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10 more sleeps
This is my last Monday Switzer Super Report missive for 2015. I’ll let you know my musings of a
Saturday morning over the break, but to end the year I wanted to give you a list of ideas for 2015.
These are all things I am seriously considering buying soon.
James Dunn examines why you will need international exposure in 2015 – the US market certainly
looks promising next year - and in Buy, Sell, Hold – what the brokers say, Rudi Filapek-Vandyck
details upgrades for Coca Cola, Sonic Healthcare and The Reject Shop.
Also in the Switzer Super Report today, Roger Montgomery talks about how managing money is like
managing love and Shortlisted recaps the best 2015 picks of the last two weeks and, in response to
my comments last week, how you can invest in energy ETFs.
Sincerely,

Peter Switzer
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What happens in 2015 and what I will buy soon
by Peter Switzer
With the local stock market expected to closer lower
today, taking a line through the Dow’s 315-point or
1.79% fall and given the SPI predicted a slide at the
opening, I have two goals today.
The first is to explain what’s going on and why it has
made our stock market so hard. Second, as a
consequence, what looks like a sensible investment
play for 2015.
Of course, I’d like the S&P/ASX 200 index to be
where it was in early September around 5658, poised
to accept the usual Santa Claus rally spike, which
might have given me the slightest chance of making
my 6000 call.
Rooster feathers
However, we are now around 5175. If you’re thinking
I might be pondering the fate of a rooster before it
makes a significant contribution to being a feather
duster, then you’d be spot on.
To be honest, this has been a year of curve balls that
have made tipping pretty damn hard. I might have
foreseen Europe and China slowing down but Putin
moving into Ukraine, oil prices slumping as OPEC
tries to KO high cost rivals and the negative impact of
Joe’s Budget on the economy was a huge bouncer.
I tipped the US recovery and those good old Yanks
delivered. Thank God for that!
Meanwhile, I’d like to remind you that no one
harassed the Reserve Bank more than me for
keeping rates too high for too long. The current slow
economy links back to then. I also chided Wayne
Swan for trying to create a surplus at the wrong time
in the cycle and then bagged my mate, Joe, for
making the same mistake.

Our economy was slowing, thanks to China and the
weakening mining boom, so we didn’t need another
demand-reducer coming out of the Budget. And
making matters worse, the media has been focusing
on all our economic negatives while virtually ignoring
pluses like the almost 170,000 jobs created so far in
2014!
Looking ahead
OK, that’s enough belly griping about the past, which
at least explains why the stock market didn’t deliver
as I’d hoped. What about the future? I’m looking for
my 6000 plus call next year and here are the reasons
why:
The US economic recovery will roll on, with
The New York Times headlining with “US
Retail Signal An Economy Beginning To Fire
on All Cylinders”.
The oil price, which is now spooking stock
markets, will eventually push stock prices up
with US consumers seeing a gallon of
gasoline fall to $US2.62. That’s a fall of a
huge 64 cents or nearly 20%!
Each sustainable $10 drop in the cost of
crude oil adds two-to three-tenths of a
percentage point to GDP in the US. Other
economies will benefit in a similar way.
The above will be operating right around the
world in 2015 with degrees, but it has to end
up being a positive.
The ECB will, and has to, do a fair dinkum QE
program, with its cheap loans to European
banks only having a small take up rate.
PM Shinzo Abe in Japan has had a landslide
win, and he has a big stimulus program for
our second biggest export customer and the
third most important contributor to world
demand.
The Shanghai Composite ignored stock
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market sell offs around the world last Friday
and went up on expectations that its
government will back both fiscal and monetary
stimulus programs.
All the above will boost global growth, which
will help commodity prices start to defy
gravity. And that will help both our stocks in
the energy and iron ore business.
Our dollar is likely to fall into the 70s and this
will help many businesses.
We’re in the third year of a US presidential
cycle and this has seen rises 17 times in a
row for a 17% gain.
A lot of the US stock selling is end-of-year tax
selling, where you sell stocks making the
biggest losses. What stocks would that be?
Well, try energy and materials and that’s why
our stocks are copping it as well.
What to buy in 2015

diversity.
I don’t expect the economic story to improve
immediately but, by the second half, I’d want to be
seeing some good economic headlines in Europe,
China and even here in Australia. That said, I think
Joe is going to have to go softer on his preoccupation
with deficit and debt reduction for the sake of growth,
jobs, profits and, ultimately, share prices.
One final tip for the thrill seekers – energy. Woodside,
Oil Search and Santos are suffering now but could be
surprise packages in 2015. And Woodside is also a
pretty good dividend payer.
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.

I could go on but I won’t. It’s time for my selections
for the year ahead.
Because I’m tipping the local market to see 6000
plus, the S&P/ASX 200 index ETF makes perfect
sense. If we go to 6000 from 5200, that’s a 15%
increase (plus dividends and franking credits).
Because I think a lot of small caps will benefit from a
lower dollar, I like to rely on the smarts of someone
like Geoff Wilson, so WAM Capital could give me
some exposure to his clever market plays. And he
pays good dividends — have a look here.
I’d like to tip stocks like CSL and Resmed, which we
did before the dollar started dropping. We’ve already
seen the best of these bounce-backs, though they will
keep trending higher.
Also, if the RBA Governor gets his way and our dollar
does fall to 75 US cents, then an ETF that
incorporates the best companies in the world,
excluding Australia, should not only do well because
of an improving global economic picture, especially
as we get into the second half of 2015, there should
be currency gains. Some investors might just want to
play the US and invest in, say the S&P 500 index via
an ETF. I like the idea of an ETF or fund that targets
great companies from all around the world for a bit of
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Investing for your kids or grandchildren - part 3
by Paul Rickard
Key points
Insurance bonds (also called investment
bonds) are long-term investment vehicles that
offer tax efficiency for some investors.
Insurance bonds usually include a “child
advancement policy”.
Education savings plans are designed for
saving for tertiary education and can be a
tax-free way to save.

In the lead up to Christmas, we have been looking at
how you can invest on behalf of your kids or
grandchildren. In the first part of this 3 part series, we
covered how minors (people aged under 18) are
taxed, whether your child needs a TFN (tax file
number) or not, who is liable for paying any tax and
we also reviewed some of the bank deposit accounts
especially designed for kids. (Click here for our first
article).
Last week, we discussed how to buy shares directly
for your kids – either in a portfolio you create, or in a
pre-mixed share pack. (View here).
In the third and final part of this series, we look at two
indirect investment options – insurance bonds and
education savings plans.
What is an insurance/investment bond?
Insurance bonds (also called investment bonds) are
long-term investment vehicles that offer tax efficiency
for some investors. While technically incorporating a
life insurance element, they are tax paid investments
that focus on wealth creation by investing in single

asset (eg. ‘Australian shares’) or multiple asset
classes (eg. ‘balanced’).
Insurance bonds are designed to be held for at least
10 years. The issuer of the bond pays tax on the
earnings of the underlying investments at the
corporate tax rate of 30%, which under a special tax
rule, means that the investor does not need to include
any investment earnings in his or her tax return. After
10 years, the investor can redeem the insurance
bond and won’t be liable for any capital gains tax.
If the investor chooses to redeem the insurance bond
before 10 years, he or she is required to pay tax on
the earnings of the bond at their marginal tax rate,
less a tax offset of 30% to reflect the tax the issuer
has already paid. If the bond is redeemed during the
ninth or tenth year, transitional provisions apply.
One additional rule (known as the ‘125%’ rule)
makes them attractive as savings vehicles. Under this
rule, investors can make additional contributions up to
25% of the previous year’s contribution with the
benefit of these contributions being treated as if they
were invested at the same time as the original
investment. For example, if you invested $1,000 to
start an insurance bond, you could invest a further
$1,250 in year two and a further $1,562.50 in year
three and have, for tax purposes, the same 10-year
term expiry being the tenth anniversary of the original
$1,000.
How do they work for kids or grandchildren?
If the child is 10 years or over, then with parental
consent, the investment can be made directly in the
child’s name. The minimum investment for some
insurance bonds is as little as $500.
Most insurance bonds also include a ‘child
advancement policy’. Under this feature, the
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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.
Who issues them?
Insurance bonds are issued by life insurance
companies. Three of the major issuers and details of
their bonds are detailed below:

Choosing an insurance bond
If selecting an insurance bond, look at a ‘growth’
oriented option such as ‘Australian shares’ or
‘growth’ – 10-years is a long time. Management fees
matter – and as it is impossible to predict who is
going to be the best performing manager over this
period, apart from any other considerations such as
the minimum investment size, go for the issuer with
the lowest fee.
Education savings plans
Educations savings plans are designed for saving for
tertiary education and can be a tax-free way to save.
While they can often be accessed to pay for a child’s
primary or secondary education expenses, any
investment earnings on the savings plan accessed to
pay for these education expenses, will be treated as
taxable income for your child – and potentially be
taxed at a minor’s tax rates – up to 66%. At age 18,
an adult child will enjoy a tax-free threshold of
$20,542, meaning that investment earnings
withdrawn to pay for education expenses will in many
cases not incur any tax.

Pros and cons
As they are tax paid investments, and you can invest
in relatively small starting amounts, they are attractive
vehicles for investing for your kids or grandchildren.
There are no issues with the minor’s ‘unearned
income’ tax and in most cases, the tax paid rate of
30% on an insurance bond is going to be more tax
effective than the minor’s tax rate of 45%.
The 10-year investment time frame (minimum) will
probably not be an issue for most parents or
grandparents considering this alternative. Two
downsides are the management fee (these range
from 1.0% per annum to 1.5% per annum), and unlike
direct shares, an insurance bond may not be quite as
effective in helping your child or grandchild to develop
an interest in investing.

Education savings plans can be set up by a parent or
grandparent for a nominated student. Technically,
they are classified under the Income Tax Act as a
‘scholarship plan’. This means that they are tax paid
investments (the fund pays tax at 30% on any
investment earnings), and when those investment
earnings are withdrawn to pay for approved education
expenses, the tax the fund has paid is refunded to
you in full.
Effectively, the fund’s investment earnings, if used to
pay for approved education expenses, are tax free.
Education expenses include tuition fees, uniform
costs, books and living away from home allowance
(the latter up to $6,900 pa).
The potential downside is that the investment
earnings, when withdrawn to pay for educational
expenses, are treated as taxable income for your
child.
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Lifeplan Education Investment Plan
The ‘Lifeplan Education Investment Fund’ is one of
only two education savings plans in Australia (the
other is provided by Australian Scholarships Group).
Lifeplan is part of the Australian Unity group, and
offers these plans with 16 different investment
options. The initial contribution starts at just $1,000.
Every Lifeplan education plan comprises two
components. The ‘Investor Contributions’ account
records the balance of investor contributions, and can
be withdrawn (tax free) at any time for any purpose.
The second component represents the ‘education
benefits’. This comprises the ‘investor earnings
account’ (that is, the earnings on the investor
contributions), plus the ‘tax benefit’. The tax benefit
is only available when investor earnings are
withdrawn to pay for educational expenses, and can
be worth an additional $30 for every $70 of earnings
withdrawn.
If the earnings are not used for education purposes,
the plan is treated like an insurance bond for taxation
purposes (see above). If the plan had been in place
for more than 10 years, withdrawal proceeds are not
taxable.
Management fees on the 16 options vary between
0.95% per annum for a cash option to 1.74% per
annum, and are typically around 1.65% per annum.
Be careful with education savings plans
Education savings plans haven’t been very
successful in Australia because they are complex,
and only work from a taxation perspective if your
child/grandchild is going onto university. With
management fees on the high side, they are not good
vehicles to save for education expenses for a child
under 18.
As a ‘set and forget’ investment they are okay – you
just need a long time horizon for your
child/grandchild.
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 you need international shares in 2015
by James Dunn
Key points

Developed world markets, let by the US, are
likely to take centre stage next year.
Investments made now, will – if they make a
capital gain – increase further in value in
Australian dollar terms if the Aussie moves
lower.
The intention to invest in international shares
by SMSFs almost doubled from 2013 to 2014,
from 12% to 22%.

Looking at the headlines, it is easy for Australian
investors to get worried about 2015, as falling
commodity prices on the back of the China slowdown,
hammer sentiment on the local market, and on the
global front, concerns mount over the European and
Japanese economies.
Rosy outlook
But global shares actually look to have good
prospects in 2015 – even in some of the economies
that are struggling – and self-managed super fund
(SMSF) portfolios should be looking to pick up on this
theme.
As Credit Suisse puts it, developed-world stocks are
likely to “take centre stage” in 2015, led by the
United States, which the investment bank says has
entered a “self-sustaining recovery.” Many of the big
US-listed tech stocks and financial stocks are very
well-priced, particularly some of the beaten-down
banks. US large-cap stocks are also likely to be
stable in times of volatility. In fact, many of the top US
stocks are effectively “global mega-cap” stocks,

because they generating revenue all over the world.
The big global technology stocks are expected to
continue to do well in 2015.
Because economies and sharemarkets do not always
move together, even though Japan and some of the
Eurozone economies, including France and Italy, are
effectively in recession, share valuations are
favourable given the prospects for company profits.
Both economies are receiving heavy stimulus, and
currency weakness boosts their big exporters.
The US economy should provide the driving force for
the global economy in 2015. Given the likely
continued downturn in Chinese growth data expected
next year, and the Australian economy’s struggle to
make the transition from being driven by the mining
sector to the non-mining sector, SMSFs need greater
offshore diversification, not only to protect their
portfolios but to tap into those areas where there is
greater potential for growth.
It’s also likely that investments made now, for
example US stocks at exchange rate levels around
82.5 US cents, will – if they make a capital gain –
increase further in value in Australian dollar terms as
the Aussie moves lower over the course of the year,
as is widely expected.
Good diversification
But aside from all these considerations about market
moves in 2015, a SMSF that does not have global
shareholdings is not investing sensibly.
Australia is a small market in the global capital pool –
about 2% of the capitalisation of world stockmarkets –
and it is also a very concentrated market, which
works against diversified investment. The financial
sector represents about 40% of the S&P/ASX 200
Index: BHP represents about 10%. The big super

07

funds know that this brings high levels of
concentration risk: they know that having a diversified
portfolio means investing overseas.
Moreover, the Australian market does not provide
access to high-quality, profitable exposures to
industries such as technology, telecommunications
equipment, aerospace, pharmaceuticals and the big
consumer-goods companies. Very often, these are
outstanding stocks when it comes to earnings growth,
return on equity and distributing money back to
shareholders. For these exposures investors really
have to look offshore.
Increasingly, the big super funds want to play in this
pool of the top global stocks. According to investment
consultants Towers Watson, within ten years
Australian super funds are likely to allocate 60% of
their equity investments to foreign markets. At the
moment this allocation is around 25%. The big super
funds know that this change is coming, as the
massive superannuation pool outgrows the Australian
stock market’s capacity to absorb it.

by SMSFs almost doubled from the 2013 survey,
from 12% to 22%.
While there is always currency risk in investing in
another currency, many of the big super funds see
foreign currency exposure as effectively another level
of diversification, away from their Australian dollar
base. Investors can choose to ‘hedge’ an overseas
investment – that is, run it in the foreign currency, so
that currency fluctuations do not affect the returns –
or leave it unhedged (that is, in Australian dollars).
Hedging will help you if the Australian dollar rises, but
it’s better to be unhedged if the Aussie is falling like it
is now.
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 contrast, self-managed super funds (SMSFs) are
not big offshore investors. According to the Australian
Taxation Office (ATO), at June 2014 SMSFs held just
0.4% of their assets – $2.2 billion – in overseas
shares, compared to 32.1%, or $179.4 billion, in
domestic shares.
In large part this discrepancy is explained by the huge
demand from SMSFs for franked dividend income.
But even with the strong home bias on the back of the
dividend franking system, the argument for
international diversification – and the need to tap into
the big globally-oriented stocks – does not go away.
Good intentions
Despite the low base, it seems that Australian SMSFs
are getting the message. Earlier this year, Vanguard
and Investment Trends released the annual results of
the 2014 Self-Managed Super Fund Report, taking a
detailed look at the challenges for Australian SMSF
investors, and their likely responses. Despite the
reasons SMSFs gave for not investing overseas –
insufficient knowledge of overseas markets (40%),
currency risk (34%) and the lack of franking credits
(33%) – the intention to invest in international shares
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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
The fall-out from the rout in oil and iron ore continues,
with cuts in earnings forecasts and price
targets/valuations dominated by both sectors,
including companies that are only partially exposed
such as Qube Logistics. No surprise thus, stocks
linked to holidays and travels and transport stand out
on the positive side.
In the good books
JP Morgan upgraded Coca-Cola Amatil (CCL) to
Overweight from Neutral, believing the risk/return
on the stock has become positive. There remains
some residual uncertainty about 2014 earnings but
the broker believes downside risks are outweighed.
Drillsearch Energy (DLS) was upgraded to
Outperform from Neutral by Macquarie. Macquarie
has made material adjustments to medium term oil
price assumptions, lowering 2015 and 2016 Brent
forecasts by 31% and 23% respectively. The broker
upgrades Drillsearch to Outperform from Neutral, with
the company’s core asset value now discounting oil
at US$70/bbl.

Mount Gibson (MGX) was upgraded to Neutral
from Sell by Citi. The company has put Koolan
Island on care and maintenance, flagging a
substantial non-cash impairment as a result of the
breach of the sea wall. Citi upgrades to Neutral/High
Risk from Sell/High Risk. The prior recommendation
was based on the cash burn suspected over the next
few years from the pre-strip at Koolan Island and the
bearish iron ore price forecast. With the pre-strip
averted and a potential insurance pay-out, the broker
considers this pressure has eased.
See also MGX downgrade
Programmed Maintenance (PRG) was upgraded to
Overweight from Neutral by JP Morgan. The
company’s operations have put in a flat performance
and the share price has come under serious selling
pressure recently, but JP Morgan analysts believe
value has now emerged. They note there’s a large
valuation gap vis-a-vis the broader market. The
balance sheet has plenty of franking credits. Equally
important, the analysts point out this company’s
exposure to lower commodity prices is far less than
most in the sector.
Qube Logistics (QUB) was upgraded to Buy from
Neutral by Citi. The company has acquired a New
Zealand stevedore, ISO, for NZ$80 million, its second
material acquisition this financial year. Citi notes
management has also reached agreement to develop
the Moorebank terminal in Sydney. Citi upgrades to
Buy from Neutral, following the recent weakness in
the share price. The broker considers the concerns
over iron ore are excessive. Target is unchanged at
$2.62.
Sonic Healthcare (SHL) upgraded to Outperform
from Neutral by Macquarie. The government has
reworked its GP co-payment proposal and, with the
threat of pathology co-payments now gone and a
falling Australian dollar, Macquarie believes it is
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timely to upgrade Sonic Healthcare to Outperform
from Neutral.
The Reject Shop (TRS) was upgraded to Neutral
from Sell by UBS. A number of retail/consumer
companies have provided weak trading updates at
their recent AGMs, the broker notes, and it’s now
crunch time for Reject. The broker estimates 99% of
TRS’ profit is generated in the December half and
most of that in the last six weeks of the year. The new
CEO has retained the 400-plus store target but has
complained of high rents in major centres. The broker
will not rule out store closures and restructuring costs.
Target falls to $6.60 from $7.90, but at its current
share price TRS is offering a positive shareholder
return, so the broker upgrades to Neutral.
Webjet (WEB) was upgraded to Buy from Neutral
by UBS. Given all of Webjet’s structural changes
and acquisitions over the past four years, the broker
was pleased with an articulation of WEB’s existing
business mix and growth plans at its investor day.
The broker estimates WEB is aiming for about 10%
underlying growth over the next five years. Based on
current valuation, an expected recovery in B2C and a
“leap of faith” for B2B, the broker upgrades to Buy.
In the not-so-good books
Atlas Iron (AGO) was downgraded to Underweight
from Neutral by JP Morgan. JP Morgan analysts
have come to the conclusion that the issues dogging
iron ore this year are not going to be resolved
anytime soon. As a result, they have lowered the
long-term iron ore price forecast from US$80/t to
US$75/t. Price forecasts for the three years ahead
are below this level, starting with a 6. For mid-cap
producers in Australia, JP Morgan sees no re-rating
potential on the horizon. “Profitability” from now
onwards is a target that may not be reached and this
also applies to “free cash flow”.
Fortescue Metals (FMG) was downgraded to
Neutral from Overweight by JP Morgan. JP
Morgan previously rated Fortescue Overweight on the
basis of relatively bullish prospects for iron ore further
out. Now that this outlook has changed, the rating has
been pulled back to Neutral. Dividends are to be
scrapped from this year onwards. On JPM’s
projections, Fortescue will not remain profitable in
FY16.

Mount Gibson (MGX) was downgraded to
Underweight from Neutral by JP Morgan and to
Neutral from Outperform by Macquarie. For
mid-cap producers in Australia, JP Morgan sees no
re-rating potential on the horizon. Macquarie suspects
a decision to start remedial work will be dependent on
a recovery in iron ore prices, while the company has
signalled it will update the market in mid 2015. The
broker has made material reductions to earnings
forecasts and downgrades to Neutral from
Outperform. The removal of Koolan Island from
forecasts has translated to a target reduction to 30c
from 55c.
See also MGX upgrade
Oil Search (OSH) downgraded to Equal-weight
from Overweight by Morgan Stanley. Morgan
Stanley has revised Brent oil price forecasts sharply
lower, believing the oil price environment will get
worse before it gets better. Oil Search is downgraded
to Equal-weight from Overweight not because of any
detriment to its investment appeal but relative to
peers as it offers less upside against the more heavily
discounted stocks.
Skilled Group (SKE) was downgraded to Neutral
from Buy by UBS. The broker suggests Australia’s
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rising unemployment rate, muted wage growth and
falling global oil prices are creating headwinds for
Skilled across all divisions. The broker has cut
forecast earnings by 13%-31% in FY15-16, mostly
reflecting reduced activity in oil and gas.

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.

WorleyParsons (WOR) was downgraded to Hold
from Buy by Deutsche Bank. Deutsche Bank has
reduced earnings forecasts to reflect the sharp
decline in oil prices amid the expectation that market
conditions will remain challenging for the next few
years. The broker does not expect a significant
amount of FY15 revenue will be cancelled or deferred
but envisages greater risk in FY16-17. Given the
uncertainty and the likelihood of a weak performance,
Deutsche Bank is downgrading WOR to Hold from
Buy.

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.
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How managing money is like managing love
by Roger Montgomery
Key points

Manage your stock choices like you manage a
relationship.
Sirtex still has great potential, as does CSL.
Challenger could offer opportunities as the
superannuation pool grows.

Remember your early girlfriend or boyfriend? Do you
remember catching up with them that one fatal day
when you just thought…this isn’t working? You simply
changed your mind. The prospects had deteriorated,
a better opportunity had presented itself or you
reassessed the quality of the relationship and decided
it didn’t meet the criteria.
It’s exactly the same in funds management. While
we go into every investment like a marriage, the
simple fact is that our partners tend to be unfaithful
and its up to us to maintain the vigilance of a private
detective. Prospects, quality and value are what we
look for in a ‘partner’. If any of those three qualities
change, we must reassess the relationship.
We might, for example, meet with a company’s
management and love everything they have to say.
Then, we might have a conference call with a
competitor and decide that everything we were
previously told was based on sand. It happens all the
time in funds management and it’s entirely
unpredictable. But being fact-based, we have to go
with the knowledge we have.
When it comes to quality, prospects and value, all
three need to be in place before we buy. And all three
characteristics need to be maintained for us to

continue to hold the company’s shares too. If the
prospects deteriorate, if the quality fades or the value
disappears, dropping the holding and moving to the
safety of cash is the best way to ensure the wealth of
our clients is preserved.
So what stocks have stood the test of time at
Montgomery? What are the companies that haven’t
let us down (perhaps, yet!) over the last weeks,
months and/or quarters? In this column I thought it
might be useful to take a quick look at our current
thinking on the companies we currently hold in larger
weightings in the portfolios. As always however, keep
this in mind; we could change our mind tomorrow
and/or new information could come to hand!
The simple fact is that telling you what we currently
like, is not the same as managing your portfolio for
you. Remember that new facts might present
themselves to us tomorrow that cause us to change
our mind.
So lets have a speed read over three current, larger
and completed holdings (with the emphasis on
current!).
Sirtex
From the Sirtex (ASX:SRX) AGM we gleaned the
following;
The 2014 financial year was a highly productive
period for Sirtex, as the company recorded their 40th
consecutive quarter of growth in sales of
SIR-Spheres microspheres. In the first quarter of the
2015 financial year, the company observed that dose
sales were up 28.7% on the same period last year.
More and more medical professionals around the
world are beginning to realise the enormous potential
of the company’s targeted liver cancer therapy to
treat a wide range of patients and are hence making

12

the decision to use SIR-Spheres microspheres.

$240 million in its Kankakee site (Illinois, USA) and
$210 million in its Broadmeadows site (Melbourne).

Sirtex (SRX)
CSL (CSL)

Source: Yahoo! 7 Finance, 15 December 2014
Source: Yahoo!7 Finance, 15 December 2014
It is worth noting that ESMO, the European Society
for Medical Oncology, has identified SIR-Spheres
Y90 resin microspheres as an appropriate treatment
for patients with colorectal liver metastases that have
failed to respond to chemotherapy.
Like the company, we currently believe that the new
ESMO clinical guidelines will serve to have the effect
of a best practice guideline and improve patient
access to SIR-Spheres microspheres across Europe.
Sirtex’s business in the Asia Pacific is still very much
in its infancy but has enormous potential and they
continue to create a foothold in new markets.
Sirtex believes the SIRFLOX clinical trial result should
be positive. This is an evidence-based view, founded
on the results of six previously completed, albeit
smaller clinical studies and the results of two large
scale retrospective analyses, which were all positive.
Indeed, to date there has not been a failed study of
SIR-Spheres microspheres.
CSL
In October CSL (ASX:CSL) announced a $450 million
investment to expand its global production capacity.
CSL collects and transforms blood plasma into
sophisticated products that treat rare and serious
diseases. The products are created in a globally
integrated network, with sites in the USA, Australia,
Switzerland and Germany. As a result of the growing
global demand for lifesaving therapies, CSL is
expanding its global production capacity by investing

The key takeaway from this announcement is the
scale of expansion in the Kankakee site. CSL has
recently received approval by the US Food and Drug
Administration (the FDA) to commence operations in
140,000 square feet of new floor space. The
additional $240 million investment, which is
anticipated to be completed by 2017, will create more
than double this area.
CSL is one of the most efficient collectors of plasma
in the world, and its ongoing investment in
value-added production facilities should generate
robust earnings growth over the longer-term.
Challenger
Identifying segments of structural growth in Australia
is no small challenge (pardon the pun). Materials are
in decline, energy is unpredictable, retail is being hit
hard and banking is also going through a restructure
thanks to the Financial System Inquiry. Often growth
occurs in niche sub-segments of much larger
industries. Consider the esoteric space of Australian
annuity products – a space in which Challenger
(ASX:CGF) has become the clear market leader in
recent years. Annuities are specially-designed
insurance products that protect holders against
longevity risk – the risk that you outlive your savings.
If you buy a lifetime annuity product, for example, it
will pay you an income stream for the rest of your life,
irrespective of how long you live.
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Challenger (CGF)

Source: Yahoo!7 Finance, 15 December 2014
Thinking through the structural growth potential of this
niche market in Australia uncovers some interesting
insights. We know that life expectancies in Australia
are increasing as medicine steadily improves. While
this is surely a good thing, it also increases longevity
risk for all of us. We know that our nation is ageing in
the sense that the older post-retirement age brackets
of our population are growing at rates significantly
above the younger age brackets. And we know that,
due to our compulsory superannuation contribution
system and ongoing capital growth of markets, total
superannuation assets are set to balloon over the
next two decades.

currently appears to be a relatively rare exception and
the FSI was supportive of annuities in the post
retirement phase of life, including the removal of all
tax inhibitors.
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.

So what might this mean for the Australian annuities
space? Well, over the next 20 years, total
superannuation assets are expected to approximately
quadruple; the share of assets in “post-retirement”
phase (as opposed to the “accumulation” phase) is
expected to approximately triple; and the proportion
of post-retirement assets allocated to annuities could
at least double. This implies that underlying demand
for annuities in Australia could increase by more than
24 times over this period. This is surely a clear
example of a structural and sustained tailwind. And
this growth will surely make life easier for Challenger
and others to earn superior returns on investment for
an extended period of time.
The only caveat (and risk) is legislative changes such
as the recent one by the department of social
security.
Nevertheless, with Chinese demand for our
commodities waning; with the government trying to
rein in its spending; and with the RBA trying to cool
down mortgage lending, there are not too many
Australian industries experiencing structural and
sustained demand growth. The niche annuities space
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Shortlisted – Energy ETFs, WAM Capital and
Hunter Hall
by Penny Pryor
As we head towards the end of the year (this is our
last full week of the Switzer Super Report) today
we’re going to recap our Experts’ picks for 2015.

Another favourite of Roger Montgomery’s is
CSL. Two weeks ago we wrote about its 34% share
price rise since March.

The picks

It’s certainly been a big year for IPOs. Medibank is
finally trading above its first day’s high and the listing
of surf, skate and action sports retailer SurfStitch
Group on Tuesday is expected to make waves as
well – with at least one fund manager saying it could
be an ‘Alibaba’ for its founders.

You’ll see a lot of them in today’s report but to
summarise we’ll start with Peter’s.
He likes betting on the smart guys and suggests
WAM Capital, Geoff Wilson’s company, as a clever
pick.
Geoff likes betting on the smart guys too and one of
his favourites is Hunter Hall Global Value (HHV). It is
a listed investment company trading at a discount to
Net Tangible Assets.
“It has two main drivers of growth. First, it is exposed
to international stocks, with 52% of its assets listed
outside of Australia, where we see stronger drivers of
economic growth in the main. Second, its largest
holding, medical device group Sirtex (ASX: SRX) is
currently undergoing trials for its major product,
SIR-Sphere, to be used at an earlier stage of liver
cancer upon diagnosis, with results expected
mid-2015,” he says.
He’s not the only one that likes Sirtex. It’s also one
of fund manager Roger Montgomery’s stocks.
“Sirtex’s business in the Asia Pacific is still very
much in its infancy but has enormous potential and
they continue to create a foothold in new markets,”
he says today.
He also points out that there has not been a failed
study into Sirtex’s revolution cancer treatment
devices, which are called SIR-Spheres microspheres.
It’s up by over 100% this year alone.

One of Geoff Wilson’s favourite IPOs this year was
intellectual property services firm IPH Limited (IPH),
better known as Spruson & Ferguson. It has highly
predictable revenue streams, good cash flow and a
capital light structure.
It’s hard to know which IPOs will do well, so our tip
for this one is to make sure you read Tony
Featherstone’s article on making money from new
listings.
Energy ETFs
Last Monday Peter suggested something for the
brave – an energy ETF.
He said it was “only worth thinking about if you are
prepared to wait possibly two years for the big payoff.
What payoff? Well, go back and reread what history
tells us and then think LONG and hard about it.”
Switzer Daily expert and economist David Bassanese
says there are a few commodity/energy ETFs on the
local market.
“One being QCB which is a broad currency hedged
commodity ETF with 40% weighting to energy,” he
says.
“Betashares also offers a currency hedged crude oil
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ETF for those bullish on oil (OOO). The beauty of
currency hedging is that you don’t take currency risk
– it is a pure play on the $US commodity price.”
Here is a list of the oil/energy ETFs and structured
products available on the local market.

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.

On overseas markets, there are tens of Energy ETFs.
Here are the 10 of the leading ETFs trading in the
USA:

On Thursday we’re going to have a look at our
Experts’ best calls from 2014. Sirtex isn’t the only
company that has been a profitable pick for our
subscribers.
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Annual wrap for auctions
by Staff Reporter
As 2014 draws to a close, it’s time to bring out the
annual report card for the auctions market.

Melbourne’s clearance rate came in at 65.9% this
week, on par with last week’s 66%.

Research house RP data says this year was a
“stronger year” for auctions than 2013.

It is expected that Melbourne will only experience a
marginally lower clearance rate in 2014, around
68.6% compared to last year’s 69.2%.

Despite the auctions market cooling in recent weeks,
with one week left to go for the year, the overall
clearance rate in 2014 stands at 68%, compared to
66.2% last year.
“With the exception of Melbourne and Perth, the
clearance rate has risen in each capital city,” says
RP Data housing market specialist, Robert Larocca.
This week, the average clearance rate across the
capital cities was 65.2% compared to 63.7% last
week.
Weekly clearance rate, combined capital cities

What you need to know for 2015
The capital cities might lose some of their puff after a
big boom period, and that means they are no longer
the only place to find good growth in property.
Property expert Margaret Lomas says to invest well in
the New Year, you need to “get back to grass roots
and buy to satisfy the coming demand.”
And if you’re a long-term investor, Adelaide, Perth
and the larger regional centres just outside of
Brisbane look to be the growth centres of tomorrow.
She says these are “areas which can withstand the
short-term economic instability and sit ready to grow
well once stability returns.”

Source: RP Data
Market heavyweight – Sydney – experience a jump in
its clearance rate from 66.1% last week, to 71.2% this
week.
“The Sydney auction market has delivered very good
outcomes for sellers this year with a higher clearance
rate and number of sales,” says Larocca.
“The clearance rate for 2014 is likely to be close to
74.5%, higher than 72.7% last year.”

“While rental yields are continuing to increase, this
can mean that, while you wait for the cycle to begin
its upswing, you can hold an asset, which will care for
itself financially (by giving you sufficient rent to cover
your outgoings) while you wait for growth to start.”
Read more of Lomas’ insights on Switzer Home
Loans.
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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