Monday 27 April 2015

Crazy for stocks
You can call me crazy if you like for thinking stocks have got further to go but I reserve the right to call
you wrong when they do. Today I tally the pros and cons for more upward movement in the market.
Also in the Switzer Super Report today, kids might cost you money but James Dunn lists five
companies that will benefit from that spending and could be the start of your precious one’s university
fund.
Paul Rickard looks at exchange traded funds and listed investment companies and names the best to
invest in, and Geoff Wilson suggests a few companies that could benefit if, god forbid, franking is ever
dumped.
Our Super Stock Selectors have got some great picks today in Shortlisted – Telstra and Rio make an
appearance – and in our weekly property report the auction clearance rate reaches a record high,
albeit on low volumes.
And finally Buy, Sell, Hold – what the brokers say has upgrades for Ansell, Nufarm and Suncorp.
Sincerely,

Peter Switzer
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5 great kids companies to invest in
by James Dunn
Key points
Assisted reproductive service company Virtus
Health has done very well since its float in
May 2013.
Nappy company Asaleo Care Limited (AHY),
is also making inroads into the Australian
market place.
Organic baby food provider Bellamy’s
Australia Limited (BAL) has cornered a
valuable section of the market and may still
have further to run.

Having children can be an expensive proposition, as
a young family finds itself with ramped-up spending,
just at a time when one of them is out of the
workforce. A potential consolation is to find some
stocks that benefit from that spending. Here are five
stocks leveraged to the spending on juvenile humans.

Source: Yahoo! 7 Finance, 27 April 2015
Then fellow IVF services provider Monash IVF
Limited (MVF), formerly owned by Monash
University, floated in June 2014. MVF, which is the
second largest fertility service provider in Australia,
also made a strong debut, moving from its issue price
of $1.85 to $1.97, but the stock has not traded above
its offer price since, and currently MVF changes
hands for $1.51. It paid a 3.25 cents interim dividend
in March.

Conception
Assisted reproductive services does not sound like
something you would expect to find on the stock
market, but it is actually a hot little mini-sector – if two
stocks can be said to make a sector. First Virtus
Health Limited (VRT), the largest IVF services
provider in Australia, floated in May 2013, as its
private equity owner Quadrant exited the stock
(having made more than three times its investment.)
Virtus was issued at $5.68 in June 2013, and hit the
market with a bang, gaining 9% on debut. Since then
the stock has moved to $7.90, with 39 cents of
dividends in the kitty as well.

Source: Yahoo! 7 Finance, 27 April 2015
What these two stocks have going for them is that
they have demographics in their favour: the female
population is growing, and more Australian women
are having babies later in life. The social acceptance
and awareness of IVF services have increased, as
has the accessibility of those services. The demand
for their services is growing and is likely to do so for
some time. It is a very high-return business to be in:
these stocks slot in as defensive healthcare stocks,
but with strong growth prospects.
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For Virtus, the analysts’ consensus forecasts expect
earnings per share (EPS) to rise by 12.4% this
financial year, to 43.6 cents, lifting a further 14.7% in
FY16, to 50 cents. The analysts see Virtus boosting
its dividend by 2.7 cents this year, to 28.7 cents, and
adding 3.8 cents to 32.5 cents a share in FY16. At
$7.90 that prices the stock on a FY15 prospective
fully franked yield of 3.6%, rising to 4.1% in FY16.
And the analysts’ consensus price target looks for
Virtus to reach $8.70, implying 10% upside from the
present price.
Monash IVF has not been a great story for float
subscribers: the stock has not traded above its offer
price of $1.85 since its debut day. The 18% decline
since listing is no doubt annoying for float
subscribers, but it gives an opportunity to new
investors: the analysts’ consensus price target for
MVF sees the stock rallying to $1.86, implying 23%
upside from the present – with a 7.7 cents dividend
expected in FY16, which would deliver a prospective
fully franked yield of 5.1%.
Nappies
Nappies in this country are dominated by
Kimberly-Clark’s Huggies brand, but Asaleo Care
Limited (AHY) aims to change that. Asaleo, which
listed on the stock market in June 2014, makes New
Zealand’s top-selling nappy, Treasures, and will
expand into the Australian nappy market using that
brand.

Treasures nappies and Tork professional hygiene
products.
Asaleo sells the bulk of its products – 69% – to
retailers, such as Coles, Woolworths, and Metcash,
with the rest of its sales classed as
business-to-business: these go to major distributors,
hospitals, aged-care facilities and large companies,
including major fast food chains and distributors such
as Staples and OfficeMax.
Asaleo was floated at $1.65 a share, and has
subsequently moved to $1.90. The company paid a
5.4 cents dividend (for 2014) in March. This year the
analysts that follow Asaleo expect a 9.8 cents
dividend, pricing the stock on an unfranked yield of
5.1%, and the 10.5-cent dividend expected in FY16
lifts that yield to 5.5%. The analysts’ consensus price
target looks for Asaleo to move to $2.03,
Baby food
Tasmanian-based producer and distributor of 100%
Australian made organic baby food products,
Bellamy’s Australia Limited (BAL), was floated in
August 2014, to a rapturous reception. Issued at $1,
the shares hit the ASX screens at $1.31, and have
since cruised to $3.47.

Source: Yahoo! 7 Finance, 27 April 2015

Source: Yahoo! 7 Finance, 27 April 2015
Asaleo makes a wide range of personal hygiene
products, including Sorbent toilet paper and Libra
feminine hygiene products. The stable of products
also includes the TENA range of incontinence
hygiene products, Handee and Tuff Mate paper
towels, Deeko tableware, Purex and Orchid tissues,

Bellamy’s produces an organic food range for babies
and children, with 32 products across infant formula
and baby food. All of BAL’s products are
Australian-made and 100% certified organic.
Consequently, its products attract a premium price
which parents are willing to pay for their children to
have the best nutrition. Selling organic products
provides BAL with a point of differentiation in a very
competitive market place and it is the fastest growing
baby formula company in Australia with a market
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share of over 14%. The brand is well established in
Australia and has a growing presence in China,
Singapore, Hong Kong, Vietnam, Malaysia and New
Zealand.
Bellamy’s was never going to be an income stock –
the prospectus flagged an annual dividend yield of
1.6%, and at $3.47, the expected FY16 dividend will
generate a yield even less than that – but analysts
expect the capital growth story to run further yet.
Their consensus price target is $3.85, which would
represent 11% growth from the present price.
Childcare
G8 Education Limited (GEM) owns 437 childcare
centres in Australia and 18 centres in Singapore. The
stock has been a good performer on the stock market
in recent years, rising from 9 cents in 2009 to $5.58 in
2014, but has since slipped back to $3.63. Analysts
expect G8 to pay a dividend of 25.6 cents a share in
FY15, rising to 27.1 cents in FY16: that prices GEM
on a prospective fully franked FY15 yield of 6.9%,
rising to 7.3% in FY16. Even better, the analysts that
follow the stock have a consensus price target of
$5.00, which is a cool 35% above the current share
price (broker UBS has a target of $6.22).

Source: Yahoo! 7 Finance, 27 April 2015
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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Am I crazy thinking stocks go up from here?
by Peter Switzer
Can stocks really go up from here? And what about
that old saying: “Sell in May and go away?” Well, on
balance of the evidence it could be that stocks are on
the way up again!
The negative test
Let’s test this out.
If you put a lot of anecdotal stuff together, you could
easily be negative. Try this list:
US stock markets at all-time highs with Friday
seeing the S&P 500 going to a new best close
ever and even the Nasdaq has put behind the
highs of the dot.com bubble!
The Yanks are overdue for a correction, which
is a 10% plus slide.
US economic data is not as strong as I would
like, as a bull, but the rising greenback and
very cold weather at the start of the year could
be clouding the clarity of the data. The March
durable goods number saw economists cut
back their growth forecasts with JPMorgan
paring back its Q2 forecast from 3% to
2.5%. That said Barclay’s economics team
thinks the cold weather cut 1% off growth in
Q1.
UBS Wealth Management in the US dropped
its exposure to US stocks for the first time in
three years. It has cut its rating from
overweight to neutral.
Europe is doing OK economically but not as
well as you’d like given the Purchasing
Managers’ Indexes last week. For instance
Germany came in at 54.2, down from 55.4 in
March but that said, any number over 50
equals expansion.
Greece! And all the question marks it brings
for stock markets.
Mark Mobius, a legend of the market and fund

manager of emerging markets for Templeton,
told CNBC that investors should get out of US
stocks because of earnings weakness but he
thinks emerging markets look like a better bet,
so he’s not totally anti-stocks.
Japanese data was mixed recently with a
weak leading index for February and another
fall in its manufacturing conditions PMI for
April, but there was a much better than
expected trade surplus and stronger services
sector conditions.
The positive test
Now for my arguments for stocks and to refute any
accusations of craziness, so here goes:
Emerging markets have done well this year,
up about 9% on the MSCI Emerging Markets
Index, while the S&P 500 is only up 2% or so.
This says emerging markets are doing well
and are expected to continue to do so, and it
means the US market is not too stretched, at
least for this year.
The S&P 500 all-time close on Friday could
bring out the bulls — it could be pack mentality.
The US Fed does not seem in any hurry to
raise rates, especially as the greenback is
doing its job to hose down inflation fears.
However, there is a FOMC meeting this week,
which is where US rates are set and key
statements are made.
Also, the slower economic data now, whether
it’s weather or not, should make many think
the first rate rise is further away, rather than
closer, which should help stocks.
The Chinese Government looks determined to
push up growth and its action last week to
reduce its banks’ reserve ratio shows that.
The rising oil and iron ore prices could put a
fire under material stock share prices, which
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will not only help our stock market, but the US
market also can be material-sensitive as well.
The technical story is positive in the US and
here too. The S&P 500 ended at 2117.69 on
Friday and the charts guys say 2200 could be
the next testing point. The Yanks are in a
triangular pattern, which makes techies think
positively and, by the way, we are in the same
kind of triangular situation as my interview
with Gary Stone showed last week. If you did
not watch it on Saturday when I first
suggested it, have a look at it now.
Of the 201 S&P 500 companies to have
reported to date, 77% have beaten earnings
expectations and earnings growth
expectations for the quarter have improved
from -5.6% year-on-year a month ago, to now
being -1.6% year-on-year. By the way, this is
another huge week for US first quarter
earnings reports.
I could go on but I won’t. The main driver of stocks
has been low interest rates and they are still there
and will persist for some time.
Technically stocks can go up in the near-term, but the
Fed is getting closer to a rate rise and the fact that a
correction is overdue, will be bringing some dramas
this year. However if the US market does drop 10%
or more, a whole lot of experts will be telling you that
this is a buying opportunity and I will be one of them!
Unfortunately our currency could be a lot lower then,
so there will be less currency gains, compared to
what we have seen over the past six months.
Oh well, you can’t have everything when it comes to
the crazy world of stocks!
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 managed investment company
by Paul Rickard
Key points
Exchange traded funds are on “autopilot” –
the manager invests and maintains the
investment in accordance with the index
The three major broad market listed
investment companies – AFIC or Australian
Foundation Investment Company, Argo
Investments and Milton Corporation – are big,
professionally managed and very credible
investment companies.
If the LIC is trading at a discount or a small
premium (say < 2 or 3%), then invest in the
LIC; otherwise, invest in the ETF.

At our Switzer Webinar last month, and again last
week in meetings, a question that was raised by
several investors was “What is better, an ETF or a
LIC?” and then followed up by, “Which one?” If I
have lost you already with the acronyms, I am talking
about Exchange Traded Funds (ETFs) and Listed
Investment Companies (LICs).
While many investors prefer to construct their own
portfolio of direct shares, others can see the
advantages of using a managed investment –
particularly if they don’t have a lot of time to follow
the market. Some investors use managers to
complement a portfolio of direct shares – while others
go the opposite way and run a core portfolio with a
manager and then invest in individual shares as the
satellite component.

There are different types of ETFs – some that track
the broad market, some sector based and others that
follow a part of the market like small caps. Similarly
with LICs, where there is an even greater variety. So
that we can make meaningful comparisons, we are
only going to consider broad-based LICs and market
cap ETFs in regard to the first question – “an ETF or
a LIC?”
Exchange Traded Funds
ETFs are designed to track an index. They are on
“autopilot” – the manager invests and maintains the
investment in accordance with the index. If the index
weight for Commonwealth Bank is 9.80%, very close
to 9.80% of the ETF will be invested in
Commonwealth Bank shares. The manager doesn’t
try to beat the market – all he/she does is try to
reduce the index tracking error.
With their low management fees, they should provide
a return that closely matches the return of the index.
Nothing more, nothing less.
Performances of the major market cap ETFs are set
out below. While each ETF tracks a different index,
they are all broad based indices and we have
compared their performance to the S&P/ASX 200
accumulation index over periods ending on 31 March
2015.

Two of the easiest ways to gain exposure to the
market are through broad based LICs or index
tracking ETFs. Listed and traded on the ASX, both
are managed investments.

07

Major Listed Investment Companies
Major Exchange Traded Funds

Click here to view larger image
Returns to 31/3/2015. Source: respective managers
The major advantage of an ETF over a LIC is
improved transparency and market pricing. ETFs
update their NTA every working day, sometimes
intraday (IOZ and VAS), and due to their fungibility
(interchangeability) and appointment of market
makers, you will buy or sell an ETF within
0.10%/0.20% of the NTA of the fund. The premium or
discount should always be small. Unlike LICs, they
don’t offer share purchase plans.
The major LICs
There are three major broad market LICs – AFIC or
Australian Foundation Investment Company, Argo
Investments and Milton Corporation. They are big,
professionally managed and very credible investment
companies. Milton Corporation, for example, was
listed on the ASX in 1958 and has paid a dividend to
its shareholders every year since.
LICs are actively managed. That said, these broad
market LICs essentially invest in the major blue chip
companies, placing considerable emphasis on
companies that have reliable earnings, pay
fully-franked dividends and have an ability to grow
these dividends. An investment précis is set out
below.

Click here to view larger image
Returns to 31/3/2015. Source: respective managers
As the table demonstrates, the funds have, in the
main, marginally outperformed the S&P/ASX 200
accumulation index over longer time periods. Over
the last 12 months, the funds have marginally
underperformed. While each fund uses a different
benchmark, comparison to the same index over
identical periods (in this case, the year ending 31
March) helps us make an informed judgement
An advantage of LICs compared to ETFs is that they
usually offer share purchase plans, which allows
shareholders to subscribe for new shares at a
marginal discount to their underlying value or NTA
(Net Tangible Asset value).
A major disadvantage is that as close-ended funds,
where new investors become investors by buying
shares from other investors on the ASX, the LIC can
at times trade at a significant premium or discount to
its NTA.
LIC or ETF?
The tables demonstrate that despite their different
investment styles, objectives and benchmarks, the
broad market LICs can be expected to deliver an
index style return plus or minus a fraction, and the
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ETFs an index return less a fraction. While this is not
a “given”, the outcome is not that surprising given
the concentrated nature of the domestic sharemarket
and the relatively conservative investment style
adopted by the LICs.
So, the answer to the question – LIC or ETF – comes
down to the premium or discount that the LIC is
trading at.
The graph below shows AFIC’s share price
compared to the underlying NTA. At times, it has
traded at a discount of up to 10% (typically in bear
markets), and at other times, a premium as high as
12% (typically in bull markets).

ETF by around 0.40% per annum (or say 2% flat over
a five-year period), then the question can be
answered as follows:
if the LIC is trading at a discount or a small premium
(say < 2 or 3%), then invest in the LIC;
otherwise, invest in the ETF.
While there is arguably a little more variability in the
return from the LIC than the ETF (because the former
is actively managed), the flipside is that its return may
indeed be better than 0.40% per annum. There is
also some manager risk – so you may want to spread
any investment across two LICs.
Calculating the premium or discount

AFIC’s share price to NTA – relative
premium/discount

LICs are required to publish their NTA each month
(ASX announcement, plus on their website), which is
generally available by the fifth working day of the
following month.
At other times, you can quite accurately estimate the
NTAs for the broad market LICs. Take the last
published NTA, and adjust it up or down by the
percentage movement in the S&P/ASX 200 since the
calculation date (i.e. end of month). To calculate the
premium or discount, compare the estimated NTA
with the current market price on the ASX.
Which one?

Source: AFIC
Over the last 12 months, most of the LICs have been
trading at premiums, although this has narrowed
considerably over the last month or so. At 31 March,
Argo was trading at a very small premium while AFIC
and Milton were trading at tiny discounts.
Current Discount/Premium (as at 31 March 2015)

Using an assumption that the LIC will outperform the

My ranking of the ETFs (based on management fees
and index tracked) is:
1. Australian Shares ETF VAS (Vanguard)
2. SPDR S&P/ASX 200 STW (SPDR)
3. MSCI Australia IOZ (iShares)
There is very little in this assessment – any of these
ETFs could be selected. It is heavily influenced by
fees and a longer-term view that smaller companies
will in time do better and hence a preference to opt
for a broader index.
Australian Foundation (AFIC) is the largest LIC and
has the best performance record. It is also trading at
a small discount to NTA, and although it is permitted
to borrow money and gear internally, this is still
relatively low. Accordingly, my ranking for the LICs is:
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1. AFI (Australian Foundation)
2. MLT (Milton)
3. ARG (Argo)
Overall? With the LICs trading so close to NTA at the
moment, it’s LICs over ETFs. If I had $100 to invest
and wanted broad-based exposure to the market
through a managed investment, I would invest $50 in
Australian Foundation and $50 in Milton Corporation.
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
Resources stocks have started to rally from beaten
down share price levels while stockbroking analysts
are still paring back forecasts and valuations. As they
say in the trade: timing is everything!
And so it is that negative adjustments to price targets
and estimates are being fully populated by industrial
commodities and energy, with few exceptions only
such as Nufarm (agri-sector) and Dexus (property).
Total upgrades and downgrades for the week were
seven versus seven. Note: this is against a
background of major indices planning yet another
attack at the (so far) elusive 6000.
In the good books
Ansell (ANN) was upgraded to Neutral from
Underperform by Credit Suisse. Buy/Hold/Sell:
2/4/2 Raw materials pricing remains favourable and is
expected to be subdued over the near to medium
term. On balance, the broker envisages softer macro
economic conditions are largely offset by lower input
costs and the benefits of recent acquisitions and new
product launches.

export levy dispute with Kenya have led the stock to
underperform. These overhangs are likely to remain
but operationally Base is performing well, the broker
notes. The northern summer is also seasonally
stronger for mineral sands.
Nufarm (NUF) was upgraded to Neutral from
Underperform by Credit Suisse. Buy/Hold/Sell:
0/6/1 Recent rainfall has meant a solid start to
Australian winter crops. Credit Suisse is raising
second half revenue forecasts to 5.0%, on higher
demand for pre-emergent herbicides. The company’s
geographic diversity should provide a buffer to weak
market conditions.
Suncorp (SUN) was upgraded to Buy from Hold
by Deutsche Bank. Buy/Hold/Sell: 2/4/2 Softer
medium-term earnings growth is envisaged as
general insurance margins normalise but Deutsche
Bank believes there is capacity for higher dividend
yields. This is based on support for ongoing special
dividends and capacity for ordinary payouts towards
the top end of the 60-80% range in a low growth
environment.
Tabcorp (TAH) was upgraded to Outperform from
Neutral by Credit Suisse. Buy/Hold/Sell: 3/2/3
Wagering momentum continues and Credit Suisse is
modelling 5.3% organic wagering revenue growth.
Reports suggest the industry is growing solidly and
Tabcorp is maintaining share. Credit Suisse aligns
the Australian risk-free rate with other gaming stocks
under coverage and upgrades to Outperform from
Neutral.
In the not-so-good books

Base Resources (BSE) was upgraded to Neutral
from Underperform by Macquarie. Buy/Hold/Sell:
1/1/0 The broker has downgraded its mineral sands
price forecasts and hence its Base earnings
forecasts. Weak prices, a high debt burden and the

GBST Holdings (GBT) was downgraded to
Reduce from Add by Morgans. Buy/Hold/Sell:
0/0/1 Currently the stock is priced for perfection and
the broker would prefer to acquire it at lower levels.
Rating is downgraded to Reduce from Add. There
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may be a strong chance the company can sign
another two to three new customers this year and
raise the potential for upgrades but there is also
revenue risk from further consolidation in the
Australian retail broking market.

Earnings Forecast

GWA Group (GWA) was downgraded to Hold from
Buy by Deutsche Bank. Buy/Hold/Sell: 0/5/1
Following the sale of Dux and Brivis the company will
distribute 28.8c per share to shareholders by way of a
capital return and a franked special dividend. The
announcement was broadly in line with expectations
and, given the shares are trading in line with the
target, Deutsche Bank downgrades to Hold from Buy.
Independence Group (IGO) was downgraded to
Neutral from Buy by UBS. Buy/Hold/Sell: 3/3/1
March quarter production was consistent with the
broker’s expectations but the downgrade is based on
recent share price appreciation. The broker expects
the stock to stay a favourite with some investors but
considers it fully valued.

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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Who would benefit from franking’s fall?
by Geoff Wilson
Key points
Dividend imputation's role in eliminating
double taxation is fundamentally sound.
If it were to go, high-yielding companies,
which already pay unfranked dividends would
be the best bet.
These include Scentre Group (SCG, yielding
5.7%), Stockland (SGP, yielding 5.3%), and
Sydney Airport (SYD, yielding 5.0%).

that would survive double taxation.
Where should investors turn if the franking tap is
turned off? It’s best to look for companies with a
high, unfranked yield.
Companies with a high yield tend to have a higher
payout ratio and outperform those with a low payout
ratio and yield. This may seem counter intuitive, but if
company managers must continually seek funding for
projects, rather than dipping into their retained
earnings, they’re more likely to invest in value
creating projects.

Treasurer Joe Hockey’s recent comments heralding
the end of dividend imputation have ruffled the
feathers of fund managers and investors alike. In
encouraging open dialogue about tax reform in the
lead up to the federal government’s tax white paper,
Hockey boldly announced franking would be placed
on the table.

Companies to consider if imputation goes

When introduced in 1987, dividend imputation
acquainted many Australians with the share market
for the first time and it continues to provide attractive
but fair investment opportunities, particularly for
self-managed superannuation funds (SMSFs).

Without the incentive of fully-franked dividends, their
natural replacement would be high-yielding
companies that already pay unfranked dividends,
primarily utilities and property trusts.

Currently, the companies with the highest payout
ratios are those that also pay fully franked dividends,
namely Telstra and the big four banks. Their fully
franked dividends have attracted countless savvy
SMSFs and pushed prices to record highs.

Some of these include:
A disaster in waiting
While there is certainly a case for improving the
current imputation system, its removal would be a
disaster. Its role in eliminating double taxation is
fundamentally sound, and now that it has been
operating for nearly three decades, it is vital for
effective capital formation. I believe its removal would
be political suicide.
Since the original announcement, Hockey has
softened his language, but in the nature of open
dialogue, let’s consider some high-yielding stocks

Scentre Group (SCG, yielding 5.7%)
Stockland (SGP, yielding 5.3%)
Sydney Airport (SYD, yielding 5.0%)
Spark Infrastructure Group (SKI, yielding
5.8%)
Transurban Group (TCL, yielding 4.5%)
The only high yielding stock we currently own is a
property trust, Galileo Japan Trust (GJT), which
yields 8.8% and trades at a 16% discount to its
underlying assets. It is a higher risk play than
traditional property trusts, with gearing (55%) against
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office and retail property assets in Japan.
Let’s hope this franking free scenario remains
hypothetical. Wilson Asset Management will be
making a submission to the federal Government
outlining why we think dividend imputation should
stay.
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.

14

Shortlisted – Super Stock Selectors
by Penny Pryor
Telstra features in our ‘likes’ today, with both Evan
and Paul nominating it. Evan says that the slide in the
share price looks to have bottomed.

Julia Lee’s pick of Rio Tinto shows that there is some
confidence building that the rebound of the iron ore
price will be sustained.

“Last week Telstra bounced off a newly formed
support level of $6.14,” Evan says.

“With iron ore rallying more than 20% from the lows
in April, the iron ore miners will benefit from higher
prices and margins,” she says.

“This I see as a very positive thing for the price action
in the short term and see Telstra under Andy Penn
entering a slightly more exciting phase of growth in
the longer term.”

And she also notes that China is on a strong liquidity
and stimulus drive, which should help as well.

Paul felt it was cheap last week, and still thinks there
is value up to around $6.40.

Still on Oil, and Gary Stone has picked Oil Search
this week, saying it has been able to handle the
weakness in the oil price much better than other oil
stocks.
Showing his chartist credentials he says: “Technically
Oil Search has formed a double bottom, just like the
oil price, that coincides with the bottom of a long term
range that trends up.”
Automotive Holdings Group is Elio’s favourite pick
given it’s announcement that it will be further
expanding its total number of dealerships across
Australia and New Zealand.
“While growth in new vehicle sales is only expected
to be moderate across the industry in FY15, AHE is
well-positioned as the market leader and will benefit
from recent acquisitions in both the automotive and
refrigerated logistics segments,” he says.
It’s one for the dividend seekers as well, given a
prospective grossed up dividend yield of more than
7.5%, according to Elio, and it also has a good track
record of increasing its dividend.
After the wild weather in NSW, and the general
expectation that insurance claims will rise, two
insurance companies are in our dislike list this week.
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Julia says that Suncorp is at a high risk of an
earnings downgrade and is unlikely to reach its 10%
return on equity target in FY15. Raymond Chan is
also not very enamoured with Insurance Australia
Group, which will be hit by the wild weather as well.
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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Volumes down but activity still hot
by Switzer Super Report
With Anzac Day centenary commemorations taking
place on Saturday, auction activity was a lot quieter
than usual, with just 550 auctions held over the
combined capital cities this week, compared to 2,603
last week.

Sydney – recorded an auction clearance rate of
91.9% across 192 auctions. This compares to an
auction clearance rate of 87.0% across 988 auctions
last week.
Weekly clearance rate, Sydney

Despite the small volumes, the preliminary auction
clearance rate for the combined capital cities was the
highest on record at 84.3%, compared to 78.9% last
week.
However as remaining auction data continue to come
in, the final clearance rate is likely to be scaled back.
Weekly clearance rate, combined capital cities
This week Sydney’s most active auction areas
included the Eastern Suburbs.
And if you’re wondering how expensive property is
right now, take a look at the median house and unit
prices for private treaty sales in the capital cities.

Australia’s largest auction market – Melbourne –
recorded an auction clearance rate of 87.4% for a
total of 169 auctions compared to 79.5% last week
across a total of 1,266 auctions.
Weekly clearance rate, Melbourne

To buy a house in Sydney, you’d be up for around
$864,000, while a unit will set you back $650,000.
In Melbourne, the median house price stands at
$560,000 and for units it’s $470,000.
Capital city private treaty median prices

Australia’s hottest performing auction market –
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Why lower rates can be good for the national
property market
Head of Research at CoreLogic RP Data, Tim
Lawless, says that a lower cash rate could mean
positive things for property around Australia.
Lawless reminds us that while the red hot prices of
Sydney – which have risen roughly 14% over the past
12 months – present challenges for the RBA, there
are multiple property markets across the nation that
could benefit from monetary policy stimulus.
“Moving interest rates lower will potentially provide
more stimulus to an already hot Sydney housing
market, but may also provide much needed fuel to
housing markets in other parts of the country,”
Lawless says.
His comments come off the back of CoreLogic RP
Data’s recent quarterly Pain and Gain report, which
found that many mining regions, such as
Queensland’s Mackay and Fitzroy, have a high
proportion of loss making sales.
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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