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The right approach
There’s a difference between core and satellite holdings in your portfolio. You shouldn't put all your
eggs – or even half of them – in the one speccy basket. Some stocks don’t deserve more than 1% of
your hard-earned money. Today I explain how Charlie Aitken fits into the core satellite approach to
investing and what you should do with his suggestions.
Also in the Switzer Super Report today, James Dunn takes a look at a bunch of retail stocks that you
might want to start adding to your portfolio before Christmas – like Super Retail Group, JB Hi-Fi and
Dick Smith, and Paul Rickard examines an A-REIT that although small, certainly looks like it might
offer some good value.
In Buy, Sell Hold – what the brokers say, Beach Energy and Crown Resorts got upgrades and in
Shortlisted we examine aged-care companies like Japara Healthcare and Regis Aged Care.
Sincerely,

Peter Switzer
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How to USE Charlie Aitken to make money
by Peter Switzer
I’m very different to Bell Potter’s Charlie Aitken.
Well, maybe the “very” is going too far. Both of us
like to ham it up — unfair types might call us show offs
or worse! — but what I write about and what I
‘advise’ is very different to me ol’ mate Charlie.
Daryl Kerrigan of The Castle fame would call him an
“ideas man.” (In case you missed it, The Castle was a
great local film made by my old colleagues from
Melbourne Triple M days, who used to be the
D-Generation but now work under the Working Dog
business name.)
When I was interviewing Charlie on my Sky Business
program, I asked him about his BC Iron call and he
admitted it wasn’t one of his best calls but he did
throw something in that I realised many
less-hardened investors might not understand.
While he ‘mea culpa’d’ on the stock, he then said
“but no one should have exposed themselves to that
kind of stock for much more than one per cent.” And
that, very much, is the point.

I might buy them but it will be with pin money that I
can afford to lose or sit on until they come good. I
won’t recommend a company that has too many
question marks over it.
Charlie, on the other hand, can pick companies that
could have a nice short-term spike because he sees
a changing theme, they are over-sold or whatever.
For example, I loved his East Coast housing recovery
theme of a couple of years ago and so I dived into
BOQ and Suncorp. Being core-like stocks made it
easier for me, but I halted at Qantas, because there
are too many variables with airlines.
And for a time, Charlie looked like a ‘right Charlie’
with Qantas but those who had faith now have a
$1.69 stock and may well be asking: is it time to take
profit?
Qantas (QAN)

Core versus satellite
When I talk stocks, I usually restrict myself to core
companies I want in my portfolio for a long time. I’m
always waiting for the buying opportunity, which I
know I might bore you with, but that’s my job. I see
myself like the relentless fitness coach or dietician,
who has to be there when the little voice inside your
head says, “don’t go to training, or why not eat that
cheese cake?” That’s the nature of my relationship
with you, our subscriber.

Source: Yahoo!7 Finance, November 2014

One day I will say I’m getting worried about stocks
and I’ll tell you that. I will warn you about dividend
yields that look too good to pass up but I won’t have
a good idea about BC Iron, Xero, Freelancer, etc.

This chart comes from the Yahoo! website and
Charlie and his legion of loyal followers have to be
yelling “yahoo!” looking at this one-year chart of the
flying kangaroo.
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Of course, if you doubted him and sold when it fell
below a $1, you could hold an unfair view of CA.
Sometimes his views are for trading or speculative
stocks while other times he is making good ‘keeper’
recommendations. That’s where you, as investors,
have to come to see the difference between a
company like Babcock & Brown and the company it
tried to impersonate — Macquarie, which also was one
of Charlie’s tips.
Horses for courses
People like Charlie, Roger Montgomery and their ilk
are sharing their investment ideas. A guy like Roger
might like Greencross at $5.58 but he could sell it at
$8 because the market is now paying more than what
he values the company at. He put us into Sirtex when
it was cheap, but he could be out now.
Guys like Charlie and Roger are useful — I think really
useful — but it’s up to you to USE them wisely.
On top of that, Charlie donates what we pay him to
the Sydney Children’s Hospital Foundation, which
underlines how good a bloke he is. I love using a guy
like that.
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 retail stocks to buy before Christmas
by James Dunn
Key points
ANZ/Roy Morgan survey of consumer
confidence is running at almost seven-month
highs.
JB Hi-Fi, Super Retail Group and Dick Smith
are all trading at 12-17% below consensus
forecasts.
After a horrible year, even The Reject Shop is
showing some upside potential.

One of the most important numbers, with major
implications for revenue, profit and dividends for
domestically-focused companies, measures the
“confidence” of Australian consumers.
Given that Australian consumer spending represents
more than two-thirds of the nation’s Gross Domestic
Product (GDP), that feeling of confidence is important
to the nation’s economy – and, of course, the stock
market. Particularly with the all-important Christmas
season coming up for the nation’s retailers.
There are two ways to monitor consumer sentiment.
There’s the long running Westpac–Melbourne
Institute Index of Consumer Sentiment, which is
monthly. The last reading for October 2014, although
below 100 for the eighth straight month – indicating
more pessimists than optimists – ticked up slightly.
The second is the ANZ/Roy Morgan survey of
consumer confidence, which is weekly. It shows a
much healthier outlook for consumer confidence,
running at almost seven-month highs.
Last week, we saw the signs of improved consumer
sentiment start to flow into retail sales. Retail sales
rose by 1.2% in September, according to the

Australian Bureau of Statistics (ABS), to be up 5.7%
on a year ago.
Most importantly, says Savanth Sebastian, economist
at CommSec, non-food retailing rose by 1.8% in
September – the strongest result in five-and-a-half
years – to be up 4.8% on a year ago. Sales by
chain-store retailers and other large retailers rose by
1.6% in September – the best gains in 11 months.
“The strength in consumer confidence certainly
seems to be translating through to a pick-up in activity
and the latest results should support retailers in the
lead-up to Christmas,” says Sebastian.
That would be music to the ears – and tills – of the
stockmarket’s discretionary retailers, who have done
it tough this year. But analysts mostly see some
healthy upside in the share prices, if the Christmas
season comes through as expected.
Let’s look at the tale of the tape.
JB Hi-Fi (JBH) is expected on the analysts’
forecasts collated by FN Arena to lift earnings per
share (EPS) by 0.2% in FY15, to 128.6 cents, and
boost dividend per share (DPS) by 1.8% cents, to
85.5 cents. At $16.17, that prices JB Hi-Fi on 12.6
times expected FY15 earnings and a prospective fully
franked dividend yield of 5.3%. And analysts see JB
Hi-Fi as highly under-valued: the consensus price
target for the stock is $18.14, implying capital growth
upside of more than 12%, if that were achieved.
Although JB Hi-Fi got hammered on the market
because of poor iPad sales in the final quarter of
2014 and early in the new financial year, it should
pick up a boost from the iPhone 6 this Christmas (as
should Harvey Norman and Dick Smith holdings.)
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JB Hi-Fi (JBH)

Source: Yahoo!7 Finance, 10 November 2014
Super Retail Group (SUL) – owner of the
Supercheap Auto, Rebel Sport, Boating Camping
Fishing (BCF), Ray’s Outdoors and Workout World
store chains – on the analysts’ forecasts collated by
FN Arena, is predicted to lift EPS by 2.5% in FY15, to
56.5 cents a share. That places Super Retail on a
FY15 price/earnings (P/E) ratio of 14.2 times earnings
and a FY15 full franked dividend yield of 4.9%. At
$8.01, Super Retail is also given ample room for price
growth on its analysts’ consensus price target, sitting
17.6% below the target price of $9.42.
Super Retail Group (SUL)

Dick Smith Holdings (DSH)

Source: Yahoo!7 Finance, 10 November 2014
Discount retailer The Reject Shop (TRS) has had a
horrible year on its share price, starting 2014 at
$17.48 and sagging by 54% to $7.98, as the tough
retail conditions pushed it into a profit downgrade and
an eventual 25% fall in full-year profit and a
seven-cent (19%) cut to the full-year dividend, to 30
cents. On the analysts’ forecasts collated by FN
Arena, The Reject Shop is expected to see an EPS
rise of 22.3% in FY15, to 61.5 cents a share, but lift
its dividend by 6.7% cents a share to 32 cents. That
prices The Reject Shop on 13 times FY15 earnings
and a fully franked dividend yield of 4.0%, and
analysts back that with a price target of $8.77 a
share, implying a discount of 9.9% at present.
The Reject Shop (TRS)

Source: Yahoo!7 Finance, 10 November 2014
Dick Smith Holdings (DSH) is a stock that has risen
already, off lows: from $1.88 in early June, Dick Smith
has risen to $2.18, a nice surge of 16%. On the
analysts’ forecasts collated by FN Arena, Dick Smith
is looking at 152% growth in EPS in FY15, to 20.2
cents a share, and 74% growth in DPS, to 13.9 cents
a share. At $2.18, that places Dick Smith on 10.8
times earnings and 6.4% fully franked dividend yield.
And the analysts’ consensus even gives Dick Smith
some more room to move, with a target price of $2.52
implying a current discount of 15.4% (Macquarie and
CIMB Securities are even more optimistic: both have
a price target on the stock of $2.70.)

Source: Yahoo!7 Finance, 10 November 2014
At the other end of the offering spectrum, upmarket
retailer Oroton (ORL) has come through a difficult
period in which revenue and profit both fell as a result
of losing its Polo Ralph Lauren regional distribution
licence – which accounted for about 50% of earnings
– in 2013. However, Oroton did well to quickly replace
that deal with a similar regional exclusive franchise
agreement with Gap Inc, to develop the Gap brand in
Australia and New Zealand, as well as first rights to
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develop Gap’s Banana Republic and Old Navy
brands. On the analysts’ forecasts collated by FN
Arena, EPS is forecast at 26.9 cents in FY15, with a
fully franked dividend of 21.7 cents a share.
Oroton (ORL)

At $3.91, that prices Harvey Norman on 16.6 times
forecast FY15 earnings, and a dividend yield of 4.0%.
But Harvey Norman’s strong recent share price
recovery – the stock is up 31% since early June – has
stripped the value from the stock, with the analysts’
consensus price target of $3.68 meaning Harvey
Norman sits at a 5.9% premium.
Harvey Norman (HVN)

Source: Yahoo!7 Finance, 10 November 2014
At the share price of $4, that prices ORL on 14.9
times FY15 earnings and a fully franked yield of
5.4%. And the analysts’ consensus sees a target
price of $5.06, implying a 26.4% discount at present.
Department store giant Myer (MYR), struggled in
FY14 and analysts’ forecasts collated by FN Arena
for EPS in FY15 show 15.9 cents a share, with a
forecast fully franked dividend of 13.8 cents. Those
numbers have Myer trading, at $1.89, at 11.9 times
expected earnings and on a 7.3% dividend yield.
Myer – which has famously never traded above its
2009 float price of $4.10 – has a consensus target
price of $2.12, 12.1% above where it is at present.

Source: Yahoo!7 Finance, 10 November 2014
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.

Myer (MYR)

Source: Yahoo!7 Finance, 10 November 2014
Harvey Norman (HVN) is expected on the analysts’
forecasts collated by FN Arena to earn 23.5 cents a
share in FY15, up 17.9% and pay a fully franked
dividend of 15.7 cents, a rise of or 12.4%, on FY14.
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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
FNArena continues to register more recommendation
upgrades than downgrades for individual stocks.
However, when it comes to changes to price
targets/valuations and profit estimates, the balance
remains firmly in the negative. This should come as
no surprise as lower prices are still filtering through
stockbroker forecasts.

Henderson Group (HGG) was upgraded to Buy
from Neutral by Citi. Henderson is now at an
attractive entry price in the broker’s view. The
investment performance in the September quarter
was consistent. The company is predicting the
December quarter will be tougher but, even so, the
broker notes flows are still positive and the company
has demonstrated its ability to outperform.

In the good books

In the not-so-good books

Beach Energy (BPT) was upgraded to
Outperform from Neutral by Credit Suisse. A new
analyst has taken over Cooper Basin stocks and
preferences have been updated. Beach Energy
appears to have fewer clear growth options outside
the SACB joint venture but the broker envisages
value at current levels.

CSR (CSR) was downgraded to Neutral from
Outperform by Credit Suisse and to Sell from
Neutral by Citi. Despite the strong first half, Credit
Suisse downgrades to Neutral from Outperform.
There are reasons to remain constructive but the
broker believes these are factored into the share
price and would be a buyer of the stock on any
material pull back. Citi considers that there is
short-term optimism reflected in the share price,
which cannot be justified on fundamentals. As leading
indicators of residential activity appear to be peaking
and aluminium earnings face pressure from the
second half of FY17, the broker concludes the
downside risk weighs more heavily.

Crown Resorts (CWN) was upgraded to Neutral
from Underperform by Credit Suisse. The broker
suspects a “cost wave” will engulf Macau operators
over the next three years. Around 10% mass market
revenue growth is required to maintain industry
earnings. Having downgraded Crown on a reduction
in expected associate income, the broker is
upgrading the stock back to Neutral after share price
weakness.

Origin Energy (ORG) was downgraded to
Underperform from Neutral by Credit Suisse.
Credit Suisse had called for more clarity on capex
ahead of the APLNG site tour and acknowledges
some has been provided, with guidance that the cash
call would be a net $3 billion in FY15. This does not
end the confusion but the broker believes, be it
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project or non-project, more capex means value lost.

Earnings Forecast

Senex Energy (SXY) was downgraded to Neutral
from Outperform by Credit Suisse. Credit Suisse
believes much of the growth is priced in for Senex
Energy and while it has the largest acreage and gas
resources, commerciality is uncertain.
Transfield Services (TSE) was downgraded to
Reduce from Hold by CIMB Securities. The
upgrade to FY15 earnings guidance was not a
surprise to CIMB and it upgrades estimates
accordingly. Still, CIMB believes the primary driver of
the share price in the near term will be the
prospective bid from Ferrovial. The broker considers
the risk of a further bid eventuating is diminishing and
the prospect of the original bid being withdrawn is
increasing. CIMB has therefore withdrawn the bid
premium from valuation.
UGL (UGL) was downgraded to Hold from Buy by
Deutsche Bank. The company has announced a
cost blow-out on the Ichthys power project and there
is a risk of write downs with the 50:50 joint venture
partner announcing a US$85 million provision.
Deutsche Bank has become more cautious on
potential issues with other contracts and believes
management will be unlikely to regain investor
confidence within a 12-month horizon.

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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8.25% yield makes this REIT look attractive
by Paul Rickard
Key points
Centuria Metropolitan A-REIT has five office
and three industrial assets worth $182.9
million.
Will provide investors with income paid
quarterly.
Top five tenants are major corporations or
government.

Sydney, Melbourne and Brisbane fringes,
Chatswood, Parramatta, West Perth and
Melbourne’s South East Suburbs. According to JLL
Research, yields on metropolitan offices historically
average 0.82% higher than CBD offices.
Prime office yields – CBD (red) versus
metropolitan (Blue)

The listed property trust sector (A-REITS) is the best
performing sector on the stock market this year, with
a return of 21.7%. In an environment where yield is
king and interest rates are expected to stay low for
some time, A-REITS (or Australian Real Estate
Investment Trusts) have flourished.
Not surprisingly, the IPO market in REITs has picked
up as managers respond to the demand for listed
property securities. General Property Trust (GPT)
recently listed the GPT Metro Fund (ASX Code GMF)
– the next cab off the ranks is the Centuria
Metropolitan Fund.
Here is our road test of Centuria’s Metropolitan
Fund.
Centuria Metropolitan
Centuria Metropolitan will be an ASX-listed REIT
focused on investing in office and industrial assets in
“metropolitan” areas. The fund will initially comprise
five office and three industrial assets worth $182.9
million.
Approximately 65% of the commercial office market in
Australia is located in the six CBDs – with 35% in the
13 major “metropolitan” areas. These include the

Fund strategy
The strategy of the fund is to provide investors with
income (paid quarterly), with the potential for capital
growth through active management, which includes
property repositioning, leasing and further
investments in commercial and industrial properties in
metropolitan markets. The fund will not undertake
speculative developments.
Property portfolio
The five office and three industrial properties, in the
metropolitan markets of Sydney, Brisbane and
Adelaide, in the fund are valued at $182.9 million,
which reflects a capitalisation rate of 8.9%. The
properties are currently 99.5% occupied, with a
weighted average lease expiry (WALE) of 5.5 years.
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The top five tenants are responsible for more than
50% of rental income, and are major corporations (or
subsidiaries thereof) or government.

The offer
The fund will be geared at 25%. With the offer to raise
up to $143.8 million, $48.1 million will be borrowed
and the interest rate hedged for between three and
five years. Offer costs of approximately $3.2 million
and stamp duty of $4.1 million, mean that the fund’s
NTA (net tangible asset value) will be around $1.91, a
discount of 4.5% to the offer price.
Details of the offer are as follows:

The Brisbane, Lane Cove, Carlingford and Artarmon
properties are each viewed as having the potential in
the medium term to be re-zoned for residential
apartment development or conversion. The
manager’s strategy for 9 Help St is to proactively
manage pending lease expiries, and for the
Bluescope tenanted buildings, to maintain the
buildings in a condition that meets Bluescope’s
needs, as well as developing a plan of subdivision to
provide for multiple uses. With the Keswick property,
the fund may seek to subdivide the almost 0.9ha of
surplus land.
The manager
Centuria Property Funds Limited, a wholly owned
subsidiary of the listed Centuria Capital Limited (ASX
Code CNI), will manage the fund. Centuria currently
has more than $1.6 billion of funds under
management, and has been actively managing
metropolitan properties for more than 15 years.
Centuria will be paid a management fee of 0.55% pa
of the gross asset value.
Nicholas Collishaw leads the listed property team at
Centuria.
The Centuria Group also intends to be a co-investor
in the fund and hold at least 10% of the securities on
issue, which will help to foster an alignment between
the interests of the investors and the manager.

Distributions will be paid quarterly, with an estimated
tax-deferred component of just over 30%. Assuming a
payout ratio of around 94%, the manager has
forecast a distribution yield of 8.25% pa for the period
from 1 December 2014 to 30 June 2015, and 8.50%
pa for FY 16.
Pros
Attractive distribution yield. Despite the
differences in property portfolios, this
compares very favourably to the other
A-REITS. For example, major funds such as
GPT and Dexus are trading on CY15 forecast
yields of 5.4% pa and 5.7% pa respectively;
The manager has a workable repositioning
strategy in place for most of the properties. In
non-prime markets, which are also sometimes
less liquid, this is critical;
Gearing is conservative at 25% (target range
is 25% to 35%);
Properties are currently 99.5% occupied. By
gross rental income, approximately 88% is
subject to fixed rent reviews averaging 3.7%
pa;
Although this will be Centuria’s first listed
fund, the manager has an impressive record
in managing unlisted funds; and
By market standards, the management fee of
0.55% is on the low side. Centuria is also
co-investing.
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Cons
Metropolitan properties. While this type of
property wouldn’t normally be on our radar,
the yield differential, plus importantly the
repositioning strategies and opportunities
available within the specific precincts, mitigate
this concern;
This will be one of the smaller REITs – too
small to be on the radar for index managers
and some active managers;
Like any newly listed REIT, due to transaction
costs and stamp duties, the offer price is at a
premium to the NTA (net tangible asset
value).
Bottom line
Property investors will find the yield on this REIT
pretty hard to resist. They should however be
cognisant that as a small REIT, secondary market
liquidity may be limited and invest accordingly.
The lead managers to the offer are UBS and CIMB.
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 – aged care picks and inbound tourism
by Penny Pryor
Ben Griffiths of small cap fund manager Eley Griffiths
Group invests outside the ASX 100 and has his eye
on the smaller up-and-coming stocks. Ramsay Health
Care was once in their portfolio but is now way too
big and outside their universe of investible
companies. But he does have his eye on
Healthscope.

“Recent Sydney Airport (SYD) data is showing a
steady climb in inbound international passenger
numbers (+3.3% PCP) as airline capacity increases
and Australia becomes a better relative value
proposition for international tourists,” he says.
Where they are coming from is summarised below.

“It’s on about 23 times [earnings] but on our
modelling it’ll do about 23% in round numbers EPS
growth,” he says.
“That sort of stock is a great example of a stock that
can perform well.”
They also like aged care, given the ageing
demographic and the willingness of people to pay
more for a better care experience in their twilight
years.
“[The government] needs the private sector to help
do the heavy lifting and that’s exactly what Japara
are doing,” he said on the Sky Business Switzer TV
show.
He says companies like Japara Healthcare (JHC) and
the newly listed Regis Aged Care (REG) have got
solid EPS growth coming.

Source: Sydney Airport
And Peter offers a little bit of caution about some oil
price suggestions.
“If you think one day the oil price will go higher, the
energy experts say Oil Search for capital gain and
Woodside for yield and some price rise,” he says.
“But the oil price might go a bit lower if the experts
can be believed. And history shows, given their wild
and wrong predictions, they can’t be believed!
“Oil is more speculative than ever!”

“Several other aged care operators are coming to
market and that will be a hot space again because
it’s going to grow revenue…which will translate
through to meaningful EPS growth,” Ben explains.
One of Switzer Super Report expert Charlie Aitken’s
(and don’t miss Peter’s article today on how to use
Charlie) favourite things at the moment is the
China-facing sector of inbound tourism.

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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New trends in property
by Staff Reporter
The auction clearance rate across capital cities was
63.7% over the weekend, softening from 68.7% last
week, and 68.3% this time last year.
Weekly clearance rate, combined capital cities

Apartment growth responds to demand
Property expert, John McGrath, says apartment living
is the ‘in thing’ for Gen X and Y, who have been
showing their preference for low maintenance living,
and proximity to study, work and other social
hotspots, for the past decade.
“They’re also delaying marriage and family, so their
need for a bigger home comes much later in life, and
by that time they’re so used to apartment living,
many simply buy a bigger one instead of changing to
a detached house with a backyard,” says McGrath.

Auctions are becoming more popular in Sydney.

And the construction industry is responding.

“It is interesting to note that due to an increase in the
popularity of auctions, more homes have been sold in
Sydney at auction this year than Melbourne. This is
the first time this has occurred, ” RP Data Housing
Market Specialist Robert Larocca, said.

Research house BIS Shrapnel says two high-rise
apartments are built for every five detached houses
across Australia today – double the historical rate of
one high-rise apartment for every five detached
houses.

Sydney’s clearance rate was 69% this week,
markedly less than last week’s 75.6%, and 76% this
time last year. Ongoing high volumes are visibly
impacting on clearance rate levels.

In Sydney, McGrath says high-density building
approvals have more than doubled over the past
three years, from 9,932 in FY11 to 20,354 in the year
to March 2014.

Melbourne’s clearance rate wasn’t far behind
Sydney’s this week at 63.8%, compared to 69.6%
last week and 68.1% this time last year.

“Sydney’s population will grow by 1.575 million
people (36.7%) over the next 15 years, so we need to
keep building at a rapid rate,” he says.

Capital city auction statistics (preliminary)

McGrath also notes unit prices are now appreciating
at a faster rate, so the gap in price growth between
apartments and houses, is starting to close.
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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