Monday 20 April 2015

The Super Duper Stock Selectors
I often get asked about what I’m doing with my personal portfolio, so today I wanted to share with you
some of my long-term investment decisions about what I’ve been doing and what I also plan to do if
things pan out as expected.
I also want to draw your attention to our Super Stock Selectors. We survey over 10 professional
investors each week to find out the companies they like, and those they don’t like. We’ve been
running this for four weeks now and we’re getting some great suggestions. Read this for some more
great ideas of what to do with your cash.
James Dunn has 7 fantastic food companies you should check out, and in Buy, Sell, Hold – what the
brokers say, Lend Lease and Oil Search get upgraded. Paul Rickard examines a new product from
Perennial and the auction clearance rate hits a five and a half year high.
Sincerely,

Peter Switzer
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7 fantastic food stocks
by James Dunn
Key points
Australian Agricultural Company has had a
hard run, but is investing in new systems and
processes, which investors should keep an
eye on.
Capilano Honey is relatively newly listed but
has cornered a 70% market share and is
doing well.
A merger between Tasmania-based Webster
(WBA) and Mildura-based cotton, pastoral
and water management company Tandou
(TAN) also warrants attention.

The concept of Australian food producers exporting
high-quality food to the hungry export markets of Asia
is very real, but it has proven difficult for outside
investors to invest in it, for a number of reasons. Here
are six possibilities on the stock exchange, plus a
well-known seventh company that is headed for a
listing later this year.
Fonterra Shareholders’ Fund (FSF)
The biggest food investment opportunity available to
Australian investors is Fonterra, the world’s largest
dairy company. Although it is a New Zealand
company, owned by more than 11,000 New Zealand
farmer shareholders, Australians can invest in
Fonterra through the Fonterra Shareholders’ Fund
(FSF), which has been listed on the Australian
Securities Exchange (ASX) since 2012. FSF units are
not Fonterra shares: FSF unit holders earn returns
based on the financial performance of Fonterra.

Source: Yahoo!7 Finance, 20 April 2015
In Australia, Fonterra’s major brands are Mainland,
Riverina Fresh, Western Star, CalciYum, Bega
(licensed from Bega Cheese Limited, of which
Fonterra owns 9.1%), Perfect Italiano, and Nestlé Ski
in Australia. Fonterra operates 10 manufacturing
plants in Australia and processes about 1.8 million
litres of milk a year, producing 300,000 tonnes of
dairy products. It is the second-largest milk processor
in Australia, behind Murray-Goulburn.
FSF gives Australian investors the opportunity to
invest in something they don’t have – a global food
leader. The company exports about 98% of the milk it
processes in New Zealand and is responsible for
more than one-third of international dairy trade.
Fonterra has built up an international brand portfolio
across its key markets in Australasia, South East
Asia, the Middle East, Latin America and,
increasingly, China.
But FSF has not been a great performer for
Australian investors. Fonterra has struggled recently,
as dairy prices sank to a five-year low in December
2014, before beginning to recover this year. Fonterra
was also the victim of a recent poisoning threat. From
a peak of $6.68 in May 2013, the share price has
surrendered 23%. In 2015, FSF has slid from $5.66 to
$5.15.
The full-year payout for FY14 came in at 7.83 NZ
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cents, down from 22.94 cents in FY13, while the
recent interim dividend of 10 NZ cents was down from
15.97 NZ cents for the six months to January 2014.
Australian Agricultural Company (AAC)
Established in 1824, AAC should be the exemplar
stock of Australia’s ability to grow and export food. It
is Australia´s largest cattle manager, with about
470,000 head of cattle it runs on 21 properties across
Queensland and the Northern Territory. The company
is vertically integrated, from breeding to processing to
exporting, and it has worked hard to gain premium
pricing for its source-guaranteed, branded “paddock
to plate” beef. AAC is the world’s largest wagyu beef
producer. Its beef is exported to more than 20
countries – with Korea the biggest market, accounting
for more than 20% of beef sales. But drought, the
suspension of live cattle exports to Indonesia in 2011,
the resulting over-supply of cattle and the high A$
combined to send AAC into loss in 2012, and it has
remained there ever since.

marketer of honey in Australia, and is one of the
world’s largest. The eponymous Capilano brand
holds 50% of the Australian honey market and the
company’s other brands take the company’s market
share to 70%. In FY14, the domestic business
accounted for 80% of sales, while exports were 20%.

Source: Yahoo!7 Finance, 20 April 2015
Established in 1953, Capilano gets its honey from
about 500 beekeepers, who collectively own about
40% of Capilano. Since listing on the ASX in July
2012, the stock has been a huge success on the
stock market, turning its $2 listing price into $11.33.
As an Australian-owned processor, Capilano benefits
from the clean, green perception of ‘brand Australia’
in export markets, as well as from domestic
shoppers’ preference to buy Australian-made
products. The company has launched new products
to extend the uses of honey in the cooking, sports
nutrition and health and wellness markets.

Source: Yahoo!7 Finance, 20 April 2015
But AAC has in its favour the strong growth in global
demand for premium beef. AAC’s new Livingstone
Beef facility in Darwin, commissioned in February, is
a major plank in its transformation into a vertically
integrated company. The company still makes a loss,
but the stock market has picked up on what it is
building: from 98 cents in June 2012, the share price
has risen to $1.65. AAC hopes to resume dividends
when it starts to get “sustainable and significant
positive operational cash flows.”
Capilano Honey (CZZ)
One of Australia’s most successful food exporters is
Capilano Honey Limited (CZZ), which exports to 33
countries. Capilano is the largest packer and

Capilano has shown excellent capital growth – CZZ
has more than doubled in price in the last 12 months
– and analysts’ consensus price targets see that rise
extending to $12.30. But CZZ has not been much of
an income stock, paying a 20-cent dividend in FY14,
fully franked, for a historical yield of 1.8%. However,
analysts’ consensus expects CZZ to lift that dividend
in FY15 to 40 cents, lifting the prospective yield to
3.5%.
Webster/Tandou
An interesting consolidation is under way in the
agri-business sector through the merger proposal
made by Tasmania-based Webster (WBA) –
Australia’s fourth-oldest business – to Mildura-based
cotton, pastoral and water management company
Tandou (TAN).
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Capitalised at $253 million, Webster is the southern
hemisphere’s largest producer of walnuts: it is a
counter-seasonal exporter, able to offer fresh walnuts
to its markets in the opposite six months to the
northern hemisphere crop. Webster exports its
walnuts to eight countries. Webster has also bought
private northern NSW-based cotton, sorghum and
chickpeas grower Bengerang (the former PrimeAg)
and the Kooba portfolio of Riverina-based irrigation
properties. Together, the deals more than double the
asset base of Webster to $540 million.

Australian Dairy Farms Group (AHF)
Another dairy exposure is evolving in the form of
Australia’s first ASX-listed dairy farmer, Australian
Dairy Farms Group (AHF), which arrived on the stock
market in October 2014. AHF’s business strategy is
to aggregate dairy farms in south-west Victoria’s
“golden triangle” dairy region. Capitalised at just $16
million, AHF currently owns four farms and is looking
to add up to 16 more.

Source: Yahoo!7 Finance, 20 April 2015
Source: Yahoo!7 Finance, 20 April 2015
Tandou’s board has recommended that shareholders
accept the scrip merger offer, which valued Tandou
(capitalised at $131 million) at 58 cents a share. Its
shareholders will receive Webster shares and
become a shareholder in a much bigger entity with a
significantly larger market capitalisation. Webster
shareholders will pick up Tandou’s significant
portfolio of water entitlements and expertise in water
trading: the combined entity will be diversified
walnuts, cotton and water management business,
with a secure water supply. Both Webster and
Tandou are relatively low-yield dividend-paying
stocks – Webster fully franked, Tandou unfranked –
but there is no indication yet of the likely dividend
policy of the combined entity.

Source: Yahoo!7 Finance, 20 April 2015

The company says it is buying at a good time, at a
cyclical low in dairy farm prices, at a time when there
are strong supply/demand fundamentals in milk. AHF
hopes to aggregate more than 50 million litres of
production by November 2016, to achieve critical
mass – that figure is currently about 10.2 million litres.
At present, AHF supplies Fonterra processing
facilities, but there is a range of other potential
customers in its “golden triangle” region of
operations. The stock could be an attractive
proposition once it achieves its targeted scale, but at
present it makes a loss and there is no dividend.
Select Harvests (SHV)
One of Australia’s most successful agribusinesses,
Select Harvests (SHV) is Australia’s largest almond
grower and processor, and has become the
third-largest almond grower in the world. The group
owns and manages orchards in Victoria and New
South Wales and supplies consumer brands including
Lucky, Sunsol and Soland.
The Australian almond industry has boomed in recent
years on the back of a severe drought in California –
the world’s dominant almond-producing region – as
well as rising consumer demand for almonds and
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their health benefits.

Source: Yahoo!7 Finance, 20 April 2015
SHV (which is capitalised at $580 million) has been a
very strong performer for investors in recent years,
with a total return (capital growth plus dividends)
running at 21% a year over the last five years. The
share price has moved from $3.96 to $8.18. An
expected 29-cent dividend in FY15 prices SHV on an
unfranked yield of 3.5%.
Murray Goulburn (not yet listed)
Australia’s largest dairy exporter, Murray Goulburn,
is expected to list on the ASX later this year in a $500
million listing, after the co-operative puts to its farmer
members a capital restructure proposal that includes
listing a unit trust. The structure will be similar to FSF:
only active milk suppliers will own voting shares in
Murray Goulburn, but the trust will allow outside
investors to invest in the company, and thus gain
exposure to a large agri-business that generates
more than half of its revenue exporting to the major
markets of Asia, the Middle East and North Africa,
and the Americas.
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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I’ve got cash but how do I invest it?
by Peter Switzer
I have cash right now but what will I do with it?
Personally, I’m caught between my long and
short-term views, which most investors have to cope
with all the time. I must admit I let my long-term view
prevail.
Minute by minute
Let’s look at the short-term issues and potential
investments first.
On issues, let’s throw them into one big negative mix
first. It starts with a US stock market overdue for a
correction (it has been around all-time highs for a
long time). An interest rate rise, which is bound to hit
stocks, short-term and even before it happens, could
come as early as June. However, there has been a
soft patch of economic data in the States, so I can’t
see a rate rise before September. It could be later.
And then there’s the Greece question mark. Debts
are coming due and the Greeks could default, if they
can’t cut a deal with the IMF and its Euro zone
buddies. Greece could leave the zone and this would
generate stock market uncertainty, which could lead
to a global correction.
I’m betting against this scenario. Even if the Greeks
went back on the drachma, after all this time, if any
bank is over-exposed to Greece, they deserve to fail!
That said, it could still rock markets short term.
I did like the comment of the European Central Bank
boss Mario Draghi, who virtually said the Euro zone is
now in a better place to cope with any contagion that
follows a Greek exit, or, as they calling it, “Grexit”.
That said, the very mention of a contagion, where
others such as Portugal or Italy could try to do a
‘Greece’, could shock nervous stock markets. And
they are jumpy, as Wall Street showed over the

weekend and it will spread here as well.
In case you missed it, the Dow Jones Industrial
Average lost 279.47 points (or 1.54%) to finish at
17,826.3. The index has been at 18,288.63, so even
now it’s only off 462 points (or 2.5%), which means
the market has to be poised for a sell off, if something
big and scary comes along for investors.
Day by day
Right now, the Yanks are in earnings season. It’s a
big week of US company revelations, which could hit
or help stocks. On April 24 (when we’ll be
remembering ANZAC day because we’re ahead of
Europe), Greece’s fate will be determined by Euro
zone finance ministers!
Reuters has summed up the US reporting season so
far and it explains why some think a sell off can’t be
ruled out: “Of the 59 companies in S&P 500 that
have posted earnings to date, 74.6% have topped
profit expectations, above the 70% beat rate for the
past four quarters and 63% rate since 1994.”
And there is more: “Early returns on revenue have
been disappointing, however, as 45.8 of companies
have topped estimates, well short of the 58% rate for
the past four quarters and 61% rate since 2002.”
And all this happens with May looming and there’s
the old chestnut: “Sell in May and go away.”
Morgan’s Michael Knox says there are some
seasonal drivers on stocks that can take the market
down. This does happen around April but its
significance is only around 7%. It’s linked to the role
of international capital, where the Brits and
Europeans sell off, which is linked to the end of their
financial years. His interesting paper concludes:
“April is the seasonal peak, however, it might be
worthwhile coming back and looking at the market as
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But remember, its reliability is statistically low.

well) has picked the big, currency-helped companies,
such as CSL, but there are still smaller ones with
potential over the next year or so.

Week by week

What I’m doing

On top of these many worrying issues, the Chinese
spooked markets on Friday with changes to short
selling and margin loan trading that sent stock futures
plummeting. This has come along as the Shanghai
Composite has recently steepened to Everest
proportions!

When I’m happy that a mid-year sell off is out of the
way, I’ll be buying an ETF for the S&P/ASX 200. I’m
toying with a speculator buy on Santos but I don’t
know if I want exposure to the hard-to-work-out
energy sector, although long-term it could be a smart
play.

early as the end of June.”

I’m looking at small cap Listed Investment
Companies to rely on the expertise of those fund
managers who specialise in smaller outfits and who
actually go to the companies and kick the tyres. If you
want to see some companies in this space, go to my
interview with Investor Mutual’s Simon Conn. Also,
in my interview with Ron Bewley we talked about
what companies he is positioning his portfolio with
and he liked Santos as well.
Okay, there are plenty of reasons to be negative
short-term, but if you believe the US economic
recovery story, you should be comfortable enough to
invest. By the way, the US leading index rose by
0.2% in March, just short of the 0.3% expected gain,
while consumer confidence rose from 93 to 95.9 in
April, ahead of forecasts for a result near 94. God
bless those Yanks!
If you believe QE will work in Europe and Japan, and
China is in stimulation mode, then your long-term play
is based on a rising stock market over (at least) the
next two years. The history of economies says the
first few interest rate rises for an economy such as
the US will hurt economic growth. Given the first rate
rise might not be until even early next year, then I
think it’s pretty safe to bet on rising stocks.
I want to see the next phase of the US growth cycle
where the greenback is higher and smaller,
non-exporting companies take the indexes higher.
This is in contrast to us, where a lower dollar will help
all the companies — big and small — that struggled
when the miners were king and the dollar was
stronger than the greenback.

Professor Bewley can be hard to understand for
normal people — he is so bright! Just remember, his
research is driven by analysts he surveys so when
the consensus goes for or against a stock or sector,
Ron takes that on board.
Some of you might be thinking that I could miss the
early part of another leg up if all the potential bad
news actually turns out to be OK. That’s likely, but
I’d rather get in on a rising trend, especially around
the old “sell in May” period of time, even if it often
starts in April!
As you can see, my investing is long-term oriented.
That’s exactly how I play stocks. One day, when I
have more time, I’ll play a shorter game but that time
has not yet come.
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.

The market (and we here at SSR have done this as
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Shortlisted – Super Stock Selectors
by Penny Pryor
We’ve got a great selection of stocks in our Super
Stock Selectors today. Following on from James
Dunn’s food theme, Julia Lee likes milk with A2 Milk
(A2M), which is listed in Australia and New Zealand.
“With dairy prices looking like they are close to the
bottom of the cycle, now is the time to look at buying
A2 milk, Julia says.
“While most milk contains A1 and A2 milk proteins of
beta casein, A2 milk only contains the A2 form, which
may be easier to digest for some people intolerant of
dairy.”
Macquarie Group is still a favourite of Evan Lucas
and QBE Insurance also gets a mention from chartist
Gary Stone. He suggests that after a rough seven
years, things could be about to look up for the insurer.

Switzer Super Report co-founder, Paul Rickard is
starting to like Telstra at these prices. “Performance
this year has been disappointing,” he says. “But it
looks like value around $6.15.”

“Technically, QBE ‘s share price has been
consolidating in a range between $10 and $13 since
the beginning of 2014, having fallen from a high of
$35 in November 2007,” he says.
“In mid-March, just five weeks ago, QBE broke out of
this range and is currently forming a platform of
technical strength above $13. The longer QBE
remains above $13, the higher the probability that it
will fill the huge price gap down that occurred in
December 2013 from $15.45 and then proceed
higher.”
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And ST Wong has an interesting like with Fairfax
(FXJ). He says investors are refocussing on the value
of Domain.
“A case could made for Domain improving its position
against REA as investments in technology are made
and synergies with the Fairfax Group are reaped,” he
says.
It should come as no surprise that Fortescue and
Arrium are in our dislikes list but you might be more
surprised by Paul Rickard’s mention of Coles and
Woolworths. You can follow his thinking 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

09

Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
Several brokers chose last week to review their
commodity price and Aussie dollar forecasts, leading
to some significant alterations to earnings forecasts
and target prices.

sales data for March shows the recovery in vehicle
sales is continuing to gain momentum. The broker
suspects potential changes to the industry structure
could also add value.

Outside of the resource sector, up/downgrades were
fairly even and dispersed across sectors. Notably,
brokers are running out of stocks to downgrade
simply on the basis of over-valuation, although there
were still a couple of candidates this week, including
high-flying M2 Telecommunications.

Independence Group (IGO) was upgraded to
Outperform from Neutral by Credit Suisse and to
Buy from Neutral by Citi. Buy/Hold/Sell: 3/3/1 The
broker observes, with unchanged gold price forecasts
and a significant depreciation in the Australian dollar,
Independence is the biggest beneficiary of a revised
commodity price outlook. The broker increases
earnings estimates by 24% for FY16, and raises the
estimated dividend in FY15 and FY16 to 18c and 38c
respectively.

In the good books
AusNet Services (AST) was upgraded to Neutral
from Underperform by Macquarie. Buy/Hold/Sell:
0/6/1 FY15 has been tough for the company, with
unfavourable tax resolutions and cost over-runs but
FY16 should be better as AusNet benefits from
revenue catch up. The broker notes the dividend has
only grown with inflation over the last couple of years
and this trend is unlikely to change with the higher
participation in the reinvestment plan, supporting the
current guidance for 8.4c per share.

Carsales.com (CAR) was upgraded to Add from
Hold by Morgans. Buy/Hold/Sell: 7/0/1 New car

Lend Lease (LLC) was upgraded to Buy from
Neutral by UBS. Buy/Hold/Sell: 6/2/0 A growing
development pipeline internationally means activity is
high for Lend Lease and set to increase. UBS
expects continued positive news flow for the rest of
2015, with a particular focus on apartment projects.
Oil Search (OSH) was upgraded to Buy from
Neutral by UBS. Buy/Hold/Sell: 7/1/0 UBS is raising
2015 Brent forecasts to US$56.25/bbl from
US$52.50/bbl. The broker has also reduced long-term
Australian dollar assumptions to US75c from US80c.
Oil Search is returned to a Buy rating from Neutral,
after recent share price weakness, with near-term
catalysts around the Antelope and Taza drilling
results.
Sirius Resources (SIR) was upgraded to
Outperform from Underperform by Credit Suisse.
Buy/Hold/Sell: 5/1/0 Credit Suisse is upgrading to
Outperform from Underperform given recent share
price underperformance, and higher cash flow
expectations. The stock benefits from a valuation
uplift on the broker’s lower Australian dollar
forecasts, which offsets lower nickel prices.
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In the not-so-good books
Brambles (BXB) was downgraded to
Equal-weight from Overweight by Morgan
Stanley. Buy/Hold/Sell: 2/5/0 Morgan Stanley’s
proprietary survey finds small risks to the outlook for
pallets. Revenue acceleration is further away than the
broker previously assumed and emerging markets
may have to contribute more to support near-term
growth. The broker lowers Brambles’ earnings
forecasts by 7.0% over the forecast period.

years. Production growth is set to benefit from
increased transparency potential in east coast gas
markets and available third party capacity at
Moomba.
Echo Entertainment (EGP) was downgraded to
Underperform from Outperform by Credit Suisse.
Buy/Hold/Sell: 5/2/1 The south-east Queensland
gaming machine market remains buoyant, with the
broker noting 7-8% growth in the March quarter.
Credit Suisse notes consumer confidence, spurred by
rising house prices, has also been an important
factor. Lower end players are driving the growth too,
the broker observes. Based on share price strength
the broker downgrades to Underperform from
Outperform.
Iluka Resources (ILU) was downgraded to
Underperform from Neutral by Macquarie.
Buy/Hold/Sell: 5/1/2 Incorporating lower mineral
sands forecasts Macquarie downgrades to
Underperform from Neutral. Weak demand,
particularly from China is weighing. Supply discipline
for zircon has kept prices buoyant but the broker
believes the latent overcapacity will suppress any
material price increases as demand recovers.

Dexus Property (DXS) was downgraded to
Underperform from Neutral by Credit Suisse.
Buy/Hold/Sell: 2/1/4 Dexus earnings-per-share
growth is falling and the stock appears fully priced in
Credit Suisse’s view. The broker reviews its model
and expects the current price/earnings ratio will
become more stretched as growth slows.
Drillsearch Energy (DLS) was downgraded to
Neutral from Outperform by Macquarie.
Buy/Hold/Sell: 3/3/0 Drillsearch continues to take
proactive measures to adapt to the current oil price
environment. Macquarie downgrades to Neutral from
Outperform and retains a $1.20 target. Macquarie is
encouraged by the cash flow conservation and capital
discipline and believes the company has the ability to
deliver material wet gas production over coming

Newcrest (NCM) was downgraded to Neutral from
Buy by Citi. Buy/Hold/Sell: 0/4/4 The broker’s gold
forecasts have been trimmed until 2020, with
fundamental tightness being outweighed by US dollar
strength and macro investment headwinds. Citi
downgrades Newcrest to Neutral from Buy after a
strong re-rating in the share price.
Rio Tinto (RIO) was downgraded to Neutral from
Buy by Citi. Buy/Hold/Sell: 4/4/0 Citi expects the
bear market will continue in iron ore with large scale
supply growth set to add pressure to weak demand.
The broker expects iron ore prices to fall slightly over
the first three quarters of 2015 then slowly rebound.
With Rio Tinto the question for Citi is whether a yield
above 5.0% is enough to offset iron ore price
headwinds and a lack of cash flow generation.
Tower (TWR) was downgraded to Underperform
from Neutral by Credit Suisse. Buy/Hold/Sell:
1/0/1 The company has announced a NZ$50 million
adverse development cover for the February 2011
earthquake. Credit Suisse observes, while this
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appears prudent, close to a full year of earnings are
at risk before the reinsurance provides cover. This is
a clear reminder to the broker of the earnings
downside risk and, therefore, dividend risk.

Earnings Forecast

Treasury Wine Estates (TWE) was downgraded to
Underperform from Neutral by Macquarie.
Buy/Hold/Sell: 0/3/5 Macquarie has reviewed the
latest data on the Australian wine industry in the light
of ongoing currency weakness. Total wine
consumption has been flat since FY10 but recent
trends suggest to the broker the category may be in
decline. Bucking the weaker trend is luxury wine,
where continuing growth is driving pricing gains. The
announcement of the closure and sale of several
wineries is the correct strategy in Macquarie’s view
but does reflect ongoing over-capacity and quality
challenges in the Australian industry. The broker
downgrades to Underperform from Neutral, as it
struggles with the current multiples.
Whitehaven Coal (WHC) was downgraded to
Neutral from Buy by Citi and to Hold from Add by
Morgans. Buy/Hold/Sell: 3/5/0 The broker’s
commodity team has upgraded near-term coal prices
but downgraded 2016-18 prices. This drives earnings
downgrades for Whitehaven from FY17. Citi
downgrades to Neutral from Buy and reduces the
target to $1.60 from $1.70. Although the new debt
facility provides funding certainty the broker expects
only modest cash generation. Morgans revises
valuation on adjustments to the coal price and
currency outlook. Provided costs and production are
on track the broker’s view on the stock is almost
entirely based on whether the coal price can recover
in the next 2-3 years.

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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Product road test – ‘Defending your wealth’
by Paul Rickard
Key points:
Investors in Wealth Defender will have
exposure to an actively managed Australian
equities portfolio that seeks to cushion the
impact of major market falls.
Stocks will be selected using a “bottom up,
value style” investment process, with small
caps limited to no more than 20%.
Up to 160 million shares at $1.00 are being
issued via an IPO. Initial investors will also
gain access to a loyalty option.

Highly regarded fund manager Perennial has
launched a new ASX listed investment company,
Wealth Defender Equities Limited. This follows the
success of a similar fund that commenced last year,
Perennial Value Wealth Defender Australian Equities
Trust.
Wealth Defender is coming to the market via an IPO
process, and is seeking to raise up to $160 million.
Value proposition
As a listed investment company, investors in Wealth
Defender will have exposure to an actively managed
Australian equities portfolio that aims to provide the
long term benefits of share market investing, while
also seeking to cushion the impact of major market
falls.

when markets fall with dynamic capital protection
strategies.
The Wealth Defender strategy recognises that while
the Australian market may rise and fall, when
assessed on rolling six-month periods over the 20
years from 1994, over 90% of negative returns have
been in the range of 0-20%.
The Wealth Defender approach focuses on protecting
the most likely loss range in an Australian equities
portfolio. The aim of this strategy is to reduce the
depth of falls that may be experienced during periods
of significant market downturn, rather than to
eliminate losses entirely.
The company will typically own between 35 and 100
stocks (large cap and small cap), and work within the
following asset allocation bands:
Australian equities: 50% to 100%
Cash: 0% to 50%
International assets: 0% to 10%
Derivatives (net effective exposure): 0% to 50%
Stocks will be selected using a “bottom up, value
style” investment process, with small caps (stocks
outside the top 100) limited to no more than 20% of
the gross value of the company’s portfolio. A
representation of the investment process is illustrated
below.

The company’s investment strategy is to actively
manage allocations between equities, derivative
protection and cash throughout market cycles, with
the aim of enhancing the long term performance
outcome by maximising returns when markets rally,
and cushioning the magnitude of significant losses
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exceeding the index return of 11.3%.
Perennial will charge the company a management fee
of 0.98% per annum (plus GST) on the first $250
million of net assets, and 0.80% per annum (plus
GST) on any amount over this. It will also be entitled
to a performance fee of 15% of the portfolio’s
outperformance, compared to the benchmark
S&P/ASX 300 Accumulation Index.
Perennial will also be entitled to the reimbursement of
particular expenses. The company will also incur
other expenses, such as ASX listing fees and
directors’ fees.
The offer

The manager
The company has appointed Perennial Value
Management Limited to manage the portfolio for an
initial term of five years, with automatic five years
extensions.
Perennial Value is a leading active equity manager,
with more than $8.1 billion invested on behalf of
institutional and retail clients. Headed by John
Murray, its flagship fund, the $1.7 billion Perennial
Value Australian Shares Trust, has a robust track
record as the following table shows:

The Company is seeking to raise up to $160 million
via the issue of 160 million $1.00 shares. The offer is
not underwritten, and will only go ahead if at least 50
million shares are subscribed.
Because of establishment costs and broker
placement fees, the Net Asset Value (NAV) of the
shares on subscription will be $0.971 if the minimum
subscription is obtained, or $0.977 if the maximum
subscription is reached.
As a sweetener to initial subscribers, the company
will issue loyalty options on the basis of one option for
every share subscribed. The loyalty options will only
vest if the original shares are held onto for at least six
months, otherwise they will lapse. Upon vesting, the
holder will then be entitled to exercise the options at
any time until 23 November 2016 by subscribing for
new shares in the company at a price of $1.00.
Other details are set out below:

Performance to 31 March 2015. Index is the
S&P/ASX 300 Accumulation.
The company has elected to not disclose in the PDS
the performance of the Perennial Wealth Defender
Australian Shares Trust, noting that this has only
been going since last May and that the suggested
investment time frame is five years or more. On
Perennial’s website, it does disclose that this fund’s
net performance to 31 March is 11.4%, marginally
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Applications
Applications can be made with the brokers involved in
the deal (Morgan Stanley, Bell Potter, CommSec,
Macquarie, Lonsec or Ord Minnett), or directly at
www.wealthdefenderequities.com.au If applying
through a broker, remember that they are getting paid
a selling fee of 1.5% and may in some cases elect to
share some, or all, of this with you.
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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A five-and-a-half year high
by Switzer Super Report
The auction market is not showing any sign of
slowing down, recording a preliminary auction
clearance rate of 79.2% this week. That compares to
77.2% last week and is the best result since
September 2009.

In Melbourne, the preliminary clearance rate was
78.7%, and the best performing areas included
Melbourne’s Outer East and the Inner South.
Capital city median time on market and average
vendor discounting results

Core Logic RP Data says that out of the 12 weeks of
auction results this year, eight have seen clearance
rates over 75%.
Auction volumes are also heating up, with 2,531 held
across the combined capitals this week, compared to
1,674 last week and just 642 held last year due to the
Easter long weekend.
Weekly clearance rate, combined capital cities

Is it time to refinance?
And if you haven’t noticed already, home loan rates
are becoming increasingly competitive in this low rate
environment, which means it could be the right time
to consider refinancing.
Sydney’s preliminary clearance rate was 88.3% after
950 properties were taken to auction – the city’s
strongest result on record.

In Peter’s recent article, he explained how you could
save thousands over the life of your loan if you
switched to a lower rate today.

Some of the best performing suburbs this week
included the Eastern suburbs, North Sydney, Hornsby
and Blacktown.

“Say you have a $500,000 loan and 25 years left on
your mortgage. If you go from a 5% rate to our 4.54%
rate, you’ll save nearly $40,000 during the course of
the loan. Your monthly repayments also drop from
$2,933 to $2,801. So that will see you at least
$35,000 ahead, if not more!”

Weekly clearance rate, Sydney

Our sister website, Switzer Home Loans, also offers a
competitive 4.68% comparison rate for a five-year
fixed loan
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.
“If you have a fixed rate option, there’s a real
possibility you could pay your mortgage down in five
years so you wouldn’t have to worry about the new
higher variable rate when your fixed term is finished,”
Peter said.
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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