Monday 9 November 2015

Good news delivery
The US got some good news on Friday – the jobs report came in better than expected! Take that
doomsday merchants and short-sellers. So what can we expect as the year comes to a close? I
discuss this, the economy and more in today’s note.
Also in today’s Switzer Super Report, Paul Rickard reviews the Centuria 203 Pacific Highway Fund,
which opens for public subscription today. Gary Stone also reveals what the charts say about the
euphoria around Blackmores. In Buy, Sell, Hold – what the brokers say, brokers upgraded Alumina but
downgraded Xero. And in Super Stock Selectors, Healthscope and Myer Holdings made it to the likes
list while Fortescue remained on the dislikes list.
Sincerely,

Peter Switzer
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Get ready for good news, and this is how you
invest
by Peter Switzer
Doomsday merchants and short-sellers were
delivered the news they didn’t want to hear, see or
read when the US jobs report came out on Friday
with 271,000 new jobs in the month of October when
only 180,000 was expected. I’m gearing up for good
news and I think the only bad news in the States will
come from Jack Frost!
I said the banks look attractive for a yield player and
they still do. I am buying BHP and Rio when there are
silly sell-offs but I know my good returns from these
could be two-three years away but the dividends are
still miles better than term deposits.
For two years in a row cold weather has rocked the
US economy, it showed up in statistics, it affected
confidence, it gave credibility to the ‘we’ll all be
ruined’ types and held back the march forward of the
stock market.
I’m always arguing that positivity begets positivity but
of course it works in reverse, so a bad jobs number
could have created more significant doubts about the
US economic recovery, the outlook for the global
recovery, the potency of QE and ultimately what
stocks will do.
Right now I am surrounded by experts who want to
play a negative game and while I respect them, I
hope they’re proved wrong and it will be strong
economic improvement that will determine whether
they are right or wrong.
Roger Montgomery talks about and worries about a
China banking crisis that will affect us but when I
pushed him on Thursday about whether this ‘crisis’
will lead to a worldwide financial crisis he said no. It
will affect Chinese growth and we will lose demand as
a consequence of China being our most important
trading partner.
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FN Arena’s Rudi Filapek-Vandyk is negative on
stocks right now but for how long? I make my calls on
a calendar year basis and I think we will end up on
last year’s finish of 5411 and I bet next year we will
go higher again. Citibank has 6,200 call out there and
all blessings to them with that!
Share Wealth Systems’ Gary Stone is not afraid of a
long-term view and he has us in a secular bull market
and so when I asked him on Thursday when the bull
market ends, he came up with five or six years!
Now that means a cyclical bear market could get in
the way but on a longer term basis he’s betting
stocks go higher.
A cyclical bear market could result if economies in
Europe and Japan don’t respond to QE as quickly as
we like but thankfully, the Yanks look set to deliver in
2016 and so many market pros now expect the Fed
to raise rates in December.
If that happened we could see a sell-off but it would
be a certain kind of madness that I will make money
out of by buying the dips. Economic recovery is the
scream headline out of those US job numbers and so
US companies and their stocks should deliver. Roger
is a big Apple fan if you are looking for a leg up tip for
US stocks.
I also think we will see a stronger Oz economy as the
lower dollar promotes economic growth better than a
lot of economists, analysts and company CFOs are
predicting. None of these people are infallible and
their confidence and attitudes can turn on a dime.
I’ve said before that there are negative economist
thinking we are heading to 1% or so economic growth
next year, but my survey of seven top economists
came up with a range of 2.6% to 3.2% and the RBA is
so confident about economic growth it did not cut
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interest rates on Cup Day, despite the banks being
set to raise rates in late November! That’s
confidence or stupidity.
So, how do you invest? I said the banks look
attractive for a yield player and they still do. I am
buying BHP and Rio when there are silly sell-offs but I
know my good returns from these could be two-three
years away but the dividends are still miles better
than term deposits.
ETF index plays like STW are good long-term plays
but if Citi is right, then if 6,200 shows up next year
then making a 1000 points on 5,200 would be 19%
plus dividends, let’s call it 24%, and I’d be happy
with that over two years!

One final point has to be made. If the market sells off
after the Fed raises, possibly in December, then the
Santa Claus rally will come late but it will come.
Economic recovery rolls into higher profits and share
prices but it doesn’t always follow the timetable we
prefer.
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’ll take it in one year if it happens but two years
yielding 12% is pretty damn good for backing
optimism and the best 200 companies in Australia.
I think small-cap fund manager specialists also offer
some alpha for your returns if you can’t be bothered
doing the company research and then keeping your
fingers crossed that you have all of the relevant info!
While the jobs report in the USA was the best news
last week I also liked this: “US September quarter
earnings have come in better than expected but still
down slightly,” AMP’s Shane Oliver calculated.
“86% of S&P 500 companies have now reported with
73% beating on earnings, and consensus earnings
expectations for the year to the September quarter
have improved from -6.3% three weeks ago to
-2.8%.”
It’s not a story of unparalleled greatness for US
profits but it’s progress. Revenue has been
disappointing though with only 44% of companies
beating on sales but there were reasons — the strong
$US and falling oil price have weighed on a lot of
companies that do well when the opposite prevails.
The GFC stole normalcy from us and we’re trying to
put it back together and it is a slow process but it’s
better than the opposite where we would have seen a
Great Depression, higher unemployment, bigger
bankruptcies and possibly a quicker stock market
recovery but I prefer this long slow recovery any day
of the week.
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8% yield makes this property trust look attractive
by Paul Rickard
Listed property trusts have been amongst the better
performers on the ASX in recent years. With
distributions included, the sector has returned 12.9%
this calendar year. Over the 3 years to the end of
October, the sector has averaged a return of 16.07%
per annum. Although there is no franking,
distributions from property trusts often include a
tax-deferred component, making them partially or
wholly tax-free.
An alternative to a listed property trust is an unlisted
trust. Typically, these pay higher yields than listed
trusts, are either single asset or own a less diversified
mix of property assets and are smaller in size. The
trade off, of course, is that there is no liquidity, so
investors typically agree a timeframe for the fund with
the aim of selling the assets and winding up the fund
around this time to provide an exit path.
There are several property managers who develop
unlisted property funds, including Charter Hall,
Centuria and Cromwell. One of the latest unlisted
funds is the Centuria 203 Pacific Highway Fund,
which opens today for public subscription.

Built in 2000, the property has a net lettable area of
11,196 sqm of office space, 542 sqm of retail space
on the ground floor, and 150 car spaces. It is fully let,
with 3 tenants of the office space – ASX listed
Cardino and Primary Health Care, and Verizon.
Key property metrics include a WALE (Weighted
Average Lease Expiry) of 5.0 years, occupancy
100%; fixed rental reviews of between 3.75% and
5.0% pa; and an average office rent of $479 per sqm.

Centuria 203 Pacific Highway Fund
The Fund is a single asset, fixed term fund which will
acquire a 50% long term leasehold interest in the
property known as 203 Pacific Highway, St Leonards.
The other 50% will be purchased by a related party,
the ASX listed Centuria Metropolitan REIT (ASX:
CMA).
The property is a modern 11 story commercial office
building located in the heart of the St Leonards,
directly adjacent to the St Leonards train station. St
Leonards is 5km north of the Sydney CBD.
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supply, while the Sydney Metro Infrastructure Project
is likely to select St Leonards as station.

Fund Metrics
The Fund is paying $43.03 million for its 50%
leasehold interest (expires in 2088), which puts the
property on an initial yield of 8.12% (as a function of
the net property income). This will be financed by the
issue of units to investors ($30 million) and
borrowings of $17.2 million. This gives it an initial loan
to value (LVR) ratio or gearing ratio of 39.6%.
The other circa $4 million includes stamp duty of $2.3
million, issue costs and an establishment fee of $0.86
million to the Manager, Centuria Property Funds. This
means that the initial net tangible asset value (NTA)
per unit is $0.90.
For unitholders, Centuria forecasts the following
distributions:

Investment Rational and Exit Plan
In addition to the strong forecast yields from rental
income underpinned by a WALE of 5.0 years and
high quality tenants, the Manager sees considerable
potential upside for St Leonards. Residential
conversions are forecast to reduce competing office

Monday 09 November 2015

Australia’s largest public infrastructure project, the
first stage (the Northwest rail Link in green) is due to
open in 2019. A City and Southwest rail link (in blue)
will include a second harbor crossing and improve St
Leonard’s connectivity with the Sydney CBD. It is
planned for completion in 2024.
The Manager also says that the property’s
acquisition metrics compare favourably to recent
sales in the area, and while yields have tightened in
St Leonards, the spread relative to Sydney CBD and
North Sydney prime grade office remains attractive. It
quotes research from Jones Lang Salle that says that
in Q215, the spread between St Leonards and
Sydney CBD prime grade office property was 2.0%
compared to a long term average of 1.75%, while to
North Sydney, it was 1.25% or 0.35% higher than the
long term average of 0.90%.
The Fund has an initial term of 5 years. Investors can
vote to extend this by a further two years, but after 7
years, it can only be extended by a unanimous
resolution of all investors. Accordingly, the Manager
will be looking to market the building around the time
of the initial expiry date, in the expectation that a
building and area re-rating (from residential
conversions/transport upgrades/spread
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compression/tenant quality and WALE etc) will have
led to an increase in the property’s value.
The Manager is incentivised to maximise returns for
unitholders, by potentially earning a performance fee
of 20% of any excess return over an internal rate of
return of 10% to unitholders (in cash). The Manager
is also entitled to a base management fee of 0.80%
pa of the gross asset value.
Our View
Centuria has a strong record in developing, managing
and winding-up (i.e., creating a successful liquidity
event for) single property unlisted funds. Although
there has already been material compression in
property yields (and hence a re-rating of commercial
property), the investment case for this Fund is pretty
attractive. While the property itself cannot be
converted into residential apartments, if surrounding
office buildings continue to be converted and the
Sydney Metro goes ahead as planned, then a
re-rating of this building and the St Leonards precinct
is more than plausible.
Like all unlisted trusts, it is an illiquid investment.
There is no liquidity. The minimum investment is
$50,000 – and as there is no cooling off period,
potential investors should read and consider the
Product Disclosure Statement very carefully. This can
be obtained here or call 02 8923 8923.
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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Beware Blackmores euphoria
by Gary Stone
Blackmores Limited (BKL) is one of my favourite
fundamental stocks. The reason is obvious from the
chart, however the main reason is that BKL has
continuously increased its dividend for many years.
However, I am also a realist and understand that
euphoria also happens in the market, just as fear
does. In fact, there often comes a time when euphoria
turns to fear.

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 is my view that the recent price action in BKL has
reached euphoric proportions. And its trailing
fundamentals support this with a PE Ratio of 60 and a
dividend yield of 1.2%. Whilst the future potential for
BKL’s business may certainly exist, such a rise in a
stock’s price in a relatively short period of time is
unsustainable without a serious pullback, possibly in
the order of a minimum of a 38.2% retracement, a
50% or even a 61.8% retracement of the last major
run-up. Such pullbacks would take BKL back down to
$131, $110 or $89, respectively. Having had four
61.8%, or more, retracements in the past 30 years
and just one 38.2% retracement after major run-ups,
the odds may be in favour of a 61.8% retracement.
The semi-log chart below also shows how far BKL
has risen above its long-term trend channel.

Printed with permission from Beyond Charts
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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
The local share market continues to battle downward
pressure with Australia’s major equities indices still in
negative territory for the calendar year to date
(excluding dividends).
In the good books
APN OUTDOOR GROUP LIMITED (APO) Upgrade
to Add from Hold by Morgans B/H/S:
2/1/0. Morgans has upgraded its forecasts for the
second time in a week, to reflect the new guidance for
2015 and also the structural trends that are favouring
the outdoor advertising industry. These trends are
showing no signs of abating and, after upgrades to
forecasts and valuation, Morgans reverts back to an
Add rating from Hold. Target is raised to $5.41 from
$4.46.

1/0/0. The company has upgraded FY16 guidance by
5.0% at the AGM. JP Morgan recognises that the
company faces a number of potential earnings
headwinds in coming years, primarily its exit from
short-term consumer lending and heightened
competition. The broker, nonetheless, notes the
significant recent decline in the company’s share
price, and believes the risk/reward is now skewed to
the upside. Rating is upgraded to Overweight from
Neutral rating and the $11.27 target is retained.
In the not so good books
OOH!MEDIA LIMITED (OML) Downgrade to
Neutral from Outperform by Macquarie B/H/S:
1/1/0. oOh!media has acquired inLink, which boasts
2500 digital screens across key capital cities. Upside
for oOh will need to be driven by earnings upgrades
and further bolt-ons over time, Macquarie suggests.
In the meantime, growth requires capital investment
and margins will eventually contract as contracts
renew. The broker sees Out of Home as a compelling
advertising story, but feels oOh is well-priced at this
stage. Downgrade to Neutral. Target rises to $3.80
from $2.95.

ALUMINA LIMITED (AWC) Upgrade to Neutral
from Sell by Citi B/H/S: 4/3/0. Citi has upgraded
Alumina Ltd to Neutral from Sell while reducing the
price target to $1.15 from $1.20 as the analysts
incorporate the decision made by JV partner Alcoa to
curtail alumina capacity further at Point Comfort. The
analysts hold a positive view on alumina prices post
2018 so this decision is poised to be reversed in the
years ahead, if Citi forecasts prove correct. The
decision to upgrade was made on the basis of
“valuation” as the share price has been weak
recently.
CREDIT CORP GROUP LIMITED (CCP) Upgrade to
Overweight from Neutral by JP Morgan B/H/S:
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XERO LIMITED (XRO) Downgrade to
Underperform from Neutral by Macquarie B/H/S:
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0/2/1. Xero’s first half result was in line with
Macquarie’s forecast. Customer numbers were
higher than expected and revenues were aided by a
weaker NZ$. But reluctantly, the broker must
downgrade to Underperform. Macquarie is a big fan
of Xero’s growth prospects and quality management,
but the share price has just run too far, too fast and
needs to “take a breather”. NZ$16.50 target
retained.
Earnings Forecasts

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 - healthscope
by Staff Reporter
This week, Julia Lee of Bell Direct thinks retailer Myer
looks set to benefit from the Christmas period that’s
just around the corner.
“With the all-important Christmas shopping season
around the corner, Myer (MYR) is looking like good
value,” Lee says.
“Discounting in the sector has eased and Myer’s
quality floor space is starting to be viewed by high
end brands to expand sales.”

airline Qantas is set to have a good week.
The devastating disaster in the half BHP-owned iron
ore operation in Samarco, Brazil, is also expected to
be priced in by the market, Lucas says.
For the second week running, Fortescue Metals
Group is a stock less favoured by Raymond Chan of
Morgans.

Health is also a theme on our likes list, with two
stocks in this sector – Healthscope (HSO) and Estia
Health (EHE) – in the mix.
Gary Stone says a classic break out occurred in
Estia’s share price on the 30th of October, which is
now trading at $7.67 after first listing at $4.74 in
December last year.
But not all of the health stocks today are a ‘like.’ In
Gary’s view, Blackmore’s euphoric levels have
almost had their day. “Whilst the future potential for
BKL’s business may certainly exist, such a rise in a
stock’s price in a relatively short period of time is
unsustainable without a serious pullback,” he says.
Elio D’Amato from Lincoln Indicators has Australian
receivables management company, Credit Corp, in
his likes list after the company upgraded its profit
guidance at their AGM to 12% (NPAT) for the 2016
fiscal year.
“We believe the fundamentals of the business remain
positive, with the company well placed to leverage the
improved operational efficiencies and increased PDL
purchases into earnings momentum,” D’Amato says.

Important: This content has been prepared without
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And with a continual fall in oil prices, and improving
market conditions, Evan Lucas of IG Markets thinks
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