Monday 1 June 2015

Greece is the word
It should come as no surprise that the market is down today after the jitters going through Europe and
the rest of the world. Make no mistake, this week is going to be a rocky ride with a final IMF payment
due from Greece and continuing concerns about its possible exit from the European Union. But today I
explain why I’ve still got my eye out for bargains.
Also in the Switzer Super Report, Paul Rickard crunches the monthly numbers for our SSR portfolios
and reports that they are both more than 2.5% ahead of their benchmark indices. Tony Featherstone
looks at the outlook for LNG, both short-term and long-term, and discovers it may not be all bad.
Meanwhile, James Dunn has got seven of the next big things in blue chips for your portfolio.
Sincerely,

Peter Switzer
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The 7 next big blue chips
by James Dunn
Key points
Some of today’s blue chip babies are
companies that fell from grace but have
managed to make good again – like Amcor
and Lend Lease.
Ansell, Computershare and Brambles have
great market leading businesses.
CSL and Ramsay Health Care are in a league
of their own.
Blue chip status comes from many years of
consistently rising profits and dividends, but also
comes from the company having a strong business
with a competitive advantage that should be
sustainable. But blue chip status is not granted once
and for all: there are many examples of blue chip
stocks that fell from grace.
Indeed, expectations are higher for blue chips, and if
they happen to disappoint the market, the share price
reckoning can be savage. No blue chip stock can be
expected only to rise and never fall, but you can
invest a bit more confidently if you know that the
business has a sound growth story from which to
generate its cashflows.
Here are seven stocks that that are on the cusp of
blue chip status – if they are not there already. A
common theme to these stocks is overseas income,
which crimps the ability to frank dividends. But if your
portfolio is based around Australian-dominated
earnings flows – like the big four banks and Telstra –
this can be handy diversification.

Five-year total return: 19.1% a year
Spun off by former owner Pacific Dunlop in 2001,
Ansell has become one of Australia’s global leaders,
with strong brand power in its businesses of
protection products, in gloves, workwear, healthcare
safety and sexual wellness. The global business units
are Industrial Solutions, Medical Solutions,
Single-Use Solutions, and Sexual Wellness, with the
star division in terms of growth momentum for the
company at present the Single-Use division. Excellent
recent acquisitions of UK-based protective clothing
business Microgard and US single-use gloves
provider BarrierSafe have complemented Ansell’s
portfolio nicely.
Earlier this year Ansell boosted its first-half net profit
by one-third to US$87.7 million (the company reports
in US$) and maintained its earnings guidance for the
full financial year at $US1.18–$1.26 a share, a rise of
7%–15% if achieved. Like all the stocks that report in
US$, a lower A$ against the US$ improves the
dividend flow, but the downside of that is that the
dividend is unfranked. Ansell is not a stellar income
play, with the FY15 analysts’ consensus estimated
yield coming in at 2.1% (on current exchange rates)
and FY16’s not much better, at 2.2%. Analysts are
not bullish on the stock, either, in the short term, with
the consensus price target, at $26.88, only marginally
higher than the share price. But longer-term, Ansell
offers high-quality, defensive global earnings
exposure.

Ansell (ANN)
Market capitalisation: $4.1 billion
One-year total return (capital gain plus
dividends): 41.3%
Three-year total return: 25.9% a year
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Amcor (AMC)
Market capitalisation: $17.5 billion
One-year total return: 40.7%
Three-year total return: 33.7% a year
Five-year total return: 26.3% a year
Packaging giant Amcor is a former blue chip that lost
its way, in its case an ugly price-fixing mess with
competitor Visy in the mid-2000s. But from mid-2009
Amcor has worked hard to regain its lustre. In fact,
the Australian packaging assets involved in the
price-fixing debacle were successfully floated off as
Orora in December 2013, mainly because Amcor
realised that its global businesses would generate
superior scale and returns.
Amcor has an outstanding portfolio of established and
growing packaging businesses serving the food,
household items, beverages, tobacco products and
medical products industries. Over the last few years
the company has made a number of acquisitions in
Asia – and more recently, South America – to expand
its footprint in the emerging consumer economies.
Again, Amcor is not a stand-out dividend income
stock, with the consensus forecast dividend yield for
FY15 at 3.2%, lifting to 3.4% in FY16, both unfranked.
Analysts see the stock as about 1.5% over-valued
compared to their consensus price target. But also
again, the company has considerable long-term
growth potential and returns that tap into to the big
long-term growth areas of the global economy.

Logistics giant Brambles is also one of Australia’s
global leaders, being the world’s largest provider of
pallets and reusable crates and containers.
Globally, it is a business that would be very difficult to
replicate and that gives it a considerable competitive
advantage. Brambles fell from grace in the 2000s as
a blue chip – with the nadir being the embarrassing
loss of millions of pallets – but has earned back the
trust of the market, as it should, given its competitive
advantage and position in the global supply chain.
Despite challenges in North America, the company
has guided the market to expect full-year underlying
profit coming in between $US1.055 billion–$US1.085
billion, which would be a rise of about 13% at
mid-range. At current exchange rates, BXB is
forecast to yield 3% in FY15 and 3.1% in FY16:
franking was only a little over 30% at June 2014 and
that is expected to be the case in FY15. Analysts see
it as fully valued, but Brambles is one of the elite
Australian-listed global industrial stocks.

Computershare (CPU)
Market capitalisation: $7.2 billion
One-year total return: 5.7%
Three-year total return: 21.1% a year
Five-year total return: 6.6% a year

Brambles (BXB)
Market capitalisation: $17.9 billion
One-year total return: 22.2%
Three-year total return: 26% a year
Five-year total return: 17.4% a year

Another Australian world leader, Computershare is
the largest global operator of share registries,
operating in 20 countries. It also manages employee
share and option plans, and provides investor
relations and market intelligence services. It is
another company that has built a strongly defensive
business but also one that can be expected to show
strong earnings growth in the future.
Computershare also reports in US$: that is one of the
trade-offs to owning a global leader. As such it will
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benefit from a falling Australian dollar and rising US
interest rates, but it also means that it is not an
income stock: the consensus FY15 yield is 2.7%,
rising to 2.8% in FY16, with dividends having been
consistently 20% franked in recent years. The
consensus target price is 2.5% above the current
price, but the most bullish broker, Macquarie, sees
almost 17% upside from current levels.

also does not set the world on fire as a
dividend-payer: on current exchange rates, the
consensus expected FY15 yield is 1.7%, rising to
1.9% in FY16, unfranked. But there is still plenty of
growth potential for CSL, and profits are expected to
rise strongly (in US$) this year and next.

Lend Lease (LLC)
CSL (CSL)
Market capitalisation: $44.2 billion
One-year total return: 34.4%
Three-year total return: 38.7% a year
Five-year total return: 27% a year
The former Commonwealth Serum Laboratories is
one of the great stories of the Australian stock
market. When the Australian government floated CSL
on the stock market in June 1994, it clearly did not
have a clue as to what it owned.
CSL was floated at $2.30, raising $300 million. A
three-for-one share split in 2007 means the float price
was effectively 77 cents a share. Each of those
shares now trades at over $92. Add in the $10.21 that
has been paid in dividends and the original
shareholders have made over 130 times their
investment.
Along the way, CSL has become the dominant global
player in plasma products such as antibodies and
albumin, which are medical necessities, and also
makes vaccines, including the influenza vaccine
globally. CSL has everything you want in a stock:
very strong market position, economies of scale, high
barriers to entry, and significant pricing power. But it
is fairly fully priced: on consensus, analysts see it
reaching $94.68, but there are some more optimistic
views than that, most notably UBS, which has a
target price of $105.50. Another US$ reporter, CSL

Market capitalisation: $9.2 billion
One-year total return: 30.2%
Three-year total return: 37.6% a year
Five-year total return: 21.7% a year
Property and infrastructure heavyweight Lend Lease
was a former blue chip that lost its way in the 1990s
and 2000s, aggressively buying and selling assets
and expanding overseas – effectively becoming a
diversified REIT (real estate investment trust), but
over-paying for many assets in over-leveraged times.
The company has been rebuilt into a global property,
infrastructure and construction player, with key
investments in US healthcare, Asian urban
regeneration projects, the Elephant & Castle project
in London, Victoria Harbour in Melbourne and the
Barangaroo property development in Sydney.
At the recent half-year, Lend Lease beat market
expectations with a 25% profit increase, and said it
was “comfortable” with market consensus forecasts
of a full-year net profit in the $604 million–$628
million range, compared to $823 million last year (a
result which was boosted by the one-off profit from
the sale of its stake in the mall in Bluewater in
Britain.)
A growing development pipeline internationally
augurs well for Lend Lease and analysts are
generally bullish on the stock, with the consensus
target price 5.1% higher than the current share price,
at $17.51. The consensus estimated FY15 dividend
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yield is 3.2%, increasing to 3.9% in FY16, but
dividends are unfranked because of the nature of the
overseas earnings flow.

not a great income stock, with an analysts’
consensus forecast yield of just 1.6% in FY15 and
1.9% in FY16, fully franked. Analysts see it as fairly
fully valued, trading just 2.7% below the consensus
target price of $65.17. But Ramsay is a high-quality
business with plenty of upside globally to grow.

Ramsay Health Care (RHC)
Market capitalisation: $12.8 billion
One-year total return: 35.7%
Three-year total return: 47% a year
Five-year total return: 38.7% a year
Private hospital operator Ramsay Health Care has a
portfolio that spans Australia, the UK, France,
Indonesia and Malaysia, and recently entered a new
joint venture with Chinese healthcare company
Chengdu Jinxin Healthcare Investment Management;
but this is considered more a foothold in the Chinese
market for the long-term opportunities, rather than an
immediate earnings boost. In the recent half-year
Ramsay beat expectations on revenue, which rose
42% to $3.3 billion, and interim net profit, which
increased 21% to $191.4 million. The interim dividend
of 40.5 cents a share was up 6.5 cents, or 19.1%, on
last year.

*Charts sourced at Yahoo!7 Finance, 1 June 2016
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.

Ramsay also boosted its full-year guidance, saying it
expected to lift core net profit by 18%–20% at the
full-year, up from 14%–16% previously. All parts of
Ramsay’s business are performing well, and the
company has started to see profit contribution from its
French hospital business General de Sante, the
largest private hospital operator in the country (a
Ramsay-led joint venture took control in October
2014.) In all of the areas in which it operates, Ramsay
is beautifully positioned for the demographic driver of
an ageing population and the resultant rising demand
for healthcare.
Ramsay has delivered impressive growth in total
return in recent years, more from share price
appreciation than dividend income – the company is
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Could we face a big sell off? It’s not all Greek to me!
by Peter Switzer
We started this year with the S&P/ASX 200 at 5411
and ended last week at 5777.2, so that’s a 6.8% gain
before you throw in dividends. Let’s call it 8.9%
among friends!
Someone cautious like CMC Market’s Michael
McCarthy agreed with me that we should see 6000
this year and 2016 should bring 6800, which would
then mean we had then beaten the all-time high. I
have often said to you that history says markets beat
their all-time highs on the upswing from a crash,
unless they have been bubbles, such as the
Japanese market in the late 1980s and the Nasdaq in
2000.

Australia.
I think you have to adjust your P/E attitude to
accommodate the strange times we’re in. And it’s
why I think this bull market is to be a longer, more
sedate-rising and drawn out one, which suits me fine.
The professor
Another reason for sticking solid to stocks is the
analysis of Professor Ron Bewley, who surveys the
analysts. This chart shows what he expects the index
to do.

Repulsive negative views
The Yanks have already done it, so we could be
vulnerable to them creating a crash for themselves,
but I maintain the balance of data, the profits of US
companies and the demeanour of good market
players, all make me repulse excessively negative
views on stocks.
Why? It’s simple. Loose monetary policy (or QE
programs) is keeping interest rates low so stocks look
like value. By the way, when interest rates on term
deposits were over 5%, a P/E of 20 made me start
weighing up whether stocks were a better bet than
safe term deposits. Remember, rising interest rates
usually run ahead of a market sell off. This is another
reason I remain firm on stocks.
With term deposits at 3% or less, then a P/E of 30
might be a more appropriate time to think about
playing it safe, though it sounds crazy I admit.

Over the next 12 months, we take out 6000 and he
says the consensus points to 6500. If he;s right, and
he’s often on the money, I’d be happy with that
result.
But even more interesting is his sector analysis of
what the analysts are tipping.

The market P/E is around 16, while the historical
monthly P/E over the past 20 years is 14.3, but this
benchmark was created when official interest rates
were way over a zero in places like the US, and 2% in
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Greek-Eurozone battle, to avoid an accident that
might rock and rattle markets.
Still buying on the dips
Greece is not important to the world economy but if it
defaults and leaves the Euro zone, countries like
Portugal, Spain and Italy might see it as the easy way
out.

They have the index up 11% plus dividends of 4.5%.
I’d be happy with half of 15.5%, so this collection of
data is a ripper. But what about energy? Up 40.4%!
Once again, I’d cop half of that call and be prepared
to yell “Yahoo!”
Industrials at 16.6% and even financials putting on
14.4% look pretty damn good. (I should say Ron put
this out the week before last, so some of that financial
comeback, which I suggested looked likely two weeks
ago, has already happened.
But this sounds all too good to be true and maybe it
is, but recall I have been halving the forecasts and
they still look miles better than term deposits!
The worries
So, what could hurt these great stock stories? Not
much because I think the US economic recovery will
show up as the year progresses.
Europe is getting better, albeit at a slow pace, and the
Greek debt tragedy hangs over the economy. The
final Act in this long drawn out drama comes at the
end of June and a Greek exit and default would hurt
stocks at a time when the Yanks are overdue for a
correction. However, I think the Greeks will get a deal
and as I’ll be in Greece over June, I will be updating
you as the month unfolds.

The stakes are high and I’ll be surprised if world
leaders allow Greece to destabilize the international
financial system. This is a bet on common sense
prevailing and I must admit I’m a little nervous, as
common sense is not too common in the old
Common Market or EU!
At home, I’m furious about the likes of the SMH
talking about a recession because talk like this can
actually help create one! The investment figures
weren’t great and this week’s GDP numbers could
be under 2% but that will be a calculation for the three
months to March.
I think the June quarter figures will have a Budget
pick up in them and, over the next three months, I
expect to see improving data and some surprise
improvement in corporate profitability.
The future will be volatile but it does not look like
Greek to me so I will be poised to buy stocks on the
dip, as I have been doing, and suggesting you do too,
since March 2009.
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

I might also be interviewing the Greek finance
minister, Yanis Varoufakis in Athens, so I’m watching
this story closely and I did like seeing the US
Secretary of the Treasury, Jack Lew, getting into the

07

Small gains in May
by Paul Rickard
Key points
Year to date the income portfolio has
outperformed the index by 2.65%, while the
growth portfolio is 3.65% higher than the
benchmark return.
Major bank stocks continued to weigh on the
market in May following a fairly uninspiring set
of half-year results, although their
performances improved in the second half of
the month.
In a fairly quiet month, the industrials, IT and
property trust (A-REIT) sectors led the gains.
Our portfolios made small gains in May, despite the
share market largely standing still. Overall, the
S&P/ASX 200 lost 0.22% during the month in price
terms, but added 0.40% when dividend returns are
included.
Year-to-date, both the income and growth portfolios
are outperforming the market. The income portfolio
has outperformed the index by 2.65%, while the
growth portfolio is 3.65% higher than the benchmark
return.
The purpose of the income and growth-oriented
portfolios is to demonstrate an approach to portfolio
construction.
Portfolio recap
In January, we made some adjustments to our
Australian share ‘Income Portfolio’
and ‘Growth-oriented Portfolio’.

industry sectors;
To minimise the market tracking risk, adopting
a rule that says that our sector biases in the
major sectors (financials and materials) will
not be more than 33% away from index;
Identifying 15 to 20 stocks (less than 10 is
insufficient diversification, over 25 it is too
hard to monitor), with a stock universe
confined to the ASX 100;
Within a sector, weighting the stocks broadly
to their respective index weights, although
there are some biases; and
Looked for companies that pay franked
dividends and have a consistent earnings
record.
The growth-oriented portfolio takes a different
approach to the sectors in that it introduces biases
that favour the sectors that we judge to have the best
medium-term growth prospects. Critically, it also
confines the stock universe to the ASX 100 (there are
many great growth companies outside the top 100).
Performance
The income portfolio is up by 11.53% this calendar
year and the growth-oriented portfolio is up by
12.53% (see tables at the end). Compared to the
benchmark S&P/ASX 200 Accumulation Index (which
adds back income from dividends), the income
portfolio has outperformed the index by 2.65% and
the growth oriented portfolio has outperformed
by 3.65%.

To construct the income portfolio, the processes we
applied included:
Using a ‘top down approach’ and introducing
biases that favour lower PE, higher yielding
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Financials still under pressure in May
Major bank stocks continued to weigh on the market
in May following a fairly uninspiring set of half-year
results, although their performances improved in the
second half of the month. Consumer staples and the
telecommunications sectors also slipped, with the
performance of Woolworths in particular impacting
the former.
In a fairly quiet month, the industrials, IT and property
trust (A-REIT) sectors led the gains.
Year to date, all sectors (if dividends are included)
are in positive territory. The utilities sector leads the
return at 18.1%, followed by consumer discretionary
at 16.5% and industrials at 15.9%. The table below
shows the returns for the 11 sectors, plus their
weighting (as at 29 May) in the S&P/ASX 200.

market, and moderately outperform in a bear market.
At the end of March, we made some changes to the
portfolio. We crystallized our profit on Toll Holdings
following the announcement of its takeover by
Japanese Post; cut our exposure in consumer staples
to go back to index weight by selling (for a small loss)
50% of our position in Woolworths; and reinvested
those proceeds in Woodside, Telstra, Commonwealth
Bank and AMP.
In May, the new South32 company was demerged
from the BHP group, on a 1:1 basis. For both
portfolios for the short term, we will hang on to this
position, however will probably look to dispose of it at
some stage. National Australia Bank conducted a
2:25 rights issue to subscribe for new NAB shares at
$28.50 per share. As this model portfolio does not
have access to cash (unless another share is sold),
we have assumed, again for both portfolios, that the
rights were sold and have used the closing price
($4.99) on their last day of trading.
No changes were made to the portfolio in May, and
apart from the exposure to the property trust sector
through Dexus, which looks pretty fully priced, don’t
see any immediate need to make any changes in the
short term.

Income portfolio
The income portfolio at the start of the year was
overweight consumer staples, utilities and
telecommunications; underweight materials and
energy, and broadly index-weight the other sectors.
Reflecting an expectation that the banks will, over
time, have to raise more capital, we neutralized our
exposure to financials. Further, following a stellar
performance in 2014, our exposure to property trusts
(the A-REIT sector) is also neutral.

The income portfolio is forecast to generate a yield of
5.14% in 2015, franked to 88.7%. With all companies
except Dexus having declared a half-year distribution,
we can be fairly confident that this target should be
moderately exceeded. Currently, it is running at
2.39%, franked to 97.4%.
Our income-biased portfolio per $100,000 invested
(using prices as at the close of business on 29 May
2015) is as follows:

With these sector allocations, we would expect this
portfolio to moderately underperform relative to the
benchmark accumulation index in a strong bull
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No pick up in commodity prices;
Growth running slightly below trend in
Australia; and
Low oil prices will lead to a rise in consumer
spending in Australia.
This leads to a portfolio with only small biases. We
are marginally overweight the sectors that will benefit
from increased consumer consumption, a lower
Australian dollar or lower oil prices – mainly the so
called “cyclicals” ( consumer discretionary and
industrials); marginally underweight or index-weight
the yield sectors (financials, utilities,
telecommunications and consumer staples); and
underweight the commodity exposed sectors
(materials and energy).
Despite healthcare being the second best performing
sector last year, we have maintained an overweight
position as the demographic factors are so strong.

Click here to download as an excel file
* On 31 March, reduced original $6,000 holding in
Woolworths by 50%, and sold original $4,000 holding
in Toll. $1,901 reinvested in Woodside, $2,000 in
AMP, $3,000 in CBA and $2,000 in Telstra.
** South32 demerged from BHP on a 1:1 basis. NAB
2:25 rights issue – assume sold on last day of trading
at $4.99.
Growth-portfolio
With our growth-oriented portfolio, we have based our
sector exposure on what we expect to be the
predominant investment themes in 2015, which are:
Continued low interest rates (the yield sectors
will continue to perform);
Lower Australian dollar – moving down
towards 0.70 US cents;
Positive lead from the US markets;

With stock selection, we have biased the portfolio to
companies that should benefit from a falling
Australian dollar – either because they earn a major
share of their revenue offshore, and/or report their
earnings in US dollars, such as CSL, Resmed,
Brambles and Computershare. In the financials, we
have pared back our exposure to the major banks,
biased NAB, and included for growth Macquarie and
Challenger. We have also added online employment
and education group Seek, and stuck with two of the
laggards in 2014 from the consumer discretionary
sector in Crown and JB Hi-Fi.
At the end of March, the portfolio realized the profit on
its investment in Toll Holdings and like the income
portfolio, cut its exposure in Woolworths. These
proceeds were reinvested in Santos and Westfield.
In May, the portfolio moderately outperformed the
market. A lower Australian dollar towards the end of
the month helped stocks such as CSL, Brambles,
Computershare, Macquarie and Westfield, which
offset some earlier share price weakness in Resmed
and Crown.
Our growth-oriented portfolio per $100,000 invested
(using prices as at the close of business on 29 May
2015) is as follows:
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Click here to download as an excel file
* On 31 March, reduced original $4,000 holding in
Woolworths by 50%, and sold original $4,000 holding
in Toll. $3,939 reinvested in Santos and $4,000 in
Westfield.
** South32 demerged from BHP on a 1:1 basis. NAB
2:25 rights issue – assume sold on last day of trading
at $4.99.

11

Patience needed for LNG investments
by Tony Featherstone
Key points
As Australian gas projects worth more than
$180 billion move into production in the next
three years, supply fears are rising.
Positioning portfolios to capitalise on the
move towards a lower-emission world and
higher demand for LNG and renewable
energy makes sense in the long-term.
On balance, try taking a global rather than
local-only approach to energy investments,
focusing that exposure on LNG and
renewable sources, using professional
managers, and waiting for better value.

the Australian Petroleum Production & Exploration
Association (APPEA).
The Wheatstone and Gorgon projects, and the
Browse floating LNG project (if it goes ahead as
scheduled) add another 27.4 million tonnes in the
next few years, according to APPEA. For perspective,
BG Group estimates LNG deliveries in 2014 were 243
tonnes. Clearly, the new projects will add huge supply
to the global LNG market in the next few years.

Few sectors have such contrasting short- and
long-term fortunes as liquefied natural gas (LNG).

Gas prices have fallen sharply in the last few years.
The Henry Hub Natural Gas spot price of US$2.61
per million of British Thermal Units (Btu) in late May
compares with US$12.69 in mid-2008. Spot and
future gas prices are seen as the primary price setter
for the US LNG market.

As Australian gas projects worth more than $180
billion move into production in the next three years,
fears are rising of sharply lower LNG prices and
falling share prices of LNG suppliers. The bears say
LNG will follow iron ore and coal lower as supply
spikes and demand eases.

I am not as convinced as some commentators about
a lasting supply glut in LNG. Fears of sustained LNG
oversupply might underestimate new LNG projects in
the US states being shelved as the lower oil price
affects the boom in shale oil and its by-product, oil
shale gas.

The supply problem

Moreover, as energy becomes more like a
consumption item than a utility – users can change
their energy mix faster than ever these days – any
supply glut could be resolved sooner than expected
as lower prices boost demand for LNG over other
energy sources.

New LNG supply cannot be easily turned off. Giant
gas projects cost tens of billions of dollars and take
years to build. Lower LNG prices will hurt incremental
or new gas projects, but those committed to years
ago, close to production, and benefiting from
long-term contracts at higher prices, have to push
ahead.
On any measure, the new LNG supply wave, led by
Australian producers, is massive. The Queensland
Curtis LNG project, which shipped first cargo in
January, and the Australia Pacific LNG and
Gladstone LNG projects, due in 2015, add 25 million
tonnes of annual production capacity, according to

Longer-term case for LNG
Energy remains one of the great long-term
investment themes. Positioning portfolios to capitalise
on the move towards a lower-emission world and
higher demand for LNG and renewable energy makes
sense.
An extra 3.1 billion middle-class consumers by 2030,
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two-thirds of whom will be Asian, on OECD
projections, is a big long-term driver of demand for
LNG.
Rising income will put a rocket under energy
consumption in emerging markets. Then there is the
rise of the Asian super-city. Nearly half of global
economic growth between 2010 and 2025 will come
from 440 cities in emerging markets, predicts a new
book, No Ordinary Disruption. These new cities will
need a much stronger focus on LNG and renewable
energy to avoid the entrenched pollution problems in
many Asian mega-cities such as Beijing.
As the market focuses on long-term Asian LNG
consumption, the US could drive higher demand, not
only supply. The US Supreme Court is reviewing a
challenge to the US Environment Protection
Agency’s Mercury and Air Toxics Standards (MATS).
A decision on this case, two decades in the making,
is expected after June.
Whatever the outcome, the Obama administration is
quickening the move towards a lower emission
environment in the US. The move worldwide to lower
emissions is good for cleaner energy sources such as
LNG and bad for traditional fossil fuels such as coal.
The push to reduce global energy poverty is another
demand driver for LNG. About 1.3 billion people,
mostly in sub-Saharan Africa or developing Asia,
cannot access electricity and 2.6 billion are without
clean-cooking facilities, International Energy Agency
(IEA) data shows.
Renewable energy sources such as solar power are
expected to play a bigger role in bringing power,
better living standards and economic possibilities to
billions of poor people. LNG, too, should benefit as
emerging countries increase demand for cleaner
energy.
Taken together, these trends suggest more
uncertainty in the short term for LNG and a solid
long-term outlook. The likely opportunity is buying
energy stocks when sentiment deteriorates even
further this year as the market grapples with
unpresented new energy supply from Australia.

How to pounce
The starting point is to look overseas for energy
stocks. There is a long tail of mid-cap and small-cap
companies, mostly explorers, once beyond Woodside
Petroleum, Santos, Origin Energy and Oil Search.
This can result in investors paying a “scarcity
premium” for Australian energy stocks compared with
offshore markets that have bigger oil and gas sectors.
The same is true of renewable energy.
Australian-listed renewable-energy companies are
mostly too small and speculative for conservative
investors. Much larger, profitable renewable-energy
companies can be found in offshore markets such as
the Nasdaq Composite Exchange.
When choosing stocks, consider offshore energy
companies that provide a mix of energy exposures:
Royal Dutch Shell, BP Plc and ExxonMobil, for
example.
Also, focus on companies that have volume rather
than price risk: the large established producers that
will benefit as LNG production volumes rise and,
compared with explorers, are far less reliant on
short-term energy prices.
Another strategy is buying companies that benefit
from LNG logistics: for example, providers of gas
pipelines or LNG ships. Shell, for example, is among
the world’s largest LNG shipping operators. In
Australia, APA Group is the largest owner of
natural-gas infrastructure, but looks fully valued at its
current valuation.
Consider investing through managed funds and use
the services of professional managers, given the
complexities of global energy investing. The
award-winning Australian Ethical International
Equities Trust has a strong bias towards
renewable-energy companies and positions in
Nasdaq-listed solar-equipment providers First Solar
Inc, SunPower Corporation and JA Sola, and three of
the world’s largest wind-turbine makers: Danish
company Vestas, Spanish provider Gamesa, and
Germany’s Nordex.
The Pengana Global Resources Fund is overweight
the global energy sector, with about 31% held in oil
and gas companies at April 2015 — more than double
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its exposure to the precious or bulk metal sectors.
On balance, taking a global rather than local-only
approach to energy investments, focusing that
exposure on LNG and renewable sources, using
professional managers, and waiting for better value
as the market grapples with abundant new supply
seems a prudent strategy for long-term investors.
Prospective investors need at least a 3 to 5-year
horizon as the LNG supply/demand dynamic will take
time to play out and it could be several years before
significantly higher prices accompanying higher
production volumes. Energy will be a great
investment for investors with a multi-year or
multi-decade focus and LNG will continue to lift its
share of the global energy mix. But it is too soon to
buy.
– Tony Featherstone is a former managing editor of
BRW and Shares magazines.
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

Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
The local share market had worked through a not too
bad week by the closing bell on Friday, 29th May
2015 and – how predictable – the number of
recommendation downgrades for the week
outnumbers the upgrades. We registered 12
downgrades versus seven upgrades. Most were
valuation related.

Agreement is looming. The PLA loss is priced in and
the currency and cost savings are providing earnings
tailwinds, the broker notes. Overall, Credit Suisse
envisages a reasonable earnings outlook and notes
SAI Global is trading at a discount to the Small
Industrials and to its own long-run average
price/earnings ratio.

In the good books

Virtus Health (VRT) was upgraded to Outperform
from Neutral by Macquarie. Buy/Hold/Sell: 4/0/0
IVF volumes were up 6.9% in April and up a robust
4.6% for January-April, compared to a flat first half.
Higher price point fresh-cycle growth outpaced frozen
for the first time in several months. Industry growth
remains modest but appears to be strengthening.

Alumina (AWC) was upgraded to Overweight from
Equal-weight by Morgan Stanley. Buy/Hold/Sell:
6/0/ Morgan Stanley finds potential for margin
expansion and upgrades to estimates. With cost
savings noted that were not previously factored in,
combined with improving alumina price, the broker
expects this should carry the stock higher.

In the not-so-good books
AGL Energy (AGL) was downgraded to Neutral
from Buy by Citi. Buy/Hold/Sell: 3/4/1 The new
CEO has defined the future direction for AG with a
clear focus on process and efficiency. The recent
strong performance means the broker considers the
stock fair value. Delivery of earnings expectations
and realising targets are now required. If AGL
achieves its full cost cutting target then Citi envisages
significant additional value.

Dexus Property (DXS) was upgraded to Neutral
from Sell by Citi. Buy/Hold/Sell: 1/3/3 Channel
checks reveal continued demand for office assets and
Citi observes pressure for asset values to rise and
cap rates to fall. Following the pull back in the share
price the broker considers the stock is more
attractively priced and upgrades.
SAI Global (SAI) was upgraded to Outperform
from Neutral by Credit Suisse. Buy/Hold/Sell:
1/6/0 SAI Global is suffering from weak revenue
growth and the expiry of the Publishing Licence
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Add by Morgans. Buy/Hold/Sell: 4/3/1 Growth in
depth and volumes has fallen, as east coast real
estate vendors hold off selling properties in the hope
of making a bigger profit. Morgans believes this
greed-driven withholding of listings has meant the
number of houses and apartments for sale have
plummeted and created near-term pressures for REA
Group. The broker reduces earnings forecasts by
9-11% over the FY15-20 period.

Independence Group (IGO) was downgraded to
Neutral from Outperform by Credit Suisse.
Buy/Hold/Sell: 2/4/1 Independence Group has made
an offer of 0.66 shares for each Sirius Resources
(SIR) share plus cash of 52c a share. The deal will
combine the Sirius development asset, Nova, with
Independence’s strong cash flow and create a
diversified miner with a market cap around $2.7bn.
Sirius shareholders will keep the non-nickel assets
via a spin out. Credit Suisse believes it is a good deal
for Sirius but much less so for independence
shareholders.

Sirius Resources (SIR) was downgraded to Hold
from Buy by Deutsche Bank, to Neutral from
Outperform by Credit Suisse and to Neutral from
Buy by Citi. Buy/Hold/Sell: 2/4/0 In addition to the
scrip/cash offer Sirius shareholders will be entitled to
the final Independence Group dividend for FY15.
Deutsche Bank believes Independence Group is
paying full value for the stock and assumes a very
bullish nickel price. Credit Suisse suggests the
market was already pricing in the chance of an offer.
The offer now leaves the Sirius share price linked to
Independence and removes some of the fundamental
basis for valuation support. Accordingly, Citi
downgrades to Neutral, High Risk from Buy. Citi rates
the stock as High Risk because of the volatility that
could ensue. As the takeover requires shareholder
approval, if denied, this could mean a fall in the Sirius
share price back to pre-bid levels, the broker
maintains.

Oil Search (OSH) was downgraded to Neutral
from Overweight by JP Morgan. Buy/Hold/Sell:
6/2/0 Analysts have adopted lower oil price forecasts
for the years ahead. Apart from lower corporate
forecasts across the board, the move only leads to
one recommendation downgrade in Australia. Oil
Search, downgraded to Neutral from Overweight. The
price forecasts adopted by the break-away group
have WTI ranging between US$54-US$59/bbl in the
three years ahead, and Brent US$6/bbl higher.
Ramsay Health Care (RHC) was downgraded to
Underweight from Equal-weight by Morgan
Stanley. Buy/Hold/Sell: 2/4/2 Rising lapse rates and
growth in low-cost policies signal to the broker a risk
from FY17 onwards regarding the rates paid by
insurers to hospitals. Accordingly, Morgan Stanley
downgrades Ramsay Health earnings estimates and
reduces the rating to Underweight from Equal-weight.
REA Group (REA) was downgraded to Hold from
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Earnings Forecasts

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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Super Stock Selectors – Carsales.com, Macquarie
and AGL Energy
by Penny Pryor
We have an interesting list of likes this week. Topping
it of is Raymond Chan of Morgans, who is tipping an
oil ETF (OOO) on the back of the OPEC meeting this
week.
Michael Heffernan likes carsales.com.au and believes
it will get a boost from the Budget’s small business
initiatives.
“A sound business with attractive dividends,” he
says.

Dislikes this week include Medibank, Crown Resorts
and Qantas. Fortescue Metals should come as no
surprise.
“Whilst the FMG operations still hold a lot of
potential, the company also still holds a large amount
of risk. It’s our belief that these risks continue to
outweigh the potential gains, in a very volatile
commodity price environment,” D’Amato says.

“The Budget’s small business incentives should
boost vehicle sales with carsales.com a first internet
click.”
Michael McCarthy likes pharma company Novogen,
and Elio D-Amato has nominated OzForex Group
after it announced good results last week.
“This result was in line with our expectations, but
appeared to disappoint the market and was heavily
sold down,” D’Amato says.
“Our view is that OFX is well placed to create strong
operating leverage in the future, and that the
company operates in a niche where its technology
focus will see it continue to grow above the industry
trend. This price dip represents a potential
opportunity.”
Paul Rickard likes AGL for value after the company
unveiled a brave new strategy last week (read all
about that here).
Peter likes Macquarie Group.
“It benefits from a falling dollar and its new model
works. It would be great buy with any market dive,”
he says.

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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May ends on a high note
by Staff Reporter
Auction results remain strong in the lead up to the
Queen’s birthday long weekend, with a preliminary
clearance rate of 78.9% this week, down from 79.1%
last week.

Across Sydney, Baulkham Hills and the Hawkesbury
region had the top clearance rate this week of 94.7%.
Capital city auction statistics (preliminary)

Auction volumes were up this week, with 2,727
homes taken to auction compared to 2,599 last week.
CoreLogic RP Data notes that this week was the
tenth week in a row where the combined capital
clearance rate was above 77%.
Weekly clearance rate, combined capital cities
Hedonic Home Value Index results
According to the CoreLogic RP Data ‘’Hedonic
Home Value Index’’ results, dwelling values in the
combined capitals were down 0.9% over the month.

Australia’s largest auction market of Melbourne held
1,221 auctions at the weekend, and a preliminary
clearance rate of 78.3% from the 1,053 captured
results.
Last week, Melbourne’s clearance rate was 82.1%
from 1,162 auctions, compared to a clearance rate of
65.4% one year ago.
The Outer East region of Melbourne had the
strongest clearance rate this week of 88.8%.

That follows an increase in dwelling values of 3.8%
from January to April, and marks the first
month-on-month fall since November 2014. But better
results are expected in June.
“Other market indicators are also pointing to stronger
conditions for the Sydney and Melbourne housing
markets, with auction clearance rates remaining at, or
close-to, record highs throughout May along with low
advertised stock levels across the largest cities,
particularly for Sydney’’, says Tim Lawless, Core
Logic RP Data’s head of research.

Sydney held 1,120 auctions this week, and of the 882
captured results, the preliminary clearance rate was
86.5%.
That compares to 86.2% last week and 73.0% at the
same time last year.
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Index results at May 31, 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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