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An IPO that is paying off

There have been some dud IPO deals that have come to the market recently and today I’d rather not
mention names and point fingers. Instead I want to remain positive.
Charlie Aitken shares with us an IPO investment that is working very well for him. This little beauty is
linked well to Australia’s growing compulsory super system and the price is right.
Also in today’s Switzer Super Report, Paul Rickard provides an update on how the growth and income
portfolios performed in November, while Tony Featherstone revisits the A-REITs sector and finds
some value.
Sincerely,

Peter Switzer
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A structural growth stock
by Charlie Aitken

As you know last month we significantly increased the
AIM Global High Conviction Funds weighting in
Australia. This was based off the view that ASX200’s
underperformance of Wall St in US dollar terms was
just too wide (-19%) and secondly that the Australian
economy is doing better. Thirdly, I think there’s
“growth at a reasonable price” to be found in the
right Australian industrial equities.

their businesses.

The final piece of the puzzle is we think the Federal
Reserve’s much anticipated “lift off” will in reality be
a “dovish hike”. I explain next week what that means,
but it should see the AUD and ASX200 rally into
year-end as macro hedge fund traders cover their
massively profitable short positions. We maintain the
target of ASX200 at around 5400 in January.

Link has been listed for a little over a month and has
performed very well. The stock has rallied from $6.37
to $7.30, seeing a high around $7.50. It would appear
to me via analysing the price action and volume that
IPO staggers have been cleaned out by investors
who want to back LNK over the medium-term, such
as my fund.

Interestingly, most of the earnings growth to be found
in Australian equities is NOT in the top 20
heavyweight stocks. They tend to offer reliable
dividend yield, but lack earnings growth. We have,
and continue to, look for earnings growth (at a
reasonable price) outside of the top 20 heavyweight
stocks.

Thankfully, we secured an excellent allocation in the
LNK float and have since added to our position as we
have gained greater confidence in the growth
forecasts for the company.

That clearly includes new IPO’s and secondary
raisings funding growth. Last week, I ran through our
investment thesis on the newly listed small cap Baby
Bunting (BBN), where we see structural growth.
We’ve also backed John McGrath’s float (Monday
7th), feeling John has the ability to drive earnings
growth by consolidating the highly fragmented real
estate agent sector. It appears we are not alone in
backing McGrath, with John attracting a high quality
institutional register in an IPO process that was
heavily oversubscribed.
There is growth in these newly listed companies and
my core belief is you can ONLY make sustained
capital gains in companies that are sensibly growing
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What’s even better is when you find a structural
grower in a structural growth industry. That’s what I
think Baby Bunting will prove to be, and today I want
to talk you through the investment case for Link
Administration (LNK), at $2.7b the largest IPO of
2015 in Australia.

As in the BBN example, we are starting to see the
first broker research produced on LNK and it is
positive, focused on the growth profile and dominant
industry position.
I am assuming most of you haven’t heard of Link, or
at least don’t know much about it, although if you
own Australian shares, you have more than likely
received fund administration services from them in
one way or another.
To quote Macquarie’s analyst on Link… “Linking it all
together” is what LNK does. That’s a good way of
thinking about LNK in terms of Australia’s
superannuation industry.
In a nutshell, Link Administration (LNK) is the largest
provider of fund administration services to Australia’s
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superannuation industry. They are a leading provider
of shareholder management and analytics, share
registry and other value-added services to corporate
clients in Australia and nine other countries. LNK’s
leading market positions are underpinned by the
functionality and integration of its proprietary
technology platforms.
These proprietary technology platforms are
considered market leading. They administer financial
ownership data for over 2,300 clients globally, which
services an underlying base of 10 million
superannuation account holders and over 20 million
individual shareholders.

It’s worth remembering, however, that LNK is not a
newcomer to delivering GROWTH. Between 20022015 LNK delivered a compound average growth rate
(CAGR) of +22% at the revenue level and +25% at
the EBITDA level. For the FY16 year as a listed
company, analysts estimate another year of +27%
revenue growth translating to +22% EBITDA growth.
EPS should grow +20% or slightly more.
As 90% of revenues are recurring visibility is high in
terms of forecasting. Let’s have a look at the
investment arithmetic for LNK in the year’s ahead
using consensus forecasts.

The fund administration business accounts for over
60% of gross revenue, while corporate markets and
information, digital and data account for the other
40%, evenly split. Australia and New Zealand account
for nearly 90% of group revenue.
Scale is Link’s greatest advantage. There should be
no doubt that LNK has a scale advantage in Australia,
but most notably in the fund administration business.
According to Macquarie Research, “This scale,
together with the operational efficiencies provided by
the significant investment in technology, has
established Link Group as a low-cost, high–quality
service provider which in our view is uniquely
positioned to capitalise on the growth of the
Australian superannuation sector”.
“The Fund Administration business has established a
significant scale advantage post the Superpartners
acquisition (doubled revenues), with 9.3m members
as at June 2015. This is several times the size of the
nearest two largest competitors (Pillar & Mercer). This
scale, together with its significant investment in its
platforms, allows LNK to provide administration
services to superannuation funds at a lower cost than
competitors which creates substantial barriers to
entry”.
That SuperPartners deal was the one that cemented
the investment case and growth profile for LNK.
There are very substantial synergies as LNK migrate
clients onto their own platforms. Synergies could be
as high as $100 million, which is a key driver of future
earnings growth.
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All those forecasts are moving in the right direction.
Revenue growth, earnings growth, dividend growth,
ROE (return-on-equity) growth and debt are all
coming down. Free cash is also increasing each year
in the forecast period.
As you know, my core investment approach is “price
to growth”, or PEG ratio investing. LNK offers three
years of solid double digit EPS growth (forecast) and
is trading on a PEG ratio of slightly over 1x in each of
the forecast years.
To me that is cheap for a structural growth stock in
what is a legislated structural growth sector. That
growth sector could even see further legislative
support if compulsory superannuation contributions
increase in the years ahead (likely).
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It meets. and exceeds, all the variables we look for in
an investment and we have built a significant holding
in the stock in line with the medium-term investment
thesis above.
I really feel this could prove a structural grower, in an
earnings and dividend upgrade cycle over the next
few years.
Link (LNK) is one way we have increased our
exposure to Australia, but it is exposure to a structural
growth sector in what we believe will be a structural
growth stock. Structural growth is NEVER cheap on
raw P/E’s and ALWAYS trades at a P/E premium to
the broader, somewhat growth-less, large cap
Australian market. The P/E is higher because the
GROWTH is higher and sustainable.
Our final attraction to Link is it is not beyond the
realms of possibility that it becomes a takeover target
(through time) for a global player looking for exposure
to the Australian superannuation system.
This is a genuine larger mid-cap industrial stock that
we feel has a bright future.
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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2 well-positioned AREITs
by Tony Featherstone
After a period of stunning gains, the Australian Real
Estate Investment Trust (AREIT) sector has lost a
little steam this year. Value is still hard to find, but
price weakness or consolidation in key AREITs is
creating better opportunities for long-term investors.
The AREIT sector needed a breather. The S&P ASX
200 AREIT index soared more than 30% from
January 2014 to February 2015. As with other
interest-rate-sensitive sectors, the rally was driven
more by sentiment than fundamentals at the peak.
Near-zero interest rates and a lower Australian dollar
overseas enticed international investors to buy
Australian property and drive prices higher. Also,
record-low domestic interest rates encouraged
income-seeking investors to buy AREITs for yield.
Critics argued the sector in early 2015 was badly
overvalued in absolute and relative terms. Many
AREITs traded at a growing premium to their net
tangible assets (NTA) and the sector looked more
expensive than the banks, which offered better yield
after franking.
I was not quite as bearish. Although the AREIT sector
traded about 15% ahead of NTA in early 2015, direct
property transactions suggested future NTA values
had to rise at least a few percentage points, such was
the strength of property markets.
Also, the sector should be able to trade a few
percentage points ahead of NTA because AREITs
have liquidity benefits over owning property directly.
And some AREITs have funds management or other
assets that add value for unitholders.
Adding it up, the AREIT sector was arguably about
10% overvalued at its February peak. Since then, the
sector has fallen about 6% and at one stage was
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down more than 13% as the sharemarket correction
intensified in August and September.
Care, of course, is needed with AREIT indices
because of their high weighting in a handful of large
AREITs. But there’s enough to suggest value has
slightly improved in higher-quality AREITs, such as
Westfield Corporation, Goodman Group and Dexus
Property Group (to be covered in a later column in the
Switzer Super Report).
Value is always relative. In a sharemarket where
revenue gains hard to find, and earnings growth is
becoming less reliable, the big AREITs offer a better
risk-adjusted return than most sectors. Long-term
leases on prime properties are less volatile than
corporate earnings and there is much to like about
the sector’s transformation since the 2008-09 GFC,
with less debt on balance sheets and greater focus
on managing property returns.
Westfield stands out
Westfield Corporation has several attractions: high
exposure to the strengthening United States
economy, no exposure to Australian retail, and
potential for significant rental increases when a
number of leases are reviewed from 2017. Asset
valuation revisions and potentially a lower Australian
currency in 2016 are other pluses.
Westfield’s US exposure is a key strength. I have
become more bearish on Australia-focused retail
REITs this year. Rising consumer confidence and
improving retail sales growth are good news for
shopping-centre owners. But gains could be
short-lived as house prices in Sydney and Melbourne
fall 5-10% next year and consumers feel less wealthy.
Ongoing problems in department stores, and
weakening performance from key anchor tenants,
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such as Woolworths, are other concerns for local
shopping-centre owners.
Westfield Corporation has 71 % of assets under
management in the US and 29 % in the United
Kingdom. About three-quarters of its assets are in
flagship retail properties and more funds are being
invested in this segment over its lower-graded or
non-core properties.
Continued improvement in the US economy in the
next few years should further improve tenant
occupancy rates and reletting outcomes at flagship
Westfield properties. Compared with Australia, US
retailing has stronger tailwinds in the next year or two.
Westfield should lift lease rates at its legacy US
assets, thought to be 5-10 % below prevailing market
rates, when they are renewed in the next few years.
That should support medium-term earnings growth as
its flagship centres attract higher rents and
occupancies.

AREIT sector in 2016 given its exposure to the US
economy, the quality of its assets and its operational
performance.
Macquarie Equities Research has a $12.13 price
target in 12 months for Westfield. Morningstar has a
fair value of $11. At the current $9.68, Westfield is
undervalued on those forecasts. The market,
generally, has mixed views on Westfield, with sell and
hold recommendations slightly outnumbering buys,
according to consensus analyst estimates.
On this occasion, I’ll side with the bulls on Westfield.
A 3.7 % forecast yield and the prospect of reasonable
capital gains suggest Westfield should outperform its
sector and the broader sharemarket in 2016. A lower
Australian dollar, part of my thinking for 2016, would
be another earnings tailwind
Westfield Corporation (WFD)

Asset valuations should be enhanced as several key
projects in Westfield’s development pipeline open or
near conclusion. The Village project at Topanga in
Los Angeles opened in September 2015 and is 95%
leased. The $1.4 billion Westfield World Trade Centre
in New York is fully leased and is expected to open in
the first half of 2016.
Major expansions of shopping centres in the UK and
Italy in the next few years should add to Westfield’s
NTA as these properties are further upgraded. The
potential for apartment sales at UK properties not
widely focused on in the market could also boost
Westfield earnings. The result, a rising NTA that
support a high price for Westfield next year.
Westfield has a good strategy. Focus on the
higher-growth US economy, convert more properties
to flagship assets, and lift medium-term rents and
asset valuations.
Westfield’s total shareholder return (including
distributions) is 12 % over one year to December 2,
2015. The S&P/ASX 200 AREIT accumulation index
has returned 17 % over that period. After strong gains
in 2012 and 2014, Westfield has had a period of
consolidation this year. It should outperform the
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Source: Yahoo!7 Finance, 2 December 2015
Goodman Group’s attractions
Like Westfield Corporation, Goodman Group has a
high proportion of overseas earnings. More than half
of its revenue comes from its European, United
Kingdom, and Asian assets. It is also building a
stronger presence in the United States through
development projects and is particularly strong in
industrial property in Continental Europe.
About half of Goodman’s assets are in
warehouse/distribution facilities. The rest are spread
across industrial estates, business parks, landbank
developments and office parks. The group had $32.3
billion in assets under management in the first quarter
of FY2016.
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Goodman had a solid first-quarter trading update. It
reaffirmed earnings guidance of 39.4 cents a share
for FY16 – slightly ahead of market expectation. The
guidance is possibly a touch conservative given the
backdrop of rising property asset values.
Goodman continues to recycle capital successfully
from lower-return properties into higher-yielding new
assets. Its development work in progress increased
12.7 % to $3.4 billion in the first quarter of 2016,
spread across 78 projects.
Importantly, Goodman expects the new projects to
have a forecast yield of 8.7 %. Simply, assets that
were yielding 5-6 % are increasingly being sold and
capital rotated into higher-quality projects that earn
better returns.
Goodman’s strategy of owning offshore industrial
properties has merit. Global pension funds, thought to
be underweight industrial property, should find
greater attraction in this lower-yielding, lower-risk
asset class in a low interest-rate environment. In time,
that should drive more funds into Goodman’s
fund-management platform.
Growth in online retailing and moves to better
integrate global transport supply chains should also
support greater investment in industrial property. The
global agribusiness sector, for example, requires
trillions of dollars in supply-chain upgrades as more
food must be moved, stored and processed to feed a
growing global population and expected middle-class
consumption boom.
Like Westfield, Goodman is in the right place at the
right time as several tailwinds drive property demand,
earnings growth and asset valuations over the next
3-5 years.
However, the market has mixed views on Goodman.
Four of 10 broking firms that cover it have a buy
recommendation, five have a hold and one a sell,
consensus analyst estimates show. A median target
price of $6.38 suggests it is near fair value at the
current $6.25.

its exposure to higher-quality industrial projects
worldwide has latent strategic value as global supply
chains are upgraded and expanded.
Like Westfield, it has underperformed the broader
AREIT sector over 12 months with a 13 % return after
strong gains over three and five years. Goodman,
too, looks well positioned for its next leg of unit-price
growth after a period of consolidation.
A 4 % yield is another attraction, although Goodman
suits long-term investors wanting a mix of income and
capital growth from global AREITs, and who can
tolerate higher risks from AREITs that have a
stronger project-development focus.
Goodman Group (GMG)

Source: Yahoo!7 Finance, 2 December 2015
– Tony Featherstone is a former managing editor of
BRW and Shares magazines. This column does not
imply any stock recommendations or offer financial
advice. Readers should do further research of their
own or talk to their adviser before acting on themes in
this article. All prices and analysis at December 2,
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.

Goodman can beat market expectation as it raises
equity from wholesale investors at lower rates and
recycles more capital into higher-earning projects in
the medium term. In the long term (five years plus),
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Portfolios outperform in flat market
by Paul Rickard
Although the Australian sharemarket lost 0.7% in
November, both portfolios outperformed relative to
the benchmark accumulation index. Gains in
healthcare and financial stocks made up for the
continuing weakness in resource stocks, with BHP
alone down 21.5% in the month.

The growth-oriented portfolio takes a different
approach to the sectors in that it introduces biases
that favour the sectors that we judge to have the best
medium term growth prospects. Critically, it also
confines the stock universe to the ASX 100 (there are
many great growth companies outside the top 100).

The income portfolio has marginally underperformed
the index by 0.3%, while the growth portfolio has
outperformed the index by 3.6%.

Performance

The purpose of the income and growth oriented
portfolios is to demonstrate an approach to portfolio
construction.
Portfolio Recap

The income portfolio is down by 0.50% this calendar
year and the growth-oriented portfolio is up by 3.43%
(see tables at the end). Compared to the benchmark
S&P/ASX 200 Accumulation Index (which adds back
income from dividends), the income portfolio has
underperformed the index by 0.34% and the growth
oriented portfolio has outperformed by 3.59%.

In January, we made some adjustments to our
Australian share ‘Income Portfolio’ and ‘Growth
Oriented Portfolio’.
To construct the income portfolio, the processes we
applied included:
using a ‘top down approach’ and introducing
biases that favour lower PE, higher yielding
industry sectors;
to minimise the market tracking risk, adopting
a rule that says that our sector biases in the
major sectors (financials and materials) will
not be more than 33% away from index;
identifying 15 to 20 stocks (less than 10 is
insufficient diversification, over 25 it is too
hard to monitor), with a stock universe
confined to the ASX 100;
within a sector, weighting the stocks broadly
to their respective index weights, although
there are some biases; and
looked for companies that pay franked
dividends and have a consistent earnings
record.
Thursday 03 December 2015

Health care and financials lead the market in
November
Health care, financials and industrials made up for the
continuing weak performance of the resource sectors
(materials and energy) in November. Although
information technology was the best performing
sector with a gain of 7.0%, it is also the smallest
sector by market capitalisation, accounting for only
0.9% of the S&P/ASX 200.
The health care sector added 5.3% in the month,
while financials (led by Commonwealth Bank and
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Westpac) added 2.5%. Materials lost 12.4%, with
BHP being impacted by the incident at Samarco and
its share price falling from $23.02 to $18.09. Energy
stocks were also pressured due to weaker oil prices,
with the sector slipping by 1.2%.
Over the course of 2015, the story is very much the
same as that seen in November. Health care at
15.2% and industrials at 17.1% are positive
standouts, while materials is down 16.7% and energy
has lost 21.4%. Two of the more defensive sectors
are also doing well, the A-REIT (property trust) sector
at 9.9% and the small utilities sector, which shows a
return of 19.4%.
Looking at the composition of the S&P/ASX 200, the
top 20 stocks are underperforming – down 4.5% this
year compared to the index’s 0.2%, while the midcap
50 (stocks ranked 51 to 100 by market capitalisation)
are up 9.2%.
The table below shows the returns for the 11 sectors,
plus their weighting (as at 30 November) of the
S&P/ASX 200.

energy, and broadly index-weight the other sectors.
Reflecting an expectation that the banks will, over
time, have to raise more capital, we neutralized our
exposure to financials. Further, following a stellar
performance in 2014, our exposure to property trusts
(the A-REIT sector) is also neutral.
With these sector allocations, we would expect this
portfolio to moderately underperform relative to the
benchmark accumulation index in a strong bull
market, and moderately outperform in a bear market.
At the end of March, we made some changes to the
portfolio. We crystallized our profit on Toll Holdings
following the announcement of its takeover by
Japanese Post; cut our exposure in consumer staples
to go back to index weight by selling (for a small loss)
50% of our position in Woolworths; and reinvested
those proceeds in Woodside, Telstra, Commonwealth
Bank and AMP.
Further changes to the portfolio occurred in May with
the demerger of South32 from BHP (which we
decided to keep), and a 2:25 rights issue to subscribe
for new NAB shares at $28.50 per share. As this
model portfolio does not have access to cash (unless
another share is sold), we assumed that the rights
were sold and used the closing price ($4.99) on their
last day of trading. Commonwealth Bank and
Westpac also had rights issues in August and
October.
In November, the income portfolio moderately
outperformed against the index. BHP lost 21.5% in
value, while Primary Health Care issued an earnings
downgrade. On the upside, the banks picked up as
the temporary indigestion from the capital issues
cleared. Westpac and Commonwealth Banks were
strong performers.
We don’t propose to make any changes to the
portfolio at this point in time.

Income Portfolio
The income portfolio at the start of the year was
overweight consumer staples, utilities and
telecommunications; underweight materials and
Thursday 03 December 2015

The income portfolio is forecast to generate a yield of
5.14% in calendar 2015, franked to 88.7%. With all
companies except Dexus having declared their final
dividend, this target should be moderately exceeded.
Currently, the portfolio sits at yield of 5.03%, franked
to 92.30%.
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Our income-biased portfolio per $100,000 invested
(using prices as at the close of business on 30
November 2015) is as follows:

Growth Portfolio
With our growth-oriented portfolio, we based our
sector exposure on what we expected to be the
predominant investment themes in 2015, which are:
Continued low interest rates (the yield sectors
will continue to perform);
Lower AUD – moving down towards 0.70 US
cents;
Positive lead from the US markets;
No pick up in commodity prices;
Growth running slightly below trend in
Australia; and
Low oil prices will lead to a rise in consumer
spending in Australia.
This leads to a portfolio with only small biases. We
are marginally overweight the sectors that will benefit
from increased consumer consumption, a lower AUD
or lower oil prices – mainly the so called “cyclicals”
(consumer discretionary and industrials); marginally
underweight or index-weight the yield sectors
(financials, utilities, telecommunications and
consumer staples); and underweight the commodity
exposed sectors (materials and energy).
Despite healthcare being the second best performing
sector last year, we maintained an overweight
position, as the demographic factors are so strong.

Click here to download an Excel version
* On 31 March, reduced original $6,000 holding in
Woolworths by 50%, and sold original $4,000 holding
in Toll. $1,901 reinvested in Woodside, $2,000 in
AMP, $3,000 in CBA and $2,000 in Telstra.
** South32 demerged from BHP on a 1:1 basis. NAB
2:25 rights issue – assume sold on last day of trading
at $4.99. CBA 1:23 rights issue at $71.50, assume
sold on last day of trading at $2.01. Westpac 1: 23
rights at $25.50, assume sold on last day of trading at
$4.83
Thursday 03 December 2015

With stock selection, we biased the portfolio to
companies which should benefit from a falling
Australian dollar – either because they earn a major
share of their revenue offshore, and/or report their
earnings in USD, such as CSL, Resmed, Brambles
and Computershare.
In the Financials, we pared back our exposure to the
major banks, biased NAB, and included for growth
Macquarie and Challenger. We added online
employment and education group Seek, and stuck
with Crown and JB Hi-Fi from the Consumer
Discretionary sector.
At the end of March, the portfolio realized the profit on
its investment in Toll Holdings and like the income
portfolio, cut its exposure in Woolworths. These
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proceeds were reinvested in Santos and Westfield.
Further changes to the portfolio occurred in May with
the demerger of South32 from BHP (which we
decided to keep), and a 2:25 rights issue to subscribe
for new NAB shares at $28.50 per share.
As this model portfolio does not have access to cash
(unless another share is sold), we assumed that the
rights were sold and used the closing price ($4.99) on
their last day of trading. This approach was also
applied to rights issues from the Commonwealth bank
and Westpac.
At the end of August, we cut our exposure to Santos
(for a loss of $1,109) and re-invested the net
proceeds of $2,913 into National Australia Bank.
In November, the portfolio outperformed the index,
increasing its year to date outperformance to 3.6%.
Continued gains in health care stocks CSL, Ramsay
and Resmed, along with strong support for Macquarie
and Challenger, more than offset the price drop in
BHP shares. Computershare and Seek also
rebounded – the former in part due to the success of
the Link IPO.
Our growth-oriented portfolio per $100,000 invested
(using prices as at the close of business on 30
November) is as follows:

Click here to download an Excel version
* On 31 March, reduced original $4,000 holding in
Woolworths by 50%, and sold original $4,000 holding
in Toll. $3,939 reinvested in Santos and $4,000 in
Westfield.
** South32 demerged from BHP on a 1:1 basis. NAB
2:25 rights issue – assume sold on last day of trading
at $4.99. CBA 1:23 rights issue at $71.50, assume
sold on last day of trading at $2.01. Westpac 1: 23
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rights at $25.50, assume sold on last day of trading at
$4.83.
*** Santos acquired on 31 March at $7.14 sold for
$5.13 on 31 August. Net amount of $2,830 reinvested
in NAB at $31.17
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 Staff Reporter
In the good books
Fisher & Paykel Healthcare (FPH) Upgrade to Buy
from Sell by Citi B/H/S 3/1/1. The broker had had
another look post first-half results release and they
obviously liked what they discovered. Among the
conclusions drawn is the company continues to grab
market share from ResMed. Citi is forecasting solid
earnings growth for the future.
Metcash (MTS) Upgrade to Overweight from
Equal-weight by Morgan Stanley. B/H/S 3/2/2. In
the wake of the first half results, Morgan Stanley has
become more bullish on the stock, as the valuations
appear more attractive. The broker cites evidence the
food and grocery transformation is working. The
results were far better than envisaged, and the broker
believes the liquor and hardware businesses are well
placed for growth.

however, anticipate better times ahead as 2016
should further re-balance markets. Citi’s anticipation
of better prices concerns more 2017.
Forecasts remain bearish for oil and gas on a six
months horizon, as well as for bulk commodities and
gold and silver. The exceptions are copper and
nickel.
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.

Treasury Wine Estates (TWE) Upgrade to
Outperform from Neutral by Credit Suisse B/H/S
1/6/0. Credit Suisse observes the Chinese wine
market is growing rapidly, with retail prices for
imported wines falling, and spurring strong demand.
They acknowledge that Treasury Wine’s brands are
participating in this evolution, but its share of
Australian wine exports to China is only 10%. The
broker intends to visit China this month to assess the
potential.
In the not so good books
Beadell Resources (BDR) Downgrade to Sell from
Neutral B/H/S 1/0/2; Perseus Mining (PRU)
Downgrade to Sell from Neutral B/H/S 2/3/1;
Whitehaven Coal (WHC) Downgrade to Neutral
from Buy B/H/S 4/0/4; by Citi. Commodity analysts
at Citi have once again reduced prices forecasts
across the board, including for energy. They do,
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Durability of income streams and longevity of
members
by Graeme Colley

As you probably know, the life expectancy of males
and females in Australia has improved dramatically
over the past century.
Boys born between 2011 and 2013 can expect to live
to age 80.1, or around 33 years longer than if they
were born between 1881 and 1890.
And girls would be expected to live to age 84.3,
or around 34 years longer than if they had been born
near the end of the 1800s.
As this is an average life expectancy, it means that
50% of those children who reach those ages will live
beyond that age. How amazing is that?
This table shows the increases in those life
expectancies over the last century, which can only be
expected to increase as time goes by.
Life expectancy (years) at birth by sex, 1881–1890
to 2011–2013

conservative way in which life expectancies are
determined they may be underestimated significantly.
Just think about how long we will need to save just to
provide a reasonable income for retirement as the
age pension probably will not be available in future in
the same way as it is today.
Currently the age pension alone provides a minimum
income to live on of about $22,500 for a single person
and $34,000 for a couple. But if you wish to earn a
comfortable income in retirement for 65 year olds you
are looking at about $42,861 after tax if you are single
and $58,784 after tax for a couple (Association of
Superannuation Funds of Australia retirement
standard as at June 2015).
Working out how much you will need to have
available as a lump sum to provide an income in
retirement if you were age 65 depends on a number
of factors and may be calculated by using a number
of methods. You could calculate the amount based on
what you were earning just prior to retirement or you
could work out the amount based on the estimated
expenses expected to be incurred during retirement
or just make a rough guess and hope it will be
enough to get you by.
The amount estimated to provide a comfortable
retirement assumes that the income you receive is
spread evenly over your time in retirement.

Sources: ABS 2014a; ABS 2014b (Table S1).
The impact on the way in which we live, work and
play as well as spend our days in retirement is hard to
even guess. Evidence shows that due to the
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However, this is rarely the case as expenses do not
occur at an even pace and it could be expected there
may be some lump sums or large expenses to pay
along the way. These large payments may include
large health care expenses and the speed at which
the amounts from super are withdrawn may reduce
much more quickly than planned or the balance in
super may be impacted by the earnings rates credited
to the account.
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Case study
Let’s look at a single female who requires an income
of $80,000 at age 65. Her life expectancy at that time
is 22.2 years according to the most recent life
expectancy table published by the government. This
means, on average, she is expected to live to age 87.
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If we were to determine that the pension was indexed
annually at 2.5% and the superannuation fund earned
on average 7% p.a. then she would need about $1.2
million to provide the required income spread over
her estimated time in retirement.
However, if we assume she withdrew an additional
amount of $100,000 when she was 70 and another
$100,000 when she was 75 then her super balance
would disappear about age 84. However, if the same
withdrawal of $100,000 occurred at age 80 and again
at age 85 then her super balance would disappear at
age 86, giving her an extra 2 years of income to live
on.
The lesson to be learned from the case study is that
the longer you leave your money in superannuation
the more likely it will last nearer to the time you had
planned or in some cases it may last longer than you
expected. If you withdraw more super from the fund
earlier than you planned then your money may run
out earlier. Part of this is due to the compounding
effect of interest, which snowballs the longer the
amount is invested.
What you are after in retirement is a durable income
stream, which will last you till the day you die. You
can help ensure this occurs by planning well in
advance of your retirement and by thinking of building
up a nest egg by the time you stop working.
Determining this amount would include taking into
account the regular income you would like to receive
during retirement, building in a buffer to take account
of any large lump sum withdrawals you are likely to
expect along the way and being restrained by
drawing only the amount of pension you need to help
the amount in your fund last until your dying day.
Graeme Colley is the Director of Technical and
Professional Services at the SMSF Association
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Slater & Gordon and recessions
by Questions of the Week
Question: Slater and Gordon (SGH) is under $1 as
I write (the shares have since closed at $1.27) on
the news of changes to UK legislation affecting
motor accident claims. Surely SGH has to be
worth more than this, even with the Quindell and
ASX enquires still to report. What is happening to
this stock?
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Answer (by Paul Rickard): I am tempted to buy, but
it will come down to the short sellers. Today’s ASIC
figures show that 13.68% of the shares are short
sold. If they decide to cover, we may have seen the
bottom. See my article today on the lessons learnt
from the Slater & Gordon fallout.
Question: If a technical recession is two negative
quarters in a row, could you please tell me what
are the numbers relative to? For example, if the
first quarter is up 2%, what is the next quarter
judged against, and does it have to be minus
2.1% to be negative, or just 1.9% (i.e. lower than
the first).
Answer (by Paul Rickard): It is a convention, rather
than a hard fact. The convention is two consecutive
quarters of negative growth.
In Australia (at least), growth is measured relative to
the previous quarter’s outputs (incomes,
expenditure, production).
If one quarter is say -2.1%, and the next quarter is
perhaps +1.9%, while growth for the half-year might
be marginally negative, that doesn’t make it a
recession. It would be deemed a recession, for
example, if the first quarter was -0.1%, and the
second quarter also -0.1%.
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