Monday 11 May 2015

Don't let your love turn to hate
I’m channelling Bon Jovi today when I say you’ve just got to keep the faith, don’t let your love turn to
hate. Not just yet at least. Don’t worry, I’m going to do my darndest to tell you when I think we’re
heading for a crash but that time is not now. I’ll also tell you what I’m doing and I’m not selling out
just yet. I explain the green shoots that I’m seeing today.
Also in the Switzer Super Report, Paul Rickard takes a long hard look at the banks after their horror
week last week. Unless you are horribly overweight, it is still not time to sell out just yet. For those yield
hungry investors, James Dunn finds four dividend dazzlers and in Buy, Sell, Hold – what the brokers
say, AMP, Ardent Leisure and NAB all get upgrades.
Sincerely,

Peter Switzer
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Which bank now?
by Paul Rickard
Key points
This calendar quarter to date, financial stocks
(excluding A-REITs) have lost 8.64%
compared to the index’s loss of 4.18%.
Last week’s profit results were ordinary. All
banks had negative jaws – expenses growing
at a faster rate than income. Earnings growth
has stalled. This was the big message.
If you are overweight banks, use any
meaningful market rally to pare back your
exposure. An index weight is ideal and the
best of the four now looks like NAB, followed
by CBA.

Just a little less than three months ago, I argued that
it was time to lighten your bank holdings. If you were
overweight (as many trustees were), I said to get
back to index weight.
I said that the banks would, over time, start to raise
capital (which would be dilutive) and that in a bull
market helped by a lower Australian dollar, they
would lag the rest of the market. As yields were still
attractive and interest rates were staying low, it
wasn’t a case of being underweight, yet.
I didn’t, however, foresee the severity of the
correction in bank share prices, particularly as it has
occurred in a down market. This calendar quarter to
date, financial stocks (excluding A-REITs) have lost
8.64% compared to the index’s 4.18%.
So the obvious question is, with this correction
underway, how do you play bank stocks going
forward?

Why the correction
There are three main causes. The most difficult to
rationalize is that globally (and in Australia), yield
curves have steepened sharply. In the US, the
10-year Government Bond has risen over the last
month by 20 basis points to 2.15%. The German
Bund has risen by 39bp to 0.54%, and in Australia,
our 10-year bond has risen by 47bp to 2.84%.
Higher bond rates means that bank shares are less
attractive – and potentially, an end to the yield trade!
Bond markets (like equity markets) sometimes get it
very wrong. This may just be a long overdue
correction (caused by a weakening US dollar) to a
massively overbought bond market (I forget how long
I have been short duration – and wrong), however on
face value, the bond market is saying that short-term
cash rates are going up. This seems to fly in the face
of the recent economic data.
Next, we can’t seem to get away from the chatter
about the obvious reality that the banks will need to
find some more capital. The Government has said
that it will respond to the recommendations of the
Financial Systems Inquiry in July, while APRA has
hinted that it may take earlier steps to change the
effective weightings that the major banks (and
Macquarie) use to risk weight their mortgage
portfolios, which will bring them closer to the standard
weightings used by smaller financial institutions.
The banks are already taking steps to boost capital.
Dividend re-investment plans (not being neutralized
and in some cases, partially underwritten), selling
non-core assets (ANZ with Esanda Finance, NAB
with Great Western Bank), and finally, issues of
ordinary shares (a 2 for 25 rights issue by NAB to get
ahead of the game).
The critical issue is the timing – how long banks have
to make the transition to any new higher capital
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standard. If the timespan is multi-year, banks will get
ahead of the game and this issue will fade away.
Finally, last week’s profit results were ordinary. All
banks had negative jaws – expenses growing at a
faster rate than income. Earnings growth has stalled.
This was the big message.
How to play
I think this really depends on your portfolio’s starting
position. While I am not convinced that the yield trade
is over, if the banks can’t grow their earnings, then
comparisons to the bond market are going to become
more relevant – and higher bond yields will mean
lower bank share prices. Watch the bond market for a
lead.
Also, all banks will raise more capital – which
ultimately, has to be dilutive on earnings.
What’s a normal position? Well, if you are an index
hugger, this means that your exposure to stocks in
the financial sector would be 41% of your total share
portfolio. Of this 41%, the four major banks make up
31% – with AMP, Macquarie, Challenger and the
regional banks accounting for the remaining 10%. So,
if your exposure to the four major banks is around
30% to 40% of your share portfolio, then you are
around index weight.
If you are overweight banks, use any meaningful
market rally to pare back your exposure (or don’t
participate in DRPs or take up rights). If you are
underweight or index-weight, you can afford to dip
your toe in the water, but do so with care.
Which bank?
In the Switzer Super Report edition of 16 February, I
revised my bank ratings as 1) CBA, 2) NAB, 3)
Westpac and 4) ANZ. Over the 12-week period, NAB
has been the best performer (prior to Thursday’s
capital announcement), and Westpac the worst. ANZ
is in second place, and CBA comes in third. That
said, the differences are pretty small.
Over the last 12 months, CBA has been the best
performer, with NAB a close second. ANZ and
Westpac make up the rear.

¹ Does not include NAB or Westpac interim dividends.
NAB ex div 99c on May 15, Westpac 93c on May 13
Of the results last week, Westpac’s was the most
disappointing.
Cash earnings in the first half 2015 were flat,
compared to the second half 2014, and down 2% of
first half 2014. While cash earnings were impacted by
lower treasury earnings and an adjustment to the
valuation of derivatives, taking these changes into
account only resulted in very marginal jaws.
Compared to the first half 2014, adjusted income
grew at 4.8% and expenses grew at 4.6%.
For a bank priced at the second highest forward
multiple, Westpac’s result was just not good enough.
“Must do better, Mr Hartzer” would be how the
market saw it, and accordingly, savaged the share
price.
On the other hand, expectations for ANZ were very
low – it has been at the bottom of the performance
table, and was priced at the lowest multiple. It
delivered an “ok” result, with cash earnings up 4.6%
compared to 1H 2014.
While earnings in Australian banking improved, the
group still had negative jaws – foreign exchange
adjusted income grew at 5.3%, while foreign
exchange adjusted expenses grew at 7.2%. Strategy
in Asia remains confused, with ANZ signalling that it
might sell (to improve its capital position) minority
stakes in several Asian banks.
Commonwealth Bank shocked the market with its
quarterly report – about 600 words in total. Cash
earnings for the quarter were $2.2 billion (the same
as the corresponding quarter in 2014), whereas the
market had been expecting $2.3 or $2.4 billion.
Revenue growth was about 5%, benefitting from
higher trading income, but impacted by competitive
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pressures affecting margin.

My view

Expense growth was higher (implying neutral or
negative jaws), impacted by growing regulatory,
compliance and remediation costs.

I am very wary about writing the CBA off after just
one quarterly report. There is no doubt that it
deserves to be priced at a premium to its peers – it is
just a question of what margin that should be.

It can be really dangerous extrapolating this report
(numbers are only provided to the nearest $100
million and there is absolutely no detail or analysis).
However, the tone was unquestionably downbeat.
NAB’s package of UK banking exit via a demerger
and IPO, sale of the remainder of Great Western
Bank, reinsurance arrangement for 21% of its retail
advised insurance book, and capital raised through a
2 for 25 rights issue at $28.50 to raise $5.5bn, was
well received. Upon completion, NAB’s capital ratio
(CET1) will be 10.0% – a full 1.00% above the
midpoint of its target range of 8.75% to 9.25% –
providing it with a buffer for regulatory changes and
developments.
NAB’s half-year result was largely as expected –
adequate, not startling. Cash earnings rose 5.4%
compared with the March 14 half year, or 3.7% on an
earnings per share basis. Adjusting for a one off UK
fine and foreign exchange impacts, NAB’s underlying
costs were well contained, only growing by 2.3% over
the year. Market share gains in home loans and
deposits were highlights.
The brokers
While I have little confidence in the brokers’
collective insights, it is another data point. Listed
below are the consensus broker ratings from FN
Arena. With sentiment measured on a scale of -1.0
(most negative) to +1.0 (most positive), NAB is the
most favoured and Westpac is the least favoured. On
forward multiples, CBA is trading at multiple of 14.9
times earnings – an effective premium of almost 22%
to the ANZ.

I like NAB’s comprehensive capital package and it
looks like CEO Andrew Thorburn has the organisation
focused on a “back to basics” approach, centred on
Australian and New Zealand banking. They have
drawn a line under their legacy businesses.
On the other hand, Westpac has real technology pain
points and potential capital issues, and ANZ’s
strategy seems as confused as ever. Does it really
think it is on track to be a “super regional bank”?
Bottom line – as the performances over the last 12
months have shown, the differences are at the edges.
In a tight market, if you are looking to add to your
bank holdings, my rating is:
1. NAB
2. Commonwealth
3. Westpac
4. ANZ
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.

Source: FN Arena as at 08/05/15. Sentiment scale
(-1.0 to +1.0)
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Keep the faith in stocks!
by Peter Switzer
I keep saying this, and people don’t believe me, but
one day I will turn negative on stocks and I will tell
everyone. When that time comes, and it’s not now, I
won’t care if I am six months or even a year early,
though I will try to avoid that mistake.
One thing I know is timing the market to perfection is
impossible — no matter what some honkies tell you.
Correction versus a crash
Research that John Murray at Perennial Value used
in creating his Wealth Defender Listed Investment
Company (LIC) showed if you stay in a market and
ride out the crashes and booms, your average annual
return is 11%. If you get out three months before –
that’s close to perfect timing — your return is 16.2%.
However, if you get out three months after the first leg
down in a crash, the return is slightly higher at 16.5%.
The big lesson is to work out when a correction is bad
enough to be a crash and get out. I can believe a
correction will show up this year but right now, I can’t
see the makings of a crash.
In terms of keeping the faith, the good old Yanks did
the right thing on Friday with the Dow up 267 points
on a pretty good job numbers that not only confirmed
that the US economic recovery is still in train, but that
the Fed doesn’t have to rush to raise rates because
there were a total of 223,000 jobs created. If they
were over 300,000, I think the market could have sold
off in anticipation of an early rate rise.
But the best bit is the US recovery doubters have
been seen off the property! And the stock market
loved it, with four stocks up for every one falling and
eight of the 10 S&P 500 sectors up by over 1%!

A return to rationality
That’s all and good but the really good news was
that the bond market started to behave more
rationally. Bond yields have been rising just when
there was a lot of doubt about the US economic
recovery. Normally, if an economy was weakening,
you’d buy bonds, pushing bond prices up and yields
down, but the reverse has been happening.
When a colleague asked what was going on with
bonds, I said I didn’t know but I did guess that maybe
the bond market believed in the recovery story. I was
being facetious but the response of the bond market
to a slightly slower improvement in the job market,
with bond prices up and yields down, made more
sense.
Just to clarify, if you think interest rates would rise
soon, bond yields would rise too and vice versa. I
think the bond market, which is said to be ‘smarter’
than the stock market, is also a hell of a lot more
jumpier, nervous and conservative. I think the bond
market is worried about all this money swashing
around the world and therefore it’s jumping at
shadows.
Fed speak and Europe
The most interesting line from last week came from
the Fed boss, Janet Yellen, who said that market
valuations were “quite high” which spooked the stock
market but did throw in that “the Fed was not seeing
the hallmarks of a bubble.” That tells me that Janet
agrees with me that it’s not time to lose the faith in
stocks but it means a correction is likely – probably
when she raises rates for the first time – but I will then
tell you that it is another buying opportunity, unless
the economics changes elsewhere.
Where? Well, Europe needs to be monitored but I like
what I see now. You would have to love this from
Reuters: “For the first time in many years, it seems
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clear that the euro zone performed not only better,
but far better than the US, which almost certainly
suffered a mild economic contraction in
January-March.”
Euro zone growth figures out this week are expected
to come in near 0.5%, which could even mean it
out-grows the UK, which has been the star performer
of the EU. If the numbers come through, it could
mean that the QE program of 60 billion euros a month
was not needed but I see it as insurance, which
should ensure that future growth could really surprise
on the high side in 2016.
Huw Pill of Goldman Sachs explained the
improvement, where even Italy is expected to have
grown by 0.2%, based on five pluses: “This recovery
is supported by five underlying drivers: (1) stronger
external demand; (2) easier domestic financial
conditions; (3) an end to fiscal austerity; (4) a weaker
euro exchange rate; and (5) lower oil prices.”

there, while ours are manageable. It’s time for
growth and if the Budget stimulates growth and jobs,
then confidence will follow and so will stock prices.
And that’s why I’m keeping the faith in stocks. When
the economy fails to respond or if it over-responds
and interest rates, as well as inflation, start to rise
(which will mean we are heading towards normal
economic conditions), that’s when I will start
changing my pro-stocks tune.
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.

This news is great for those who followed our tip that
Europe was the place to invest and I suspect the
snowball of confidence will really start to roll if the
economic news comes out as positively as expected.
There’s no place like home
Meanwhile, those five factors outlined by Pill have a
bit of relevance with us here in Australia.
Our dollar has fallen, though it needs to go lower,
domestic financial conditions are easier, external
demand is responding to a lower dollar, oil prices are
down, helping retail sales as well as inflation, and Joe
Hockey should make fiscal policy easier tomorrow
night.
In a world where central banks are making
fixed-interest investments unattractive, then stocks
are always going to be more popular.
The big question mark over this monetary policy
gamble was would economies respond? It looks like it
has worked in the US and there are promising signs
in the Euro zone, so let’s hope it can start delivering
down under.
Note how no one in the Northern Hemisphere is
talking about deficits and debt and they are really bad

06

4 divine dividend dazzlers
by James Dunn
Key points
The share market still represents a very
alluring yield prospect and the big four banks
currently offer FY16 forecast yields in the
range of 5.1%–5.7%.
If you want some alternatives, with the
understanding that a high-expected dividend
can also mean the share price is at risk,
consider Genworth Mortgage Insurance and
Skilled Group.
MMA Offshore and Seven West Media are
two more that have had their share price
battered but could still do well.

Last week’s fall in the cash rate to a record low of
2% has ramped up the pressure on income-focussed
investors. Cash-heavy self-managed superannuation
funds (SMSFs) face the very real risk that they may
not be generating sufficient income to cover
compliance and administration costs. Many retired
SMSF owners have a different problem – to meet the
minimum pension drawdown rules, they could be
forced to start to eat into their capital.
Investors like these need yield. The interest-rate cut
is only going to intensify the flow of SMSF money
looking for income in the share market.
The hunt
There, of course, investors bear ever-present market
risk. But the share market still represents a very
alluring yield prospect; augmented, in many cases, by
the reasonable expectation of capital growth.
For example, using the consensus of analysts’
forecasts collated by FN Arena, the traditional

sources of SMSF equities income, the big four banks,
currently offer FY16 forecast yields in the range of
5.1%–5.7%.
With the partial rebate of unused franking credits to
an SMSF in accumulation phase, that yield range
effectively represents a yield to the SMSF of
6.2%–6.9%.
In pension phase, with full rebate of franking credits,
the big banks’ effective yield range becomes
7.3%–8.1%.
Among other yield favourites, Telstra is currently
priced at a 5.2% expected FY16 yield on analysts’
consensus forecasts – but simultaneously is viewed
as trading 6.8% above the target price.
The alternatives
Around the ASX200, there are higher yields than
these on offer – with two big caveats. The first is that
expectations are precisely that. The second is that
dividend yields move inversely to a share price,
meaning that in some cases, yields have risen
significantly because the share prices have slumped.
(A high expected dividend yield can imply that the
share price is at risk – that the share price would
have to fall to bring the yield down closer to the
market average. Alternatively, a high forecast
dividend yield could imply that the dividend is likely to
be cut, which would also bring the yield down.)
An investor can find some situations where a share
price fall has opened up an attractive yield, but the
bad news is fully discounted in the share price, and
the business outlook is reasonably strong. These
situations can potentially be used to add some spice
to the overall portfolio yield, especially if the view of
the analysts who follow the stock implies that the
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stock offers some value.
Here are four such potentially lucrative dividend yield
situations, on the back of share price falls, with extra
gain from possible share price recovery:
Genworth Mortgage Insurance Australia (GMA,
$3.16)
Forecast FY16 yield 11.4%, fully franked
16.9% Upside to consensus target price
Mortgage insurer Genworth, which was floated by its
US parent in April 2014, handles 44% of the local
market in insuring home loans with high
loan-to-valuation (LVR) ratios. In the six months to
December 2014 GMA reported a 51% rise in statutory
net profit, to $172.7 million, and declared a fully
franked final dividend of 13.1 cents, and a fully
franked special dividend of 11.5c, for a combined
24.6 cents a share.

Labour hire company Skilled has plenty of headwinds
in the form of weak demand, soft resources markets
and structural changes in the workforce services
division. But it satisfied most brokers with its first-half
result, with strong performances coming from its
technical professionals and engineering and marine
divisions. Skilled received a $700 million “merger of
equals” offer from rival workforce provider
Programmed Maintenance Services (PRG) in
December, but Skilled dismissed the offer, and there
has been little discussion since. The share price has
more than halved in the last 12 months, but the
dividend expectation has held up: if the risks to the
outlook are now fully factored in to the share price,
the value is there.

Source: Yahoo!7 Finance, 11 May 2015
MMA Offshore (MRM, $0.635)
Forecast FY16 yield 8.5%, fully franked
22.6% Upside to consensus target price
Source: Yahoo!7 Finance, 11 May 2015
From its $2.65 float price, Genworth surged to $4.32
in February, but then got hammered when one of its
biggest customers, Westpac – source of 14.1% of
gross written premium in 2014 – took its business
elsewhere. The share price lost 23% to $3.32 and
has not recovered. But where that price fall can work
for investors is that at its quarterly update, Genworth
pointed to an ongoing strong operating performance
and the potential to return around 80 cents a share to
shareholders over and above the expected dividend,
over the next 12 months. In particular, brokers
Macquarie and UBS are fans of the stock.

One of the largest marine service providers to the oil
and gas industry in the Asia Pacific region, MMA
Offshore (MRM) is another stock that has been
hammered by a share market concerned at
deteriorating trading conditions. MRM is down 73%
since August 2014. While the FY15 result is likely to
be flat at best, the acquisition of Singaporean group
Jaya last year improved MMA Offshore’s Asian
position, and this could also be a situation where the
near-term outlook has been fully factored in to the
share price. Dividend expectations have come down
from 12.5 cents (actual FY14) to 5.4 cents (forecast
FY16), but on the share price fall, that would deliver
8.5%.

Skilled Group (SKE, $1.255)
Forecast FY16 yield 9.6%, fully franked
37.6% Upside to consensus target price
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Source: Yahoo!7 Finance, 11 May 2015
Seven West Media (SWM, $1.225)
Forecast FY16 yield 7.6%, fully franked
30.3% Upside to consensus target price
Media group Seven West Media owns the Seven
Network, Pacific Magazines, The West Australian,
Presto and Yahoo!7. The print businesses have
struggled, dragging down earnings, and the half-year
result fell short of expectations. But Seven West
expects TV to deliver a recovery in the second half of
FY15. The share price has fallen by 40% since
August. Seven confirmed it will maintain its dividend
at 12 cents in FY15 and even very conservative
consensus estimates of 8.9 cents a share in FY16
generate a forecast yield of 7.2%, with scope for
improvement on a recovering advertising market.

Source: Yahoo!7 Finance, 11 May 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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Shortlisted – Super Stock Selectors
by Penny Pryor
I wasn’t surprised to see Macquarie Group on our list
of likes for the past week, although I was surprised
that only one of our Super Stock Selectors nominated
it.

the seven years of increasing dividends is coming to
an end,” McCarthy says.

Once known as the “Millionaire’s factory”,
Macquarie Group has been through a few
incarnations since it began as Hills Samuel Group in
1969.
It went through a rough patch during the global
financial crisis as it tried to be a lot of things to a lot of
people. It seems to have worked out its main purpose
now and its results last week were certainly
encouraging, with a 27% increase in net profit.
“The results released on Friday are structurally very
positive,” IG Markets’ Evan Lucas said.
“$1.42 billion came from funds under management,
putting Macquarie on a very solid footing now and
into the future. Macquarie looks to be the bright spot
of the banking space,” he said.
The fact that 70% of earnings come from overseas
and we have a falling dollar, with the central bank
looking to lower the Australian dollar further, also
works in its favour.
Banks feature heavily in our lists this week after an
interesting week of earnings. Banks were widely
blamed for the big slump on the stock market and the
financial services sector does account for over 40%
of our total market weighting.

Our resident chartist, Gary Stone goes outside the
ASX/S&P 100 this week to find Breville Group (BRG)
for his like.

Featuring in our likes list, we have ANZ from
Raymond Chan and NAB from Peter but in our dislike
lists we also have Westpac, from Raymond, and
CBA, NAB and Westpac from Michael McCarthy.

“After running up from $2.50 to $10.00 over two and
a quarter years, Breville’s share price retraced to an
important support level at the $6.30 – $6.40 zone,”
he says.

“Recent earnings reporting is disturbing, suggesting

“From there, a new trend has developed with an
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initial target of $8.30 – $8.50 and then beyond, if the
trend continues, to its next resistance levels of around
$9 – $9.20 and then eventually to test its all-time high
of $10.10.”
Currently trading at around $7.50, the upward trend
sounds like a good trend to believe in.

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
Last week marked the worst week for the Australian
share market for the year thus far. It’s therefore no
surprise that stockbrokers responded by issuing more
upgrades than downgrades for individual stocks.
Equally unsurprisingly, the banks featured
prominently with the sector attracting three upgrades
and one downgrade (see our Thursday report). Other
(former) market darlings equally attracted upgrades;
AMP, Ardent Leisure, and REA Group. Investors
should note all these upgrades (no exception) are to
Neutral from Sell, or equivalent ratings, which is a
signal in itself.
In the good books
AMP (AMP) was upgraded to Buy from Hold by
Deutsche Bank. Buy/Hold/Sell: 3/5/0 First quarter
funds and flows suggest AMP is well positioned to
maintain solid earnings growth. Deutsche Bank, when
examining forward earnings estimates, balance sheet
strength and yield appeal, does not believe the
positives are priced in. AMP is now the broker’s top
pick among wealth managers.

Argent Leisure (AAD) was upgraded to Hold from
Reduce by Morgans. Buy/Hold/Sell: 0/5/0 Following
a de-rating, Morgans lifts its recommendation back to
Hold from Reduce. The broker expects firm
performances from the business units in its quarterly
update, with the exception of health clubs. The broker
likes the high growth from Main Event and solid
dividend yield. Nevertheless, uncertainty about new
management and medium term risks with health
clubs makes for a more neutral proposition.
National Australia Bank (NAB) was upgraded to
Neutral from Sell by Citi. Buy/Hold/Sell: 3/3/1 The
first half results signalled to Citi the bank’s
operations are back in line with peers. The bank has
taken the action the broker considers necessary to
restore the franchise, with a capital raising and a path
to resolving legacy issues. Citi observes some risk
the half-year dividend may need to be re-set as the
payout ratio moves up to 85% – which appears high
for a business looking to recover its market position.
REA Group (REA) was upgraded to Outperform
from Neutral by Credit Suisse. Buy/Hold/Sell:
5/2/1 March quarter growth was weak but the broker
expects a pick up in the June quarter. On this basis,
relatively small adjustments are made to forecasts.
FY15 earnings estimates are reduced by 2.0%, which
still equates to 30% growth for the year. The drop in
the share price is considered a buying opportunity.
Recall Holdings (REC) was upgraded to Hold from
Reduce by Morgans. Buy/Hold/Sell: 2/4/0 As the
share price is trading closer to valuation, Morgans
upgrades to Hold from Reduce. If the acquisition by
Iron Mountain does not eventuate, the broker
considers the downside risk to the share price is now
more limited. The broker considers the offer is only
marginally positive for institutional shareholders, but
expects cross shareholdings among institutions
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should the transaction succeed.
Scentre Group (SCG) was upgraded to
Outperform from Neutral by Credit Suisse.
Buy/Hold/Sell: 2/2/3 The company’s first quarter
update was welcome news to the broker, with a
combination of increased development
commencements and specialty sales growth. The
biggest risk Credit Suisse highlights is regarding
non-core disposals, where there was no news.
Offsetting the potential dilution, the broker observes,
is some well-timed debt refinancing.
In the not-so-good books
Crown Resorts (CWN) was downgraded to
Equal-weight from Overweight by Morgan
Stanley. Buy/Hold/Sell: 3/4/1 Morgan Stanley has
become more cautious on Macau casinos, given the
recent deterioration in industry demand, which could
potentially be structural. Earnings risk could add to
Crown’s balance sheet pressure.

volumes. The broker remains positive for the longer
term but, after strong outperformance this year, the
balance of risks looks more even.
McAleese (MCS) was downgraded to
Underperform from Neutral by Macquarie.
Buy/Hold/Sell: 0/2/1 Atlas Iron (AGO) may
recommence production at two of its three mines this
month and thus McAleese would recommence
haulage. If so, new contracts and profit sharing deals
are expected, which would see McAleese FY15
earnings come in at around $70 million, the broker
calculates, below $85-90 million guidance. While a
restart is good news, and the company is expected to
remain in compliance with its covenants, the level of
debt on the balance sheet means McAleese is not out
of the woods.
Treasury Wine Estate (TWE) was downgraded to
Underweight from Equal-weight by Morgan
Stanley. Buy/Hold/Sell: 0/2/6 Morgan Stanley
believes consensus expectations are too optimistic on
the earnings outlook. The broker has analysed FY16
earnings and risks, which leads to a reduction of
8.0% in forecasts. The broker suspects the FY16
Grange and Penfolds Bin releases will create a profit
“hole” and the company will struggle to cycle the
release of the 2012 bin range release. Moreover, the
leverage to a weaker Australian dollar is considered
overstated.

iiNet (IIN) was downgraded to Hold from Add by
Morgans. Buy/Hold/Sell: 1/7/0 As expected, TPG
Telecom (TPM) has countered M2 Telecom’s (MTU)
offer for iiNet. What Morgans did not expect is that
the iiNet board would support TPG’s $9.55 bid over
the M2 scrip offer as, at face value around $9.61, the
M2 offer is higher. Morgans believes the M2 offer is
better but suspects iiNet is concerned about the value
of M2 scrip. The broker does not rule out M2
countering with another bid but considers it unlikely.
Incitec Pivot (IPL) was downgraded to Neutral
from Buy by Citi. Buy/Hold/Sell: 2/5/1 The broker
expects profit of $135 million and a 4.5c dividend at
the first half result. Key influences are expected to be
higher average fertiliser prices and more stable
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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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Property still preferred
by Switzer Super Report
Property buyers remain confident, with the combined
capital city clearance rate steady at 78.2% this week,
compared to 78.6% last week. For 13 of the 15 weeks
in which auction results have been reported this year,
clearance rates have been at, or above, 74%.
National auction volumes came in at 2,385, down
from last week’s 2,540. Over the same week last
year, there were 1,535 auctions held and the
clearance rate was 65%.
Weekly clearance rate, combined capital cities

Australia’s other market heavy weight – Melbourne –
lost a little momentum this week after a clearance
rate of 77.5% was reported, following last week’s
result of 81.7%.
Auction volumes were also slightly down at 1,064,
compared to last week’s 1,139. At the same time last
year, just 710 auctions were held and a clearance
rate of 61.9% was recorded.
The Melbourne regions with the highest clearance
rates this week included the South East and Outer
East, where, according to preliminary auction results,
9 in every 10 homes went under the gavel.

Weekly clearance rate, Melbourne

Sydney’s stellar results continued this week, with a
clearance of 88.7% recorded from 726 reported
results, compared to last week’s clearance rate of
87.3%. At the same time last year, the clearance rate
was substantially lower at 73.3% after 618 homes
were taken to auction.
Blacktown, Ryde, and North Sydney are Sydney
suburbs that experienced clearance rates of well over
90% this week.
Weekly clearance rate, Sydney

The dark secret behind single industry towns
For those of you looking to buy at the moment,
property guru Margaret Lomas suggests you beware
of the lure of positive cash flows in property, if that’s
the only factor pulling you in to the purchase.
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Lomas gives the example of single industry towns to
illustrate why it can be risky to buy for cash flow
alone.
“It doesn’t take much to reverse the fortunes of
those who invested – a change in the industry, an
economic downturn, and a fluctuating Aussie dollar
are just a few of the many influences which can take
a whole industry and wipe it out in a matter of
months,” she says.
“Rents fall dramatically within weeks and the great
returns turn into dismal yields.”
Therefore, while cash flow is an important aspect, it
pays to look for an area with a diverse industry base,
a growing population and “a high degree of public
amenity.”
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