities).
Every year, an actuary has to determine the amount
of money that should be in both the current and

non-current pension liability ‘pools’. If there is a
shortfall, then it is up to someone to make up the
difference. If the super fund is run for a specific
employer, then it’s up to that employer to put more
money into the fund to make good on the promise.
Technically, as the trustee made this promise, it’s up
to the trustee to adhere to that undertaking.
Defined benefit pensions in SMSFs – a brief
history
Since 1 July 2005, funds with less than 50 members
– including all SMSFs obviously – have been banned
from commencing new guaranteed pensions.
Like large super funds, smaller funds paying a
defined benefit pension also need to get an actuary to
look over their DB pensions – and the assets backing
those pensions – each year. But if there is a problem
with the value of the assets, then who satisfies the
benefit promise?
SMSFs that commenced DB pensions before July
2005 can continue the pensions as long as the
fund’s actuary every year says the fund has a high
probability (that is, more than 85%) of paying all the
likely pension payments promised to be paid.
Because of the GFC, many of these pensions have
failed an actuarial assessment at some stage.
SMSF defined pension – the current state of play
If your fund wants to pay you a guaranteed pension,
then your super fund will have to buy a lifetime
annuity from a life insurance company. At present,
there is only one life company in Australia providing
lifetime and longer-term annuities.
With low interest rates, the rates allowed on lifetime
annuities aren’t that favourable. It has not always
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been like this. Most people older than 45 will
remember the high interest rates of the late eighties
and early nineties when you could buy a lifetime
annuity paying an initial annual income of at least
14% followed by annual indexation.
If you buy a lifetime annuity, in most cases the money
leaves your fund as a rollover and is paid to the life
company.
Alternatively, your super fund will own the policy and
you would therefore be the annuitant. The value of
the annuity is technically an asset of the super fund
but all income payments are directly sent to your
personal bank account.
I can’t see any benefit in this second option.
Obviously, your fund’s trust deed needs to allow this
investment if it’s the owner. Otherwise the deed just
needs to allow you to take the money out of the super
fund.
Cormann’s pension regulation reform
About two weeks ago, the superannuation minister,
Mathias Cormann, released a paper about reforming
and updating the superannuation pension regulations.
He proposed a number of adjustments to these rules.
It would seem safe to say that the prohibition on
SMSFs and other smaller funds providing DB
pensions will remain.
One of the major ideas in the paper is the potential for
deferred lifetime annuities. The financial services
industry, which is very effective at political lobbying, is
pushing the government hard to allow these products.
As I wrote in August last year I’m not a fan of these
products. I think they’re unnecessary and will be
expensive.
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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Growth -v- income and the right kind of growth
stock
by Questions of the Week
Question: We are retired and have an SMSF worth
about $1 million. We have 80% in shares and 20% in
income securities. We have a total of nine holdings,
including banks, Telstra, BHP, Woodside etc. and are
both 70.
We recently sold NAB and Wesfarmers and bought
BOQ and more Telstra. We have a stockbroker for
these trades and it was on his suggestion that we
sold. What is your view on the number of holdings
and percentage of shares versus cash?
Answer (By Paul Rickard): The ‘number of
holdings’ question is a little easier. There are lots of
studies on this. Basically, they show a minimum of
eight, with benefits still up to around 15 to 20
individual holdings. Personally, I prefer more rather
than less – so I would be more inclined to be in the
high teens. Over 25 holdings, it gets too hard to
manage and keep track of the individual companies.
Allocation between growth assets (like shares) and
income assets – this depends on your investment
objectives, timeframe and risk appetite. Prima facie,
an allocation for two retirees aged 70, split 80%
growth and 20% income looks to be on the high side.
I can’t say that this is incorrect for you – I can just
offer a generalised comment.

businesses.
That doesn’t mean that the share price won’t
increase – it just means that it is very hard for
management to influence the growth in business
outputs. Either they are near monopolies (Telstra) or
they don’t have a lot of direct leverage over the
inputs to their business (e.g. Genworth, with the
number of mortgages with loan-to-value ratios (LVRs)
over 80%).
Crown Resorts and Domino’s Pizza would meet my
test of a “growth” business, ANZ is a potential (if you
believe they are serious about its Asian strategy) and
Suncorp, maybe, however, I don’t like insurance
businesses.
So, barring price issues – yes to Crown and ANZ.
While Domino’s has a great track record, it is trading
on some pretty heady multiples – 40.7 on FY 14 and
32.2 on FY15. There are a lot of growth expectations
already build into the current share price.
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.

Question 2: I was wondering if you could please
provide me with your opinion on the following stocks,
and if they would be a good inclusion to a growth
portfolio?
Crown Resorts, Genworth Mortgage Insurance,
Domino’s Pizza Enterprises, ANZ Banking Group,
Suncorp Group and Telstra Limited.
Answer 2 (By Paul Rickard): If you think of
“growth” like I do, I wouldn’t define Genworth or
Telstra in that category – they are almost utility style
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Did you know?
Paul Rickard and I got together earlier this week to discuss what happened to the market in July and where we
think we might head from here. Watch our video here.
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