Monday 29 June 2015

It's not all about Greece
I’m in the middle of Greece right now, so if anyone is going to be blindsided by what’s going on here,
it’s going to be me. But I’m a little bit worried that we’ve dropped the ball on other markets in the
past few weeks, so today I take a look at the recent falls in the Chinese market.
Also in the Switzer Super Report today, Barrie Dunstan wonders what Warren Buffett will do next, and
James Dunn takes a look at three manufacturing marvels – hard to believe but we still have some
good companies in this sector in Australia.
Paul Rickard explains why the bank hybrid market is such good value right now, but also reminds us
that it should only ever be a small part of any portfolio, while in Buy, Sell, Hold – what the brokers say,
IOOF got an upgrade.
Sincerely,

Peter Switzer
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What will Buffett do in Australia next?
by Barrie Dunstan
Warren Buffett’s deal with IAG seemed to excite the
stock market only temporarily, before dropping off the
radar of short-term focussed dealers.
The fact is that Buffett’s Berkshire Hathaway is a
quintessential long-term investor, and is loath to tip
off markets about its strategies – and probably will be
looking for other direct deals rather than on-market
share buying.
All or nothing
The Australian market is never likely to be deep
enough to absorb the sort of share buying which
could be unleashed by Berkshire Hathaway, now the
fifth largest listed company in the world. And, in any
case, Berkshire’s whopping size has now forced
Buffett to concentrate on buying parts of, or the whole
of, companies.
The IAG deal follows this pattern. It is in an industry
which Buffett knows intimately. As a major re-insurer,
its General Re group has long been dealing with IAG.
Berkshire appears to have done a good deal by
getting 20% of its business while only buying an initial
3.7% of IAG – one of two major players in the
Australian insurance market.
This is classic Buffett deal-making, using a
partnership approach to gain a strategic interest in an
industry he knows well. The Sage of Omaha has long
followed his rule of not investing beyond his circle of
competence. Instead, Berkshire recently established
a branch operation in Australia as part of what it
describes as a global insurance operation. Despite its
recent major diversification into major energy
companies and American railways, its other major
activity has long been its insurance business.

A teaser
Buffett did, however, teasingly drop a hint that he
liked Australian banks, though any of our big four still
might seem overvalued compared with his
most-admired US bank – Wells Fargo – in which he
has almost 10%.
When it comes to share market purchases, Buffett
runs a very keen, value investor’s eye over direct
investments, and he has already noted that current
world share prices are heavily dependent on interest
rates staying at record low levels.
Still assuming Buffett and his investment staff do take
a fresh look at the Australian market, what is the likely
viewpoint from Omaha?
First, they will see a share market heavily dependent
on China, an economy struggling to re-adjust to less
growth in demand for minerals from China, and a
deteriorating budget position.
Second, the Australian share market is already
heavily shaped by overseas investors. Recent data
showed that foreign investors held almost $A774
billion of Australian listed shares, or nearly 45% of the
total on issue.
At the same big time, local investors, like
superannuation funds that now have more than $A2
trillion of assets to invest, are increasingly finding
limited opportunities and are moving into overseas
markets.
Buffett likes to buy in down markets and this may not
be the best time for a very large investor to attempt to
amass a portfolio. It’s far more likely that Buffett may
adopt his more recent strategy of buying whole
companies instead of listed shares, as in the IAG
case.
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Penny-ante preferences
Of course he may still surprise locals, although
picking through our limited stock market list for
bargains might seem penny ante stuff to the men
from Omaha.
But, if they do, where might they look? Well, Buffett
has long signalled he likes companies with
uncomplicated businesses with some protection (or a
“moat”) from competition and good brand names.
Berkshire has been strong on consumer brands –
Proctor & Gamble, Coca Cola, Heinz and Duracell –
and has dabbled in media (mainly old-fashioned
newspapers), specialist retailers and, more recently
has pushed aggressively into energy and railways.
It’s hard to see any local brands, media companies
or retailers exciting Berkshire. In Australia the really
big names apart from the banks are the two major
retailers, Wesfarmers (Coles) and Woolworths,
Telstra and mining and energy groups like BHP, Rio
Tinto and Woodside.
Buffett’s “circle of competence” rule would seem to
rule out resources and he might not relish the
potential technological changes faced by Telstra. And
even the big two retailers have found that the “moat”
around Australia isn’t complete protection from big
overseas retailers – as Buffett himself painfully found
out with UK retailer Tesco.
In conclusion, rather than try and “front run”
Buffett’s possible picks, investors would probably be
better off concentrating on their own choices –
leaving the chance of a surprise boost from the Sage
from Omaha as an added bonus.
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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Is our Greek preoccupation blindsiding the bigger
worry of China?
by Peter Switzer
With all of this preoccupation with Greece, its failed
debt negotiations and the drama of the
out-of-the-blue referendum idea that the creditors
rejected, the question I have is:
Are we ignoring a potentially scarier problem for our
stock market — China?
Last week the 4% plus spike of the German Dax
stock market index, following the expectation that the
new Greek proposals for debt repayment would get a
thumbs up from its creditors, tells you to expect the
bad news over the weekend for the Greeks will play
out badly in stock markets this week.
Uncertainty around what a default means on Tuesday
and its implications for the Eurozone, as well as the
big three creditors that are owed most of the 320
billion euros — the European Central Bank, the
European Commission and the International
Monetary Fund — will be potential market-rocking
issues for stocks.
I guess it has to be what goes up can come down, but
it will take most of the week to see how scared
financial markets are about the failure of an economy
that is only 0.3% of world GDP and 2% of the
Eurozone GDP.
Undoubtedly hedge funds, short-sellers and
speculators will exploit the uncertainty but I suspect
the fallout won’t affect the general positive view for
stocks for 2015, despite some likely worrying
moments at least for this week.
I damn well hope the lenders who have played
hardball with the Greeks are prepared for the market
ructions for the week ahead. The ECB in particular
should have worked out a “what if the Greeks screw
this up” plan B.

China problems
That aside, in case you missed it, the Shanghai
Composite plunged 7% on Friday and gave up 9%
over the week. It lost 13% the week before. All of this
has to be put into context, and the first thing you need
to know is that the Chinese stock market was one of
the world’s worst performers for about six years.
However its domestic A-share market then surged
about 150% in a remarkably short period of time and
the rise this year has been around 30%.
Yep, 150%, so do you think a retracement is way
overdue? I’d say so.
Some experts say the forward P/E ratio is not too
overvalued but still, that rise has to be a worry.
Stewart Richardson, the chief investment officer at
RMG Wealth Management warned us on CNBC
about Chinese stocks. “We’re cautious on Chinese
equities, which we think is a bubble, which is bursting
real-time here,” he said. He says a 50% fall is on the
cards, blaming the recent slowdown in growth and
poor corporate profit stories.
Adding to the dodgy picture, the Chinese stock
market is often compared to a casino with retail
speculators using margin loans to leverage up their
returns.
It’s a big reason why I don’t advocate playing
Chinese stocks as I simply don’t understand what’s
going on.
A bubble?
The Washington Post recently looked at why the
Chinese market looks like a bubble and why it might
burst, arguing that it could have global
consequences.
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around the economy – was $20 trillion at the end of
2014, an incredible 70% larger than in the US.”
Adding to the worrying picture has been an explosion
of margin loans to buy shares and this has tripled in
the past year.

The home game

First, the Post explained that: “In 12 months, the
Chinese stock markets rose enough to create
$6.5trillion of value. That’s the equivalent of around
70% of China’s GDP in 2013, or about 40% of the
total value of the New York Stock Exchange – or
enough to pay off Greece’s debt 20 times over.”
Second, inexperienced Chinese investors are trying
their hand at stocks and they could be up for a big
sucker punch.
Third, Bloomberg says “the market has experienced
bigger swings over the past 30 days than any other
market except Greece.”
Fourth, the slowdown in Chinese economic growth
could not come at a worse time, though I would argue
7% growth on a bigger economy could be
exaggerating how bad this slower growth is. That
said, if growth slows into the 6% band, it could spook
stock players.
Finally, excessive lending has fuelled this stock
market surge with The Washington Post pointing out
that “a measure of the amount of money sloshing

One reason not to be too spooked by the Chinese
market’s big ups and downs is the fact that only
about 7% of individuals in China actually trade stocks.
So a market crash would have limited effects on
overall consumption and the economy, despite a big
number of wealthy Chinese doing a lot less shopping
in luxury brand shops. Ouch!
Another reason I am relaxed about China is that Wall
Street’s main reports on why stocks were mixed on
Friday ignored China and in fact the Dow put on 56
points to close at 17,946.68 despite that big market
fall. Of course, the experts who play the NYSE and
the Nasdaq are not infallible, but I reckon these big
Chinese market falls would have attracted a comment
or two, and a sell-off or two, even with all of the Greek
antics dominating the headlines.
Finally, I never underestimate the Chinese
Government’s ability to manipulate its economy and
markets, though I will be watching this latest Chinese
market drama play out and will keep you informed, as
you would expect.
So in summary, Greece should be the main market
game this week but a good jobs number out of the US
on Friday could even keep this in perspective. Never
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underestimate the Yanks’ ability to ignore problems
outside its borders. I will put China concerns on the
shelf for this week but with a moderate watch on
them.
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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Bank hybrids a buy!
by Paul Rickard
Key points
Unlike the main sharemarket, where
institutions and professional investors drive
market action and prices, the hybrid securities
market is largely a retail market.
Ultimately, banks raising more capital, and
strengthening their capital base, is a big
positive for bank hybrid securities. It means
that the triggers (‘common equity capital
trigger’ or ‘non-viability’ trigger) are far less
likely to be exercised.
Consider hybrids as part of your “risky fixed
interest” portfolio. A bit like a junk bond.
Don’t be put off by the name – without taking
risk, there is no return above the government
bond rate. But, it should only be a small part
of any portfolio.
Yield chasers should turn their sights to the bank
hybrid securities market. On light volume, prices have
headed south and, despite the recent recovery in
bank ordinary share prices, hybrid securities are
effectively yielding their highest margin in more than
three years. While there is risk, there is also value.
The sell-off

Less volatile bank hybrid securities followed bank
ordinary shares down in price, but unlike the latter,
haven’t bounced. The charts below show the prices
for two benchmark issues – Commonwealth Bank’s
PERL VII (ASX Code CBAPD) and ANZ’s Capital
Notes 3 (ASX Code ANZPF) – which are both still
trading around their lows.
CBAPD, Commonwealth Bank of Australia PRF

Source: ASX
ANZPF, ANZ Banking Group Conv PRF

There are a number of factors that influence the price
of a hybrid security. One of these for bank hybrid
securities is its relationship with the yield available on
bank ordinary shares, as some investors tend to
consider these as alternative investment options.
With concerns about capital raisings and talk that the
yield trade might be over, bank share prices fell
materially over April and May. For example,
Commonwealth Bank ordinary shares peaked on 23
March at $96.69, fell to $79.19 on 10 June, and
despite Friday’s sell-off, have climbed back to $86.65
– a rise of 9% from the bottom.
Source: ASX
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NAB has undertaken, and not neutralizing/increasing
investor incentives on dividend reinvestment plans.
What other factors influence hybrid prices
The hybrid securities market is unique on the ASX.
Unlike the main sharemarket, where institutions and
professional investors drive market action and prices,
the hybrid securities market is largely a retail market.
While some smaller institutions participate, it is
generally higher net wealth private investors,
including SMSFs, who take part. Secondary market
activity is very thin.

Ultimately, banks raising more capital – particularly
through the issue of ordinary shares – is a big
positive for bank hybrid securities. The strengthening
of the capital base and implied de-leveraging that
occurs means that the triggers (‘common equity
capital trigger’ or ‘non-viability’ trigger) are far less
likely to be exercised – meaning that the worst case
scenario for a hybrid security (the mandatory
conversion back into ordinary shares) is an even
more remote scenario.

It is also a supply/demand market. New supply (as in
new issues) has a huge impact on prices. However,
both supply and demand are erratic.

Yields available

In the case of the former, this is because the issuers
are wholly opportunistic. Because of the very high
costs of issuing to a retail market, banks only issue
ASX listed hybrid securities when it is attractive to do
so. If it is more cost effective (ie they pay a lower
interest rate) to issue securities via a wholesale
market, they ignore the hybrid securities market. This
means that supply is often erratic and dependent on
spreads in the wholesale market.
Secondary market demand is also very erratic, mainly
because it is very difficult for private investors to
compare effective trading yields.

Detailed below are the secondary market trading
yields for four hybrid issues – one from each of the
major banks. There are more than 20 bank hybrid
issues – so if the market is efficient, they should (for
the same issuer) be trading at around the same
margin.
Although the actual distribution paid is based on the
issue margin plus the then current 90-day bank bill
rate, the trading margin represents this return plus the
expected price appreciation if the security is
redeemed at $100. Prices are as at the COB on
Friday, and assume that redemption occurs on the
first date possible.

Supply factors have not played a major role over the
last few months, as there has only been one new
issue (for Bendigo) and it is unlikely that the market
will be tapped in the short term by further issues.
Erratic and thin secondary market demand,
responding to weaker bank ordinary share prices and
the prospect of banks raising more capital, is the
factor that has played the largest role.
Banks raising capital should be good for hybrid
securities
While it is also possible that the spectre of banks
raising more capital has had a negative impact on
prices, as it could result in more hybrid issues, so far,
this is yet to play out.
Banks are responding to these challenges by selling
non-core assets, new equity raisings such as the

From the above table, the going rate is a trading
margin of almost 4.0%. The CBA PERLS VII issue is
a stand-out, impacted by its size and the fact that it
has never traded above par, and possibly an
expectation that CBA may not call it on the first date.
If this happens, the conversion date slips two years to
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15 December 2024 (into ordinary shares at a 1%
discount).
Debt or equity?
I think the debate about whether hybrid securities are
debt or equity is somewhat academic. While they
have some equity like characteristics, I don’t
consider them to be equity because they have no
price upside. The maximum amount you will ever get
back is the issue price of $100.
They also shouldn’t be considered in the same
basket as a government guaranteed term deposit or
government bond.
I consider them to be part of my “risky fixed interest”
portfolio. A bit like a junk bond. Sure, you don’t enjoy
the same rights as a creditor if something goes
wrong, but they are issued by much stronger
borrowers. And don’t be put off by the name –
without taking risk, there is no return above the
government bond rate. But, it should only be a small
part of any portfolio.
How to play?
While it is very likely that if one major bank got into
distress, it would impact the other banks and the
prices of any securities they had issued, the old
adage about issuer diversification really applies here.
Issuer diversification is not about buying different
issues from the same bank – it is about making sure
you spread any investment across many different
issuers. Build a portfolio covering all the major banks.
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

09

3 marvellous manufacturers
by James Dunn
Key points:
Melbourne-based manufacturer and
distributor of four-wheel drive accessories
ARB Holdings is a solid well-managed
company.
Ship builder Austal is not a great dividend
payer but on consensus target price grounds,
looks to be good value.
Analysts expect a strong rebound in FY16 for
household and commercial premises fittings
maker GWA Group, with a fully franked
dividend of 13.7 cents considered likely.
Investors hear it all the time – Australia’s higher
labour costs relative to the rest of the world, greater
access to cheaper imports, thanks to the
technological revolution, and a stubbornly high
Australian dollar make it difficult to earn a decent
margin making things in Australia.
But some companies have been able to build their
brand strength such that it still makes sense to paste
a “Made in Australia” label on their goods. It is
difficult to sustain, but here is a look at three local
manufacturing stars – which have made hard
decisions on expansion abroad, but still retain the
bulk of their manufacturing at home.

bars, side rails, air lockers, shock absorbers, air
compressors and dual battery trays.
ARB also has a factory in Thailand. That’s because a
large percentage of the pickup trucks sold around the
world are made in Thailand, and there is also a very
strong local market in Thailand for these vehicles and
their associated accessories.
In 2013 ARB opened another Melbourne-based
factory, in Bayswater, to build its range of plastic
canopies.
ARB has been a sound stock market performer,
delivering investors total return (capital gain plus
dividends) of 23% a year over the past five years.
Annual sales revenue has grown at an average
annual compound rate of 11.2% over the past ten
years, while net profit has grown at an average
annual compound rate of 13.0% over the same
period.
Longer-term, the share price has risen from the
30-cent levels in 1996 to $13.27. Along the way, ARB
has been a favoured stock for many small-cap fund
managers, on its way to a $1 billion-plus market
valuation. But the consequence of being such a
strong performer is that the stock looks fully valued.

ARB Corporation (ARB, Closed 26 June at $13.27)
Market capitalisation: $1.05 billion
One of the poster companies for Australian
manufacturing is ARB Holdings (ARB), the
Melbourne-based manufacturer and distributor of
four-wheel drive accessories. ARB exports its
products to more than 100 countries worldwide,
although 69% of sales go to the Australian
after-market. At its Kilsyth base, ARB makes most of
its core 4WD product lines, including bull bars, rear

Analysts say FY15 is a year of investment in
products, distribution and corporate structure, and net
profit is expected to dip, before bouncing back
strongly in FY16. Unfortunately, it is too late for
potential investors to pick up the fully franked special
dividend of $1.00 a share that was paid to
shareholders in December last year. In FY15 that will
take the analysts’ consensus forecast payout to
128.9 cents. Back in a normal dividend year, analysts
expect 32.3 cents a share in FY16, which prices ARB
on a fully franked yield of 2.4%.
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ARB is a very good, well-managed company with a
solid medium-term growth outlook, but trading at 21.3
times FY16 expected earnings, that outlook is already
priced in. The analysts’ consensus price target sees
ARB falling back to $12.42. If it does – or even better,
goes lower – ARB becomes a good buying
opportunity.

Source: Yahoo!7 Finance, 29 June 2015

Austal has had its difficulties on the stock market: the
Pentagon was not happy with some aspects of the
early LCS ships, at the same time as the company’s
debt blew out as a result of losses incurred in the
LCS work.
Austal had to mount an emergency $78 million
entitlement capital raising in November 2012, which
was priced at half the prevailing share price. The
share price slid from $3.70 in 2007 to 54 cents in
2012, but ASB has turned the corner quite strongly
since then, rising to $1.82.
Austal is not a great dividend payer – the analysts’
dividend consensus forecast puts it on a fully franked
yield of 2.5% for FY15 and 2.7% for FY16 – but on
consensus target price grounds, the stock looks to be
good value, trading with more than 10% upside from
present levels.

Austal (ASB, closed 26 June at $1.82)
Market capitalisation: $631 million
The Austal story is another that is often cited as a
major success story of Australian manufacturing –
with good reason. The company started out in the
1970s in Henderson, south of Perth, building
aluminium fishing “tinnies,” before building a global
reputation in the high-speed aluminium ferry market,
and progressing all the way to where it now holds
more than $US5 billion worth of contracts to build
advanced aluminium warships for the US Navy.
But along the way, Austal outgrew its home market,
establishing shipyards in the US (at Mobile, Alabama)
in 1999 and in the Philippines (Cebu) in 2013. The
Cebu shipyard handles most of the commercial ship
work, while Mobile works on the US Navy contracts
and Henderson hosts the remainder of the
company’s defence and para-military (police and
customs) work. More than 95% of current work and
the order book is military or para-military.
The contracts with the US Navy are a $US3.5 billion
contract to build ten littoral combat ships (LCSs),
which are lightly-armed vessels designed for missions
in waters close to shore; and a US$1.6 billion contract
to build ten 103-metre Joint High Speed Vessels
(JSHVs) for the US Navy.

Source: Yahoo!7 Finance, 29 June 2015
GWA Group Limited (GWA, closed 26 June at
$2.35)
Market capitalisation: $720 million
Another small-cap fund manager manufacturing
favourite through the 1990s and 2000s, household
and commercial premises fittings maker GWA Group
has held the line on Australian manufacturing for a
long time, but has closed a couple of factories in
recent years and started to bring in plastics and
vitreous china products from overseas. But it still
makes household names such as Dorf tapwear,
Caroma baths and showers, Clark kitchen sinks and
laundry tubs, Gainsborough doors and handles, and
Gliderol garage doors in Australia.
GWA has struggled since 2007, when it peaked at

11

$4.83, as the construction industry has been hit. The
company has sold several business units and in
October last year, shed 10% of its workforce and
restructured its manufacturing operations. Because of
the write-downs stemming from the restructure,
analysts do not expect GWA to pay an ordinary
dividend in FY15 (although it announced in April a
capital return of 22.8 cents a share to investors, and a
partly franked special dividend of 6 cents a share.)
The dividend had slipped from 12 cents in FY13 to 5
cents in FY14, but analysts expect a strong rebound
in FY16, with a fully franked dividend of 13.7 cents
considered likely.
In FY14, revenue was up 2% to $578 million, and the
net profit – loaded down by one-off significant items –
came in at $18.6 million, down from $32.3 million in
FY13. But analysts expect a 100% earnings rebound
in FY15 and 20% growth in FY16. The dividend
expectation would constitute a fully franked dividend
yield of 5.8%, and with the shares trading at a 9.7
discount to analysts’ consensus target price ($2.58),
GWA looks like a pretty good buy at these levels.

Source: Yahoo!7 Finance, 29 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
National Australia Bank is still in our list of likes this
week, with Michael Heffernan from Phillip Capital
reiterating that a recent capital raising, plans to exit
the UK and a new CEO are all working in its favour. A
fully franked dividend in excess of 5% is also pretty
nice too.
Still in financial services, an interesting one from
Michael McCarthy is his like of IOOF Holdings (IFL).
That company was hit by allegation of compliance
breaches within its research department last week
and dropped 20% as a result.
“The swiftness of the company response, their flat
denial that any clients were harmed and their
commissioning of big four accountants PwC to
analyse and report to both APRA and ASIC points, to
a high level of confidence in IFL’s overall position,”
McCarthy says.
Another like is the childcare healthcare education and
government property trust Arena REIT (ARF).
CEO of Lincoln Indicators, Elio D’Amato says it is
well positioned to maintain a stable dividend yield in
excess of 6%.
“A combination of low interest rates and a buoyant
property market puts ARF in a good position to
increase distributions and increase capital returns as
it expands with its tenant’s operations,” he said.

On the dislike side chartist Gary Stone says he
doesn’t like CSR because it has just fallen below a
strong support zone between $3.80 – $3.90.
“This is the third occasion on which this zone has
been tested and hence is likely that it won’t hold this
time. The next support zone for CSR is the $3.10 –
$3.20 zone which is nearly 15% below the current
price,” he said.
Our Super Stock Selectors is a survey of prominent
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
Amidst the high volatility environment for the local
share market, stockbrokers continue issuing more
rating upgrades than downgrades, albeit only just. For
the week ending Friday, 26th July 2015, FNArena
registered nine upgrades versus eight downgrades
with Credit Suisse’s quarterly update on commodity
prices forecasts featuring heavily on both sides of the
ledger.
In the good books
Independence Group (IGO) was upgraded to
Outperform from Neutral by Credit Suisse.
Buy/Hold/Sell: 3/3/1 Credit Suisse has downgraded
commodity price forecasts. The company’s FY16
estimates are cut substantially. If the merger with
Sirius Resources (SIR) goes ahead Sirius, by a slim
margin, is the cheaper entry point, in the broker’s
opinion. Independence Group is considered cheap if
the deal does not go ahead and not quite so if it
proceeds.

opportunity. The misconduct differs from other
financial advice incidents in that it is not about
misappropriating client funds but rather about
compliance.
Sigma Pharmaceuticals (SIP) was upgraded to
Neutral from Underperform by Credit Suisse.
Buy/Hold/Sell: 0/5/2 The pharmaceutical benefits
scheme (PBS) access and sustainability package, if
passed, means a material reduction in PBS spending
and wholesaler reimbursement over the next five
years. Sigma Pharma is expected to fully offset the
impact by winding back pharmacy discounts. On the
back of recent share price performance, Credit
Suisse upgrades its rating to Neutral from
Underperform.
SMS Management & Technology (SMX) was
upgraded to Overweight from Equal-weight by
Morgan Stanley. Buy/Hold/Sell: 1/3/1 The market
has been concentrating on the downside risk after a
prolonged period of softness, the broker observes.
The company has reiterated FY15 earnings should be
in line with expectations. Morgan Stanley envisages
the annuity managed services becoming a majority of
earnings in the longer term, which should drive
growth and higher earnings quality.
In the not-so-good books

IOOF Holdings (IFL) was upgraded to Outperform
from Neutral by Credit Suisse. Buy/Hold/Sell:
4/3/0 The company has released a statement noting
some press comments are misleading regarding
misconduct proceedings. Credit Suisse considers the
stock’s 18% fall is an over-reaction and a buying

Ansell (ANN) was downgraded to Equal-weight
from Overweight by Morgan Stanley.
Buy/Hold/Sell: 1/5/2 The considerable depreciation
of the euro against the US dollar is a significant
headwind in Morgan Stanley’s observation. The
broker does not believe FY15 results will be affected
but FY16 expectations look challenged. Adverse FX
movements are likely to outweigh the benefit from
falling input costs. Given the uncertainty Morgan
Stanley downgrades.
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Dexus Property (DXS) was downgraded to
Underweight from Neutral by JP Morgan.
Buy/Hold/Sell: 1/2/4 Following media reports that
Commonwealth Bank (CBA) is considering
pre-committing to the Parramatta Towers
development around 2019, the analysts have dug
deeper into lease expiries of Dexus as CBA is a key
tenant in Parramatta. The analysts note CBA
represents some 4% of annual earnings while
Woodside Petroleum (WPL) is also expected to
vacate current premises in Perth around the same
time. Woodside represents some 5% of annual
earnings. The analysts have taken a more cautious
view on expiries for key tenants over the next five
years.
OceanaGold (OGC) was downgraded to Neutral
from Outperform by Credit Suisse. Buy/Hold/Sell:
4/2/0 The broker considers the fundamentals for gold
are largely unchanged but earnings estimates are
downgraded and downgrades to Neutral on share
price strength.
OZ Minerals (OZL) was downgraded to Neutral
from Outperform by Credit Suisse. Buy/Hold/Sell:
4/4/0 The broker considers the fundamentals for gold
are largely unchanged but near-term copper price
expectations have been reduced. Earnings estimates
are downgraded for FY15 and FY16.

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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Some steadying in the property market
by Staff Reporter
Capital city auction statistics
The auction clearance rate increased from 77.3% last
week to 78.0% this week, while week-on-week
auction volumes remained fairly steady at 2,205.
Across the same week last year, the clearance rate
was 66.6%.
Weekly clearance rate, combined capital cities

Source: CoreLogic RP Data

Source: CoreLogic RP Data

Australian Property Monitors says the median auction
sale in Melbourne on Saturday, June 27 was
$752,500. While quite a few properties went for more
than $1 million, one of the cheapest properties sold
was a three-bedroom home in Melton West for
$292,000.

Melbourne
Melbourne’s auction clearance rate was slightly
down, at 78.5% compared to 79.3% last week, but
much stronger than last year’s result of 68.3%.
“So far this year, Melbourne’s weekly auction
clearance rate has been, on average, 10.6% higher
than over the comparable week one year ago,”
CoreLogic RP Data notes.
The hottest performing regions across Melbourne this
week included the North East and Inner East regions,
with clearance rates of 85.8% and 85% respectively.

Source: Domain
Sydney
Australia’s market heavyweight – Sydney –
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experienced a stronger clearance rate of 83.5% this
week, compared to 82.4% last week. At the same
time last year, 71.1% of homes taken to auction went
under the gavel.
The strongest result across Sydney’s regions came
from Ryde, with a clearance rate of 90.6%.

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.

According to Australian Property Monitors, the
median property price across Sydney for auctions
held on Saturday June 27 was $1,057,500. One of
the most expensive sales came from Chatswood,
where a five-bedroom property sold for a sizable $3.8
million.

Source: Domain
Another four-bedroom property in Collaroy was sold
for $3.4 million.

Source: Domain
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Don't miss this!
In the latest Super Sessions, we investigate why the Aussie market has been underperforming relative to the
US market. Click the image below.
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