Monday 22 June 2015

Our 400th issue!
If you thought there was no such thing as a free lunch, think again. Today is our 400th issue and to
celebrate I want to give away a free lunch to one of our loyal subscribers with myself and co-founder
Paul Rickard. To be eligible you just have to tell us why you love the Switzer Super Report in 25 words
or less. We’ll also extend your subscription for another three months for free! Just send your reasons
here subscriber@switzer.com.au.
In the report today I’m dispelling some of these ongoing rumours about the residential property
market, and Paul Rickard explains the very sweet treat that Westpac has for its shareholders! Tony
Featherstone is starting a series on Megatrends and his first one looks at three companies to benefit
from global urbanisation.
Meanwhile, James Dunn shares nine companies likely to do well out of the China Free Trade
Agreement. In Buy, Sell, Hold – what the brokers say, ANZ and Challenger get upgrades, and in our
Super Stock Selectors, NAB gets two ticks.
Sincerely,

Peter Switzer
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individual's objectives, financial situation and needs and, if necessary, seek
appropriate professional advice.

A treat from Westpac
by Paul Rickard
Key points
Westpac is reducing its holding in BT
Investment Management (ASX code BTT)
from 59% to 31% via a partial sell down.
BTT is one of Australia’s largest listed fund
managers. Capitalised at around $2.5 billion,
BTT is a global asset manager with $80.7
billion in funds under management (FUM).
If the trading price stays above the offer price,
it might be worth subscribing and seeing how
the shares perform.
Westpac might be my least favoured bank (I prefer
NAB and CBA) but they might have done Westpac
shareholders like you and I a favour with their
decision to sell down part of their holding in BT
Investment Management.
In case you missed the announcement, Westpac is
reducing its holding in BT Investment Management
(ASX code BTT) from 59% to 31% via a partial sell
down. The first tranche of 55 million shares in BTT
was completed on Wednesday to institutions at a
price of $8.20 per share, a discount of 6% to the
closing price. The second tranche of 27 million shares
will be offered at the same price to Westpac’s retail
shareholders.
Westpac’s sale continues the theme of major banks
selling non-core assets to boost their capital ratios.
The sale will boost Westpac’s Tier One capital ratio
by around 0.15%, as well as generate a post-tax
profit of $700 million.
BT Investment Management
A specialist investment manager, BT Investment
Management (BTT) was spun out of the Westpac
Group and listed on the ASX in 2007, with Westpac
maintaining majority ownership. In 2011, BTT

expanded offshore and acquired J O Hambro Capital
Management, a London based active equity fund
manager.
Today, BTT is one of Australia’s largest listed fund
managers. Capitalised at around $2.5 billion, BTT is a
global asset manager with $80.7 billion in funds under
management (FUM). It follows a ‘multi-boutique’
business model, where teams of investment
professionals focus exclusively on asset
management, with other services delivered centrally.
FUM has grown strongly, from $45.8 million in 1H12,
to $80.7 billion as at May 31. Of this amount, only $29
billion is managed on behalf of the Westpac/BT
Financial Group (for example, funds such as the BT
Imputation Fund), $38.8 billion is managed offshore
under the J O Hambro Capital Management brand,
with the remainder of $12.9 billion from other
institutional and wholesale mandates in Australia.

BTT says that it has delivered strong growth due to its
investment performance and inherent stability of its
investment management teams, and expansion of its
investment capabilities. It argues that it is an
attractive place for investment teams to work, and is
currently expanding in the US with FUM from its US
business at US $6.6 billion.
It is also adding new products in existing markets.
BTT has also managed to expand margin (base

02

management fees have risen from an average of
0.39% in 1H12 to 0.48% in 1H15), which, together
with the increase in FUM, has led to cash earnings
per share increasing from 14.6 cents to 22.1 cents
per share in 1H15.

and scaled back.
Is it a buy and hold?
After a big run up, each of the listed fund managers
has come down from their price highs set in late
March/early April. Using Friday’s closing prices, BTT
at $8.65 is off 21.1% from its high of $10.97 (at the
offer price of $8.20, it is 25.5%), Henderson is off
5.3%, Magellan is off 16.6% and Platinum is off
20.5%.
BT Investment Management Share Price – 20/6/14
to 19/6/15

Risks to this strategy, in particular the margin, include
the high proportion of its FUM in equities (about
66%), where the margins are higher than most other
asset classes. An equities market downturn could
impact both FUM and average margin.
It is also exposed to the Westpac/BT Financial Group,
which provides it with $29 billion of FUM under
various investment management agreements. The
first $15 billion under these agreements terminates on
31 December. BTT says that it is currently
re-negotiating this with Westpac/BT, and it does “not
anticipate that the replacement agreements will result
in any materially adverse outcomes for BTT”,
although “these changes may include a reduction in
BTT’s management fee”.
BTT is positive about the partial sell-down by
Westpac for BTT’s shareholders, noting that the
increased free float should see an increase in the
liquidity of BTT shares and make it eligible for
inclusion in key market indices.
The retail offer

Source: Yahoo!7 Finance, 19 June 2015
While earnings multiples have come down, this group
of listed fund managers are priced at above average
market levels. This reflects the attractive annuity style
nature of their businesses, strong growth in FUM, and
expectations that they will benefit if the Australian
dollar continues to weaken. According to FN Arena,
the brokers are more positive on Magellan than they
are about BTT. They have Magellan trading at a
15.7% discount to its target price. This is despite
Magellan trading on a multiple of 21.3, compared to
BTT’s 19.2.

Westpac and BTT retail shareholders will be given
the opportunity to purchase either $5,000 or $10,000
worth of BTT shares at a price of $8.20. Shareholders
should be able to access a prospectus this week
(online here), or by request and have one posted.
The offer is due to close on Friday 10 July.
With only 27 million shares to be issued (worth $221
million) and an offer price of $8.20, compared to a
current market price on Friday of $8.65, there is a
good chance that this offer will be over-subscribed

Source: FN Arena, 19/6/15. Sentiment ranking scale
(-1.0 most negative, to +1.0 most positive)
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Is BTT a buy and hold? Well if the trading price stays
above the offer price, I will certainly be subscribing for
$10,000. My inclination will be to hold these shares
and see how they perform.
I am encouraged by the pullback from the March
price high, I don’t see the Westpac sell-down as a
negative (I think if anything, this is a positive), and on
track record, their growth in earnings and FUM is
impressive. At a multiple in the high teens, while it is
not in the “must have” category, I think it is worth
backing.
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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How scared of a house price crash should you be?
by Peter Switzer
Recently a subscriber was put out that I made
reference to Australian house prices going higher. He
thinks I have ignored that it has been a Sydney, and
to a lesser extent, a Melbourne thing and as a
consequence he pondered the usefulness of my
report. He clearly chooses to ignore all of the largely
accurate advice and guidance we have given on
stocks, bonds and even property in our 400 issues,
which we celebrate today.

Why have we done so well? Well, low interest rates
are a big reason and I think we avoided a GFC
recession, meaning we went into the post-GFC era
without excessive negativity compared to other
similar countries. We also love property and we have
to pay our loans back, unlike a lot of Yanks, and so
the price rises and the banks willingness to make it
happen helps to explain our recent price story.
However, it has been an uneven story.

The facts
As a consequence I thought I’d do a special look at
property, price movements and the outlook to try to
work out if we should be afraid of a housing bubble.

Sydney, where the biggest worry about a crash
exists, really did badly for 10 years and so this is
catch up time. This chart tells that story.

The chart below looks at property prices since 1997
for a range of countries and what it shows is that we
are always an outperformer. The Brits have done OK,
but since 2012 or so we have gapped a lot of
countries. Still, you will see, they have all experienced
nice rises in prices and you can thank historically low
interest rates.
See, Sydney went 10 years with an annual average
2.5% increase, while Perth and Darwin were over 8%
and did we hear house-price-crash talk then?
In fact, if you go back to my first chart note how
house prices do backtrack but don’t wipe out
previous gains by all that much before turning around
and growing some more.
In January Fitch Ratings forecasted a 4% rise in
Australian residential house prices compared to the
7% rise last year. Its 2015 Global Housing and
Mortgage Outlook report found our homes are the
third most expensive of the 22 countries it looks at on
the level of prices compared with rents and also
compared with incomes.
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A tale of many cities
They explained it this way: “With almost 25 years of
continuous GDP growth, record low rates and stable
unemployment, Fitch expects Australian prices to
remain high and affordability likely to slightly worsen
in the near term before levelling off as it reaches an
affordability ceiling.”
Fitch also pointed to the fact that we have the highest
level of mortgage prepayments, giving many
borrowers a buffer if interest rates start to rise. This is
a good potential protection against a crash.

And that’s the point, Sydney is good today but in one
or two years time it will go off the boil and better value
cities, such as Brisbane, will rise faster. However,
remember even within cities the price rises vary
greatly, with Melbourne suburbs close to the CBD
booming while outer suburb price growth is more
subdued.

What’s going on?

Interestingly, the latest home price reading for May
capital city home prices fell by 0.9% in May. Dwelling
prices fell in six of the eight capital cities in May and
even Sydney was down 0.7% and Melbourne off
1.7%.

Looking at recent developments and the CoreLogic
RP Data Home Value Index, shows that prices rose
3% in March in Sydney, with a 5.8% quarterly rise
and nearly 14% over the past year. That’s hot and
now many experts agree with me that Sydney will
keep rising, but at a slower rate as prices go too high
for incomes out of which repayments are made.

This is not good news for all of those bubble boys in
the media who are exaggerating how dangerous the
Sydney house price boom is. I guess if Sydney’s
price accelerates this year the boom could turn into a
bust, but the real pin-prick threat to any bubble or big
boom would come from a recession here which would
push up unemployment.

“It’s an unexpectedly high rate of growth and I’d be
quite surprised if that rate of growth was sustained,”
said CoreLogic head of research Tim Lawless.

I can’t see that happening so bubble talk looks to be
outlandish. I’m not saying an investor who paid $2
million for a Sydney apartment this year might find
they can’t get that figure in three years time but in
ten years time I’d bet it would be heading close to $4
million!

The average capital city home price rise was 9% over
the past year to May and was up 1.3% over the May
quarter.
So other capital cities are rising but at a slower rate
and it makes me think a city like Brisbane, that has an
economy that is picking up, looks poised to do OK in
coming years.
Looking at the price movements peak to peak,
CoreLogic says Sydney prices are almost a third
higher than the previous market peak but this has
happened before and it then went 10 years growing
at 2.5% while Perth was at 8.4% and Brisbane 4.6%.
Melbourne is only 9.5% above their prior highs, while
Perth, Canberra and Adelaide are only just higher,
and Brisbane is off 2.9% against its best reading and
Darwin is off 5.0% but it was on steroid-like growth for
ages. Hobart is down 9.2% but seems to be on the
improve.

Why? If a suburb average makes a 7% gain per
annum, and there are suburbs in Sydney where that
happens, then the rule of 72, where you divide 7%
into 72 and you get about 10, tells you your
investment should double in 10 years. These are
generalities but you get the idea.
By the way, here’s another reason why I think
Sydney and Melbourne prices will ease up.
CommSec’s Craig James recently reported that “In
the next 12-18 months a record amount of new
dwellings will come onto the market, serving to
restrain growth of established home prices. Sydney
and Melbourne home prices are hot now, but it may
be a different question in 2016.”
One final point — have a look at this chart from the
Housing Industry Association (HIA), which says if you
adjust for inflation the rises, especially for Sydney,
aren’t as scary.
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distant future for my report.
So, how scared of a house price crash should you
be? Not very. And if you are an investor make sure
you buy property that tenants will always want to live
in!

Selective memories

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

The worries have been Melbourne, Perth and Darwin
over a 10-year period but where were the bubble
worrywarts then? Sydney has done well over five
years but it’s 10-year growth only beats Adelaide by
4.4%!
And by the way, this is what the HIA says about the
Sydney prices compared to Sydneysiders’ income:
“When looking at the price to income ratio, or the
ratio of median dwelling prices to average annual
earnings, you need more than seven years income to
buy a home in Sydney.
It also revealed: “The price to earnings ratio is at a
record high for Sydney, although it is at a similar level
to a decade ago, with the price to earnings ratio at
7.34 in February 2005. Nationally, the ratio has
increased from 5.17 to 5.43 over the past ten years.”
Where was the bubble talk for Sydney 10 years ago?
My answer is that 10 years ago, business journalists
were more responsible because their newspapers
weren’t battling for survival and no one went to the
Internet for credible information.
To my annoyed subscriber, I hope you can see that I
don’t have Sydney-coloured glasses when it comes
to property. It sure is the big story today, as were
Perth and Darwin during the mining boom, but as the
Brisbane economy bounces back on a lower dollar
and interest rates, I’m betting its home prices will
respond.
And if you want a tip, my colleague on Sky Margaret
Lomas, who is a property-searching expert, likes
places like Logan in Brisbane but I will get her to
update her favourite suburbs and towns in the not too
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3 stocks to cash in on capital-city densification
by Tony Featherstone
Key points
In 2050, 41 “mega-cities” are forecast to
house more than 10 million inhabitants each,
from 28 mega-cities today and ten in 1990.
Self-managed superannuation funds (SMSF)
need to consider how their portfolios are
exposed to trends, such as urbanisation, that
take years or decades to play out.
Three companies worth consider are National
Storage REIT, Urbanise.Com and iProperty
Group.
Few trends are more powerful – and potentially more
prosperous – than urbanisation. Global population
growth and worker migration to large cities will add
another 2.5 billion people to urban populations by
2050, the United Nations projects.
Forty-one “mega-cities” will house more than 10
million inhabitants by then, from 28 mega-cities today
and ten in 1990. India, China and Nigeria will account
for 37% of the world’s urban population as rural
workers continue to flock to large cities.
A brave new world
New mega-cities will form in emerging markets. The
authors of a new book, No Ordinary Disruption,
predict nearly half of global economic growth between
2010 and 2025 will come from 440 cities in emerging
markets, many of them currently unknown in the
West.
And about two in every three people on the planet will
live in urban areas by 2050, says the UN.
Australia, too, will face incredible strain from
urbanisation and capital-city densification. Sydney
and Melbourne are projected to each have about 8
million inhabitants by 2050, according to the

Australian Bureau of Statistics’ base-case population
forecasts.
As capital-city housing affordability deteriorates, and
as traffic congestion worsens, imagine when
Melbourne has to house another 3.5 million people
within 35 years. Or when Sydney must make room for
another 3 million. Our cities will burst at the seams.
And what if assumptions behind these projections are
too conservative, as has been the case with other
ABS population forecasts? Of if governments cannot
finance enough new infrastructure, or move too
slowly with reform, as is the case now?
My guess is the threat of housing, infrastructure and
transport chaos will eventually force governments into
action. Much of the solution will come from the private
sector and as residents change their living patterns to
cope with capital-city densification.
The good news, for investors at least, is that complex
problems usually create the most valuable
opportunities. Self-managed superannuation funds
(SMSF) need to consider how their portfolios are
exposed to trends, such as urbanisation, that take
years or decades to play out.
A better approach is identifying high-quality
companies in long-term growth industries and buying
them when they trade below their intrinsic or fair
value. Owning small- and mid-cap companies that
benefit from strong industry tailwinds is especially
important.
Here are three stocks or trusts that will benefit from
urbanisation:
1. National Storage REIT (NSR)
The market’s first self-storage real estate investment
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trust (REIT) raised $183 million at 98 cents a unit in a
December 2013 Initial Public Offering. National
Storage raced to $1.70 this year in a frothy A-REIT
market and has since eased to $1.60.
The market underestimated National Storage’s
leverage to urbanisation and its capacity to
consolidate a highly fragmented Australian
self-storage market.
As more people live in inner-city apartments, demand
for self-storage space will rise. Those living in
cramped accommodation will increasingly outsource
their storage to warehouses on the edge of the
central business district and use them as a base as
they move between units.
The online retailing boom also benefits self-storage
providers. Some report growing demand from online
retailers that are using self-storage facilities like a
small warehouse.
The big driver for National Storage is its capacity to
buy smaller operators on private company valuation
multiples. The market’s three largest players,
Storage King, then Kennards and National Storage,
are thought to account for less than 40% of the
market. There is plenty of room to grow by snapping
up smaller players.
National Storage is not cheap. A $1.60 unit price
compares with a net asset value (NAV) of $1.10.
Take care when buying A-REITs that trade at a
significant premium to their NAV or net tangible
assets (NTA), especially when the 10-year Australian
government bond yield is rising and
interest-rate-sensitive sectors, such as property and
the banks, are at risk of bigger falls.
But National Storage, which owns and manages
self-storage facilities, has a different growth profile
than many established AREITs in traditional property
sectors. It can buy small operators or manage their
centres. Moreover, an under-geared balance sheet
provides scope to quicken its acquisition strategy in
the next two years.

Chart 1: National Storage REIT

2. Urbanise.Com (UBN)
Building-services software group Urbanise.com was
another IPO that had little fanfare on raising $20
million and listing in September 2014. Shares in the
cloud-based provider of software for building
operators have raced from a 50-cent issue price to
$1.26.
Urbanise.Com is an interesting play on
cloud-computing, the so-called “internet of things” as
property devices talk to each other via the internet,
and city densification.
Its cloud platform helps building owners manage
help-desks for occupants, maintain common areas,
co-ordinate work by staff and contractors, manage
energy consumption and fix system breakdowns.
Connecting to buildings remotely has incredible
potential to improve property efficiency, lower costs
and lift service standards for residents.
Urbanise.Com is growing rapidly. It serviced 47,307
households worldwide in July 2014, forecasts
170,050 customers by June 2015, and has good
prospects in Asia and the Middle East.
Its business model should lead to sticky, annuity-like
annual revenue and is highly scalable. Like all good
software companies, Urbanise.Com does not require
huge extra investment to grow, should enjoy high
profit margins over time, and can rapidly expand
offshore.
The company remains on track to achieve prospectus
forecasts of $4.41 million in underlying earnings
(EBITDA) for 2014-15. But with a $298-million market
capitalisation, the market is factoring in rapid profit
growth as Urbanise.com expands. There is little room
for error, meaning it suits experienced speculators
who are comfortable with small-cap tech stocks.
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Chart 2: Urbanise.Com

East Asia, a market that is still many years behind
Australia in online property advertising, but rapidly
catching up.
As a loss-making company in a more volatile region,
iProperty suits experienced investors.
Chart 3: iProperty Group

3. iProperty Group (IPP)
The Asia-focused online property advertising
company slumped from a 52-week high of $3.78 to
$2.36 after reporting a $10.7 million loss in February
for the first half of 2014-15. It lost another 10% after a
trading update in May.
iProperty looks more interesting after those falls. The
market clearly got ahead of itself with the company at
its peak valuation. But it has a leadership position in
several key online property advertising markets in
Asia, and expects to be profitable and cash-flow
positive in 2015.
Years of hard work should have a bigger pay-off in
the next few years as iProperty monetises its
audience and capitalises on a lucrative position in
South East Asia.

*All charts sourced at Yahoo!7 Finance, 22 June
2015
• 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.

It operates in a property market 15 times larger than
Australia’s, and is well positioned to benefit from
strong growth in middle-class Asian consumption,
higher demand for property, and faster migration from
print to online property advertising.
As urbanisation in Asia intensifies, demand for
apartments in megacities, and the advertising that
goes with it, has to grow exponentially. iProperty
looks an obvious candidate for a takeover or, more
likely, a merger with a competitor such as
PropertyGuru.
iProperty made the Switzer takeover target list,
compiled by this writer, last year. It was dropped after
stunning share-price gains, but will return in the list’s
next instalment.
It has potential to be the realestate.com.au of South
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9 companies to benefit from the China FTA
by James Dunn
The official signing earlier this month of the
China-Australia Free Trade Agreement (ChAFTA)
brings the nation’s slate of FTAs to ten, but is
arguably the most important. The China FTA covers
trade already worth $160 billion a year. When it is
fully implemented, about 95% of Australia’s exports
to China will be tariff-free.
Eliminating tariffs will increase opportunities for
Australian business in a wide range of sectors. Much
of the initial focus has been on the effect on
Australia’s major agricultural exports – such as meat,
dairy and horticulture – and the potential ramp-up of
exports to meet China’s growing demand for
high-quality food. Resources and energy exporters
will also benefit. A policy paper on the China-Australia
FTA commissioned by the Minerals Council of
Australia estimates that scrapping tariffs under the
deal would save exporters about $600 million in costs
– the bulk of those savings (about $380 million a
year) accruing to coal exporters.
But the China FTA will also provide (or greatly
improve) access to the colossal Chinese market for a
wide range of Australian services companies,
including banks, insurers, law firms, engineering
firms, healthcare and aged care companies,
professional services suppliers, tourism and
education services providers.
As well as the FTA, Australian companies are also
benefiting from the steady progress in linking the
Chinese and Australian currencies, which began in
earnest in November 2011 with the establishment of
convertibility between Australian dollars and Chinese
renminbi (RMB) in the inter-bank market in China.
Australia is now officially a RMB trading hub.
Australian companies trading with China can pay and
receive RMB, eliminating exchange rate risk and the
cost of conversion.

One of the industries most enthusiastic about the
China FTA is the dairy industry, which describes it as
a “game changer” that may enable the industry to
make up the ground lost to New Zealand, which has
had a FTA with China covering NZ dairy since 2008.
Ten years ago China imported about $200 million in
dairy products. Today it imports about $6 billion of
dairy annually and growth is not slowing. Rabobank
estimates that China will face a supply gap in the next
few years of 10 billion litres of milk. The China FTA
will see fresh Australian milk become more affordable
in China. Tariffs on fresh milk are 15%, but that is
slated to fall to zero within a decade. The 15% tariff
on infant milk formula will be phased out over four
years, while other products will be tariff-free within
nine to 11 years.
The beef and livestock industry is also excited about
the FTA, which will see tariffs currently levied on
Australian beef of 12%–25% being eliminated over
nine years, delivering an $11 billion benefit.
Winemakers also see great opportunities to supply
China’s emerging middle-class – and high-income –
consumers. Wine is one the biggest winners from the
FTA, with the current tariffs of 14%–30% on
Australian exports being eliminated within four years.
The China FTA potentially makes Australian wine
more competitive against New Zealand and South
American brands, in particular.
The real benefits of the China FTA will not flow
through overnight, but the deal should certainly
benefit a wide range of Australian companies. Here is
a snapshot of some of the key winners.
Bega Cheese (BGA)
Market capitalisation: $687 million, $4.50
Dairy producer Bega Cheese owns the famous Bega
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brand, Australia’s number one selling cheese brand.
It also owns Tatura, which makes lactoferrin, infant
formula and other dairy products. In September Bega
signed a $100 million UHT milk deal with China’s
Chongqing General Trading Group, and the company
says the FTA deal has instigated a “ramp-up” of
enquiries coming from China.
According to Thomson Reuters, Bega’s analysts
have a consensus price target on the stock of $4.78,
implying upside of 6.2% from this point. There is also
a fully franked dividend, but that is only a minor
contributor to total return, expected on analysts’
consensus to come in at just 2.2% in FY16.

Murray Goulburn (not yet listed)
Australia’s largest dairy exporter, Murray Goulburn
plans to list on the ASX later this year in a $500
million listing, after the co-operative puts to its farmer
members a capital restructure proposal that includes
listing a unit trust.

Freedom Foods (FNP)

Murray Goulburn is the nation’s biggest dairy
exporter, collecting almost 40% of Australia’s 9.1
billion litre milk pool. The company says that on the
back of the FTA it could buy a stake in a Chinese
player or invest in distribution channels: the capital
raising is all about funding Murray Goulburn’s growth
strategy, and “China is at the centre of those plans,”
the company says.

Market capitalisation: $428 million, $2.80

Australian Agricultural Company (AAC)

Specialised (allergen-free) food company Freedom
Foods (FNP) has joined a consortium called
Australian Fresh Milk Holdings to ramp up milk
production for the Chinese market, joining forces with
China’s giant New Hope Dairy group and two of
Australia’s largest dairy-farming families. New Hope
will invest up to $500 million in Australian dairy farms
and processing plants. Freedom’s Pactum dairy
division already supplies premium long-life milk to
Bright Dairy, one of China’s largest dairy companies.

Market capitalisation: $719 million, $1.35

Freedom also owns an 18% stake in NZ company
(but ASX-listed) A2 Milk Company (A2M), which
makes and distributes A2-branded dairy products
(free from the A1 milk protein). On Thomson Reuters
numbers, analysts see a consensus price target of
$3.20 on Freedom Foods, and a fully franked divided
yield of 2.6% in FY16.

Beef producer AAC owns the largest beef herd – and
biggest Wagyu beef herd – in Australia, and has its
new Darwin processing operation up and running,
making it a fully vertically integrated, branded
“paddock to plate” beef producer. The tariff reduction
should result in much larger volumes of Australian
beef being sold to Chinese consumers, and AAC is a
premium producer likely to appeal to a market that is
increasingly interested in knowing exactly where its
food has come from. However, AAC is currently a
loss-maker, and has slumped 18% since April.
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Elders (ELD)
Market capitalisation: $322 million, $3.84
Agribusiness Elders is one of Australia’s largest
exporters of live cattle, and should also benefit from
the China FTA, as it builds-in transparency and
traceability throughout its live export business supply
chain. However, Elders made a loss in FY14 and
while it is expected to return to profitability in FY15,
analysts see the stock as fully-valued at present, and
there is no dividend expected in FY15 or FY16.

Treasury Wines (TWE)
Market capitalisation $3.3 billion, $5.11
Treasury Wine Estates, which owns brands including
Penfolds and Wolf Blass, already generates about
12% of its premium wine export revenue from China.
The Australian wine industry is struggling with
ongoing over-capacity and quality challenges, but the
China market is very promising and tariff removal
should allow Treasury to sell more wine in the
country. In the short term, Treasury’s analysts see
the stock as over-valued, with a consensus price
target of $4.76, substantially below the current price.
Analysts expect an unfranked yield of 3% in FY16.

Ruralco (RHL)
Australian Vintage (AVG)
Market capitalisation: $281 million, $3.61
Market capitalisation $87 million, $0.375
Agribusiness Ruralco established a live cattle export
partnership called Frontier International in October
2013, exporting cattle both for consumption and
breeding purposes. While the initial focus has been
on Indonesia, Vietnam and China, Ruralco says there
is definitely potential in China on the back of the FTA
and the associated live export protocol. RHL also has
businesses in rural supplies, livestock and real estate
agency, and water services. On FN Arena numbers,
Ruralco’s analysts have a consensus price target of
$3.90 on the stock, and expect a fully franked
dividend yield of 5.6% in FY16.

Last August Australian Vintage signed a long-term
China-wide distribution agreement with COFCO Wine
& Spirits, an arm of China’s largest food processing
manufacturer and trader, COFCO. The core brand
McGuigan Wines has become COFCO’s strategic
partner in Australian wine, giving the Australian label
access to a massive distribution network across
China. If Australian Vintage can come through with
the 2.5 cent dividend expected in FY16 by analysts’
consensus, on Thomson Reuters numbers, that
would equate to a hefty 6.7% dividend yield – with full
franking augmenting that even further in the hands of
SMSF holders. The analysts’ consensus target price
of 42 cents also implies capital gain in the offing.
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Ramsay Health Care (RHC)
Market capitalisation: $12.4 billion, $61.21
In May, private hospital operator Ramsay Health Care
struck a new 50:50 joint venture with Chinese
healthcare company Chengdu Jinxin Healthcare
Investment Management, involving five hospitals in
Chengdu, operating 2,300 beds. The China FTA
permits Australian medical service suppliers to
establish Australian-owned hospitals and
profit-making aged-care institutions in China.

Beijing has announced plans to sell 7,500 public
hospitals – 10% of its hospitals – to the private sector
over the next decade, and Ramsay’s foothold in the
market should enable it to participate further in a
market that has very favourable demographic factors:
a population of 1.3 billion, a growing middle class,
and an ageing population. Ramsay’s portfolio is
spread across Australia, the UK, France, Indonesia
and Malaysia, but China should ultimately become an
important part of the business. On FN Arena
numbers, Ramsay’s analysts have a consensus
price target of $65.17 on the stock, and expect a fully
franked dividend yield of 2% in FY16.
*All charts sourced at Yahoo!7 Finance, 22 June
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
It must be a difficult market to pick with so many of
our Super Stock Selectors choosing not to respond
this week.

“Its recent strategic arrangement with Warren
Buffet’s Berkshire Hathaway could be a catalyst for
positive longer term growth prospects,” D’Amato
says.

But even though their numbers are few, National
Australia Bank still manages to get more than one
like.
After a big sell off, the banks are reasonably valued at
these prices. Paul Rickard likes the sector in general
and is most positive on NAB.
Charlie Aitken is also a big fan, devoting an entire
article to it last week.
Raymond Chan says they continue to buy the bank
on its way up.
IG Markets’ Evan Lucas is more generalist in his
likes today, picking the entire ASX/S&P 200. He says,
“the ASX is trading at a 9% discount to the MSCI
World index currently and that gap is likely to close in
coming weeks.”
The Australian index is underperforming global
indices from as low as 4% to Europe to 23% to Asia
Ex-Japan. The US is outperforming the ASX by 13%.
“International investors will want to rotate into the
value that has been created by the ASX’s 9%
decline,” Lucas says.
It seems that Elio D’Amato from Lincoln Indicators is
a big fan of Warren Buffett and his investment, via
Berkshire Hathaway, into Insurance Australia Group.
While Australian operations have been challenging
for the last 12 months due to storms, tropical
cyclones and other weather events, he says IAG
continues to deliver a high consistent fully franked
dividend yield.

On the other side of the ledger, companies in the
media space get a drubbing and Michael McCarthy
from CMC Markets doesn’t like AGL Limited.
“Trading within 5% of its all-time high following the
announcement of the opening of a Newcastle gas
storage facility, AGL is ripe for portfolio trimming,” he
says.
Our Super Stock Selectors is a survey of prominent
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analysts, brokers and fund managers. Each week we
ask them to name a stock they like, and one they
don’t like. We purposely ask for ‘likes’ and
‘dislikes’ instead of recommendations, so it provides
an idea of what the market is looking at, rather than
firm buys or sells.
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
At face value, it appears stockbroking analysts have
been busier than usual during the week ending
Friday, 19th June 2015. FNArena registered no less
than 25 changes in individual ratings for stocks.
Companies affected vary from resources stocks to
traditional and online media companies, finance,
transport and retailers. Look closer, however, and
many of the changes are company or event-specific.
In the good books
ANZ Banking Group (ANZ) was upgraded to
Outperform from Neutral by Credit Suisse.
Buy/Hold/Sell 4/2/2 The more positive view reflects
improved valuations for both the bank and the sector.
The broker believes ANZ offers relative value and
growth and is the best sector play on US monetary
tightening, Australian dollar depreciation and the
recent strength in New Zealand.

mining operations, in order to reduce capex, a
strategic review to reduce debt, and a likely FY15
impairment of around $320 million. Arrium is under
considerable pressure but is trading at around a 20%
discount to net tangible assets, the broker notes.
Debt is a concern but the company does have asset
divestment options, hence the strategic review is
worth watching.
BT Investment Management (BTT) was upgraded
to Neutral from Underperform by Credit Suisse
and to Neutral from Sell by UBS. Buy/Hold/Sell:
0/4/0 Westpac (WBC) will sell down up to 28% of BT
Investment stock. Following a 15% fall in the share
price since April and a positive market update Credit
Suisse upgrades to Neutral from Underperform. The
broker believes the stock is insulated from the
earnings downgrades its Australian peers are likely to
witness in the next month. UBS had suspected the
market was capitalising a level of earnings growth
that would prove difficult to maintain over the medium
term. While continuing to expect the entrenched cost
growth poses a risk, if flow and market tailwinds
moderate, the broker now considers the share price
has made some allowance for this.
Challenger (CGF) was upgraded to Hold from Sell
by Deutsche Bank. Buy/Hold/Sell: 5/3/0
Challenger’s investor briefing included a downgrade
to retail annuity growth guidance in FY15, with the
company suggesting this will be 9.0% instead of
11-13% as previously targeted. Higher margins offset
the impact on FY16, Citi observes.

Arrium (ARI) was upgraded to Neutral from
Underperform by Macquarie. Buy/Hold/Sell: 0/6/2
Arrium has announced a further restructuring of its

Incitec Pivot (IPL) was upgraded to Buy from
Neutral by Citi. Buy/Hold/Sell: 3/2/2 Citi believes
the quality of the cash flow should not be
underestimated. Conversion is expected to average
over 95% from FY15-18, enabling a capital return that
could come earlier and be larger than expected. The
broker makes some minor negative adjustments to
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forecasts centred on domestic fertiliser volumes but
moves back to Buy from a Neutral rating.
Orora (ORA) was upgraded to Overweight from
Neutral by JP Morgan. Buy/Hold/Sell: 5/2/0 The
broker reviews the key themes in the packaging
industry. The company is expected to achieve
meaningful earnings growth through cost cutting from
the B9 manufacturing facility and other recent
rationalisation activities. In the longer term, the
company’s participation in the highly fragmented
North American distribution market provides
significant ability to scale up operations in the region.
Qube Holdings (QUB) was upgraded to
Outperform from Underperform by Credit Suisse.
Buy/Hold/Sell: 5/2/1 The company has struck a deal
with the government to develop the Moorebank
terminal. Credit Suisse believes Qube has unfettered
pricing power and can capture a large portion of the
efficiency gains in the import/export container supply
chain.
REA Group (REA) was upgraded to Add from
Hold by Morgans. Buy/Hold/Sell: 6/1/1 Morgans
believes the recent sell off was overdone and the
stock is now trading at a significant discount to
valuation. As the dominant player the broker expects
REA Group to enjoy strong revenue growth for the
next three to five years. The broker believes upside is
based on a stabilisation of listing volumes and market
acceptance of the new subscription packages.

Energy Resources of Australia (ERA) was
downgraded to Sell from Neutral by UBS.
Buy/Hold/Sell: 0/0/3 Ranger 3 Deeps will not
proceed to final feasibility in the current environment
based on the lack of progress in the uranium market
and the economics, which require operation beyond
the current mining lease that expires in 2021. UBS
has lowered the probability of the underground
proceeding to 20% from 50%.
Nine Entertainment Corp (NEC) was downgraded
to Neutral from Buy by Citi. Buy/Hold/Sell: 4/3/1
Operational issues appear company specific and not
caused by the TV advertising market and Citi finds it
hard to ignore the potential downside risk to earnings.
Given no recovery is in sight the broker downgrades
to Neutral from Buy.

In the not-so-good books
Alumina Ltd (AWC) downgraded to Neutral from
Outperform by Credit Suisse. Buy/Hold/Sell: 6/1/1
Australian alumina prices are moving lower but
Chinese prices have fallen even faster, on the back of
re-sales of contracted Australian cargoes into the
Pacific market. Supply is ample and buyers are
scarce. Credit Suisse does not expect the market to
absorb the supply pressure.

Sonic Healthcare (SHL) downgraded to Hold from
Buy by Deutsche Bank. Buy/Hold/Sell: 4/4/0 Sonic
Healthcare will acquire Medisupport and become the
largest lab company in Switzerland. The acquisition is
to be funded by both debt and equity. Deutsche Bank
suspects the consensus numbers are too high and
finds few positive catalysts in the near term. The
broker expects the acquisition will boost earnings by
8.0% in FY16.
Trade Me (TME) was downgraded to Sell from
Neutral by Citi. Buy/Hold/Sell: 1/2/3 The business is
in transition and Citi believes more investment is
needed in the platform. The broker reduces earnings
forecasts by 6.0% for FY16. With only modest growth
and potential competitive risks the broker
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downgrades to Sell from Neutral. Citi believes the
shares are trading at an unwarranted valuation
premium. Target is reduced to $2.96 from $3.61.

and international stock brokers: BA-Merrill Lynch,
CIMB, Citi, Credit Suisse, Deutsche Bank, JP
Morgan, Macquarie and UBS.

Whitehaven Coal (WHC) was downgraded to
Neutral from Outperform by Credit Suisse.
Buy/Hold/Sell: 2/5/1 Credit Suisse has decided it’s
time to swap Whitehaven Coal for New Hope Corp
(NHC) as its preferred coal exposure. The rating is
downgraded to Neutral from Outperform and the
target to $1.60 from $2.00. World money supply
continues to shrink, suggesting further downside for
commodity prices, and the broker considers
consensus earnings numbers for big cap stocks are
still too high. Credit Suisse would want to see a turn
around in money supply before re-weighting the
mining sector in a broad-based manner.

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.

Earnings Forecasts

FNArena tabulates the views of eight major Australian
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More hot auction action
by Staff Reporter
Auction results continue to build momentum, with a
preliminary auction clearance rate of 77.7% recorded
across the combined capital cities. That compared to
75.9% last week.

Capital city auction statistics (preliminary)

According to research house CoreLogic RP Data,
“current clearance rates continue to track at levels
much higher than last year, when over the same
week one year ago 65.4% of homes taken to auction
were sold.”
Weekly clearance rate, combined capital cities
And looking to the smaller property markets in
Australia, Brisbane’s clearance rate was 55.4%,
Adelaide’s 62.3% and Canberra’s was 67.5%.
Auction volumes in these cities are fractional when
compared to market heavyweights Sydney and
Melbourne.

Sydney’s auction clearance rate came in at 83.9%
this week and on par with last week’s result of
83.4%. The clearance rate last year was much lower
in comparison, at 70.1%.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

The hottest performing areas in Sydney this week
included the Ryde region, along with the Eastern
Suburbs, City and Inner South, Baulkham Hills and
Hawkesbury, and Inner West regions. All of these
suburbs experienced clearance rates above 87%.
Melbourne’s auction clearance rate stood at 79.2%
and higher than last week’s result of 77.7%. This
time last year, the clearance rate was 69.1%.
Melbourne’s strongest performing area this week
was the North East region, with 88.7% of all reported
auctions cleared.
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