Monday 7 December 2015

Optimism is tested!

Even I have to admit that my perennial upbeat sentiment will be tested. Whether economies finally
respond to the actions of central banks around the world is a big question for investors, but while my
optimism will be tested, there is still plenty to like about our economy. Read my 10-plus reasons below!
Also, in today’s Switzer Super Report, our three-part series on investing for children continues. This
week Paul Rickard takes a look at buying shares on behalf of your child. The beauty about this
strategy is that it could really help your children or grandchildren enjoy the world of investing. How
good is that! In Buy, Sell, Hold – what the brokers say, Santos gets a surprising upgrade while
Ramsay Healthcare gets downgraded because of a lower growth outlook.
Sincerely,

Peter Switzer
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Am I right on stocks or M.A.D?
by Peter Switzer
With the US job numbers telling us “believe in the US
economic recovery” and “QE works, albeit with a
lag” it’s time to test my cautious positivity on stocks.
I hope one day I have dropped the “cautious” bit but
that will only happen when I’m certain that
economies are responding to everything that central
banks from Washington to Frankfurt to Beijing to
Tokyo to Sydney have thrown at them.
I think 2016 will be better for economies and so I am
more positive on stocks, but it won’t be hard to beat
this year’s showing when it comes to shares.
At home we started at 5,411 on the S&P/ASX 200
index, topped out on April 13 at 5,996.4 before falling
below 5,000 and then recovering to where we were
today at the start of trade at 5,151.6.
On October 26 we saw a high of 5,384.8, so I guess
it’s not beyond imagination that December could give
us a Christmas gift of a Santa Claus rally which
leaves us in positive territory for capital gain and
there should be more when you throw in dividends
and franking credits. All we have to beat is 2.5% from
term deposits to justify punting on stocks that might
have delivered you a 5-7% gain.
It might be too much to ask of December to take us
over 5,411 but if history is a good guide we are a
chance for some festive cheer.
The great 211,000 jobs in November in the USA will
help stocks with the Dow Jones index up 370 points
after the employment report. Mario Draghi also added
positivity with a new take on his “whatever it takes”
promise.
Of course narrowing the comeback of stock prices to
December for the sake of some annual assessment
of your super fund’s or your portfolio of stocks
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performance is really small beer. The real test is, are
your stocks heading up over the next few years? Will
the index drive over 7,000 and how many years are
left in this bull market?
My guess is that there are at least two years to go,
but I suspect it will be longer and what will determine
the longevity of this slow grinding higher stock market
cycle will be economic performances of the global
and local economies. And then there should be an
earnings dividend if the economic news keeps
improving and this will spark a spike in stock prices.
That’s the theory, so how is the real world going?
Here’s why I like our economy and therefore stocks
for next year:
Business credit rises at the fastest rate in six
and a half years in October.
Company profits have risen for the first time in
five quarters in the three months to
September.
Sales rose in 12 out of 15 industries in that
quarter.
The Performance of Manufacturing index lifted
by 2.3 points to 52.5 in November, the highest
reading in two years and any reading over 50
means the sector is expanding!
And our September quarter economic growth
was the fastest in 18 months at 0.9%, which
brings the annual growth rate to 2.5%. If we
were in America, we’d take the 0.9% growth
rate and multiply it by four and say we’ve
grown at a 3.6% rate!
Sydney house prices have fallen at the fastest
rate in five years — down 1.4% — but it’s not
huge considering the three years of
double-digit growth and it’s exactly what the
RBA wanted.
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The last jobs number saw employment up
58,600 while unemployment went from 6.2%
to 5.9%, which was hailed as too good to be
true.
There’s a lot of that at the moment and there’s so
much that I’m starting to think it’s looking truer by
the day. Add this further good news to the above:
In rolling annual terms, a total of 1,146,194
new vehicles were sold over the year to
October – a record high.
Total new loans (personal, business, housing
& lease) rose by 6.4% in September to a
7½-year high of $75.3 billion. It was the
biggest monthly rise in lending in eight months
and it went 0.7% higher in October!
The Sydney-Melbourne airline route is a key
indicator of business activity. Passenger
numbers in September were a record for a
September month. Smoothed annual growth
is the best in two years.
The Westpac/Melbourne Institute index of
consumer confidence rose by 3.9% in
November to 101.7 – the highest reading
since May 2015.
Nearly all of the readings above a “best in so many
years or months” and suggest to me that the
economy is turning.
Meanwhile, I don’t like tipping commodities but I
suspect we are around the bottom and so I’m not
expecting big falls in prices like we have seen over
the past year. Stocks connected to commodities
might still have a tough year ahead, but the worst
could be over and even if prices fell some more it
should be a smaller fall.
And so now let’s see what the international economy
picture looks like:
The USA with those job numbers and with the
Fed set to raise rates because the economy
looks good, then this economy should be
crucial to the global economic picture.
This is what the European Commission said
on November 5: “The economic recovery in
the euro area and the European Union as a
whole is now in its third year. It should
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continue at a modest pace next year despite
more challenging conditions in the global
economy.” I also believe Mario Draghi only
did less than what the market expected last
week because he has a more positive view on
the outlook for the Eurozone than the market
experts.
China is a bit of a worry with the OECD now
expecting the global economy to grow 3.3%
next year, downgraded from 3.6% in its
September forecast, and China’s slow down
was seen as a big cause. Growth in China is
now projected at 6.5% in 2016 and 6.2% in
the following year as its economy faces
sluggish manufacturing investment amid
excess capacity. I think Beijing will respond
with stimulus measures and I also think we
watch manufacturing too much, which is
becoming less important as the Chinese
economy transforms into a greater services
economy. “The October trade data keeps
pressure on for more domestic easing,” said
Louis Kuijs, head of Asia economics at Oxford
Economics in Hong Kong. “Measures are
likely to continue to focus on shoring up
domestic demand rather than weakening the
currency. And over time the role of fiscal
policy expansion should rise.” I won’t
underestimate what China might do to push
up growth and that will help our economy as
well.
Japan has had some problems with the
economy going into a recession for the
second time in 18 months! However, this is
what Focus Economics observed:
“Nevertheless, there were some positive
developments, including a strong recovery in
exports and private consumption that, if
sustained, has the potential to boost growth in
Q4. In an attempt to shore up economic
activity, the government is considering a
supplementary budget for this fiscal year in
the range of JPY 3.0 trillion to JPY 3.5 trillion
(USD 24 billion to 29 billion). The plan could
include funds to support the agricultural sector
and boost social spending.”
Conclusion?
Given that QE works slowly or with a lag and given
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that more stimulus is likely for some of the strugglers
out there in the global economy, and many of them
will benefit from a lower currency, like Australia, I
think there is a good reason to remain positive on
shares.
If the economic outlook was turning to seriously
negative then it would be M-A-D to be pro-stocks and
so I think I’m backing a winner being long stocks.
That’s my story and I’m sticking to it until it becomes
sensible to change it.
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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Investing for your kids or grandchildren – Part 2
by Paul Rickard
In the lead up to Christmas, this is the second of
three feature articles on how to invest for your kids or
grandchildren. The other week, we covered how
minors (people aged under 18) are taxed, whether
your child needs a TFN (tax file number) or not, who
is liable for paying any tax and we also reviewed
some of the bank deposit accounts especially
designed for kids. (For our first article, click here).
Next week, we will focus on some of the special
investment products – insurance bonds and
education funds. Today, we will look at how to buy
shares for minors.
Buying shares
I am a big fan of buying shares for minors – not
because they might be the best performing
investment (although often they are), but rather
because I think the experience can be particularly
educational and help foster a life-long interest in
investing. All the evidence points to the share market
being a fantastic creator of long term, tax effective
wealth, so I am often dismayed when adults explain
why they haven’t invested in shares. The biggest
reasons:
I hear is a misplaced fear that investing in shares is
like punting or gambling (which is fanned by an
ignorant media), or I simply don’t know how to do it.
Interestingly, you never seem to hear these
“excuses” about property.
So, witnessing at first hand the power of share
marketing investing at a young age is a great way to
overcome these barriers. Without banging this
soapbox too loudly, I could almost develop an
argument that every parent (subject to financial
resources) has an obligation to get their kids to start
investing in shares!
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Name recognition, that is choosing companies that
your kids might associate with because they buy or
use the companies’ products or services, is a big
part of the story. The child’s bank, the supermarket
where you shop, mobile phone provider etc., can be
good companies to start with in a portfolio, so that
when the child gets the company’s annual report and
other correspondence, there will be a lot greater
affinity with that company. And as a customer, they
get to sample and evaluate first hand the offerings of
the company they part own.
Opening a share account for a minor
Opening a share account for a minor is getting
harder, mainly because the brokers have been
required to tighten their customer identification
procedures. Further, many brokers have automated
account opening and identification systems, which
just don’t allow an under 18 to operate.
While there is no law that specifically says that shares
cannot be owned by minors, some companies have a
clause in their constitution that prohibits the
registration of shares to minors. So, the ASX through
CHESS has adopted this convention and prohibits
direct registration to minors.
This means that in the absence of a formal trust, you
have to open the account with a broker in your name,
and effectively designate your child/grandchild as the
beneficiary by placing their name is the account
designation field.
The account will be set up, and shares registered, as
follows:
Frederick John Smith Parent/grandparent
<Mary Jane Smith A/C> Child/grandchild
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In law, you will be the legal owner, while the
beneficial owner will be your child/grandchild. When
your child turns 18, you should be able to complete
an ‘off-market’ transfer that changes the ownership
legally to your adult child. As there will be no change
of beneficial ownership, there shouldn’t be any
capital gains tax to pay.

there is some elementary diversification, they are
companies my child should be able to identify with, I
am confident that these companies are likely to be
around in 10 years’ time and I have an expectation
that they should be able to pay (in most cases) fully
franked dividends.
CommSec’s Share Packs

Which shares to buy?
The starting point is to balance the size of the gift vs
transaction costs (brokerage), and finding some
shares that are going to be good long-term
performers. And hopefully, picking some companies
that your child or grandchild will be able to identify
with.
The minimum order size that you can place on the
ASX for an initial investment is $500. However, if you
are paying brokerage of $14.95 or $29.95 – this
represents transaction costs of 3.0% or 6.0%
respectively – a pretty big chunk. So, I would suggest
that you try to get the parcel size up to at least
$1,000.

Rather than do the hard work yourself, an alternative
is to purchase a Share Pack from CommSec (some
of you may remember these as the old ‘Aussie
Shares’). CommSec share packs are available in
amounts from $4,000 (minimum) to $25,000
(maximum). A very competitive fixed brokerage rate
of $66 per share pack is charged for an online order.
CommSec offers 4 categories of share packs: Capital
Growth, Income, Market Leaders and Tax Effective
Income. Each pack comprises 6 equally weighted
companies, selected by the CommSec Research
team. This morning, a $5,000 Market Leaders share
pack comprised the following stocks:
CommSec Market Leaders Share Pack

You also want to select stocks that come from a
diverse set of industries/sectors, and names that
should be around in many years’ time. It is hard
enough thinking about the market in the short term –
so thinking about the long term where there are going
to be so many up and downs probably leads to the
conclusion that you stick to the major blue chip
companies.
If I was feeling particularly generous this Christmas
and planning to gift $5,000, I would select:
$1,000 of my child’s bank (eg.
Commonwealth Bank)
$1,000 of the company where we buy our
groceries (eg. Wesfarmers)
$1,000 of a mining or resources company
(probably BHP or Woodside)
$1,000 of a telco or major online business that
they may experience (Telstra or Seek)
$1,000 of a major health care company
(probably CSL, Ramsay or even Medibank)
I make no claim that there is much “investment
science” in the selection of this portfolio. However,
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The Capital Growth pack was as follows:
CommSec Capital Growth Share Pack

These pre-mixed alternatives are easy to buy, cost
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effective and arguably, have a stronger element of
diversification. While I can’t readily see how Sydney
Airport qualifies under the “capital growth” label,
let’s assume that there is some science in their
construction. The downside with these packs is that
the name recognition may not be as high.
Whether you use these pre-made packs from
CommSec or do the hard work yourself and select
one or more shares, in the long term, I am sure that
your child or grandchild will (one day) appreciate any
gift of shares – no matter how large or small. Just
don’t expect rapturous applause on Christmas
morning!
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
It’s tough to receive a recommendation upgrade from
an Australian based stockbroker these days. In the
week ending Friday 4 December, only four stocks
received an upgrade. New Zealand-headquartered
Fisher & Paykel Healthcare stole the show with two
upgrades, but only one went as far as ”Buy”. The
other three “lucky” ones were Metcash, Santos and
Treasury Wines.
In the good books
Fisher & Paykel Healthcare Corporation (FPH)
Upgrade to Buy from Sell by Citi; Upgrade to
Neutral from Underperform by Credit Suisse.
B/H/S: 3/1/1.
Citi analysts had another look at the company’s
first-half release and they obviously liked what they
discovered. Amongst the conclusions drawn is the
company continues to grab market share from
ResMed (RMD).
Citi is forecasting earnings-per-share growth of 30%
in fiscal 2106, 30% in fiscal 2017 and 21% in fiscal
2018.
First half earnings were up 31.1% amid a favourable
exchange rate. Following a transfer of coverage to
another analyst, Credit Suisse revises forecast
operating earnings up 11% for fiscal 2016 and 17%
for fiscal 2017.
This captures a strong underlying growth profile in
key markets and expansion in penetrating the patient
population with its products.

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.
Santos Limited (STO) Upgrade to Outperform
from Neutral by Credit Suisse. B/H/S: 7/1/0.
Credit Suisse now believes the time has come when
Santos appears too cheap.
The broker hastens to add this is not a revision of its
view of the assets rather than the risk/reward is now
more skewed in investor favour.
Credit Suisse now believes the micro factors in 2016
are likely to be less negative. Still, Santos remains a
leveraged call on oil prices.
Treasury Wine Estates (TWE) Upgrade to
Outperform from Neutral by Credit Suisse. B/H/S:
1/6/0.

Monday 07 December 2015

08

Credit Suisse observes the Chinese wine market is
growing rapidly, with retail prices for imported wines
falling, and spurring strong demand.
The broker’s checks suggest 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
Aurizon Holdings (AZJ) Downgrade to Reduce
from Hold by Morgans. B/H/S: 4/3/1.
Morgans believes the market is too bullish regarding
Aurizon and revises down forecasts by 2-10% across
fiscal 2016-19, given challenging end markets.
Coal and iron ore export prices continue to trend
downwards and with the expiry of coal haulage
contracts early in the next decade, the broker is
conscious that weak prices may result in early
termination or non renewal.
Morgans suspects the share price has surged
recently as a result of speculation about capital
management, but believes the company is already
devouring all its cash flow with dividend payments in
fiscal 2016-17

Iluka Resources (ILU) Downgrade to Neutral from
Outperform by Credit Suisse. B/H/S: 3/3/1.
Credit Suisse has updated its mineral sands price
forecasts, expecting depressed prices will continue to
the end of the decade.
Iluka’s 2015 earning forecasts are downgraded by
16%. The broker expects lower zircon and rutile
production in 2016 but, given improved cash flow, the
company is expected to be in a net cash position by
the end of the year.
Oil Search (OSH) Downgrade to Neutral from
Outperform by Credit Suisse. B/H/S: 3/4/1.
Credit Suisse has made a hard call and decided to
downgrade the stock. The broker believes the stock is
the highest quality offering in the sector in the
Australian market in terms of management, producing
assets and growth assets. Yet, the valuation no
longer stacks up for the broker.
Regis Healthcare Limited (REG) Downgrade to
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Hold from Buy by Deutsche Bank. B/H/S: 0/4/0.

Earnings Forecasts

While demographics and the property market around
aged care remain sound, Deutsche Bank observes
the sector is clouded by funding reform issues and
this is a reminder of the dependency on government
funding.
A diminished save-haven status may lead to a
compression of multiples, the broker warns, despite
the attractive elements remaining intact.
Ramsay Healthcare Limited (RHC) Downgrade to
Neutral from Outperform by Credit Suisse. B/H/S:
3/3/2.
Credit Suisse analysts have lowered their private
hospital revenues forecasts for the years ahead
following the latest industry data which showed
slower growth. As a direct result, earnings estimates
have been lowered for both Ramsay Health Care and
its main ASX-listed competitor Healthscope (HSO).
Healthscope Limited (HSO) Downgrade to
Underperform from Neutral by Credit Suisse.
B/H/S: 3/4/1.
Credit Suisse analysts have lowered their private
hospital revenues forecasts for the years ahead
following the latest industry data which showed
slower growth.
The analysts retain their preference for Ramsay
because of its ongoing superior growth profile.

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.

Woodside Petroleum (WPL) Downgrade to Neutral
from Outperform by Credit Suisse. B/H/S: 0/6/2.
With confusion over its plans for the Oil Search
(OSH) bid and few positive catalysts likely soon from
any growth assets, Woodside’s risk/reward no longer
looks so attractive to Credit Suisse and the rating is
now downgraded.
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Investing in global megatrends
by Monik Kotecha
A key part of our investment process is to invest in
highly profitable companies that are benefitting from
global megatrends. One of the key long terms trends
is the ageing demographics and a major beneficiary
of this trend is the global healthcare sector.

affecting an estimated 3.2 million people in the U.S.
and 150-180 million worldwide, it is a disease which
can lead to a number of serious liver complications
and death.
Valuation

According to Deloitte, a leading management
consultant, the number one issue facing the global
healthcare system is the ageing population and rise
of chronic disease (heart disease, stroke, cancer,
chronic respiratory diseases, diabetes, and mental
illness, among others) which are, by far, the leading
cause of mortality in the world, representing 63% of
all deaths, and can be attributed to the aging
population, more sedentary lifestyles, diet changes
and rising obesity levels, as well as improved
diagnostics.

Whilst there are some excellent healthcare
companies based in Australia, they tend to be either
single or narrow product device companies, which
can be at higher risk from product recalls, or
companies principally exposed to the Australian
healthcare sector, such as radiology, pathology and
hospital based companies where there are risks from
changing funding structures and regulation. In
addition, many of the Australian based healthcare
companies tend to trade at a P/E (price/earnings
ratio) premium to the global peer group.

Acceleration in drug approvals
New drugs are being approved at record rates and
review times for new drugs that are saving lives are
the shortest they have even been. In 2014, the FDA
approved 50 new drugs in 2014 composed of 30 new
molecular entities and 20 new biologicals. This is one
of the highest numbers of approvals in 20 years. This
is providing a significant tailwind for the
pharmaceutical sector, where the pipeline of drugs is
generating a strong tailwind for the sector, which
could yield multi billion dollars in revenues.
A recent example of the potential for these new
breakthrough drugs is in the treatment of Hepatitis C,
where a cure has been found. Gilead Sciences has
developed drugs that are leading the way for all-oral
treatments in the fast-growing hepatitis C market.
Their 2 key drugs in Hepatitis C each generated
revenues over $2 billion within 3 months of launch
and its first HCV drug generated sales of over $10bn
after the first 12 months. With the HCV disease

Monday 07 December 2015

The chart below provides a valuation comparison of
some of the higher growth Australian based
healthcare companies compared to some well
positioned international healthcare companies which
are leaders in their respective areas of expertise.

Source: Bloomberg Estimates
Conclusion
Investing in global megatrends and sectors that
benefit from it, such as the international healthcare
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sector, provides Australian investors an opportunity to
diversify their domestic portfolio into areas which are
not available in the domestic Australian share market.
Examples include oncology, diabetes and
orthopedics. Leaders in these therapeutic areas are
trading at attractive valuations.
(Editor’s Note: One way to invest in global
healthcare is through the iShares Global Healthcare
ETF, ASX Code: IXJ.)
Monik Kotecha is the chief investment officer of
Insync Funds Management
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 – Asciano and CCL
by Christine St Anne
The high-profile bidding for Asciano (AIO) has
grabbed the attention of CMC Markets Michael
McCarthy this week who likes the stock.
“Two different groups are bidding for this stock above
$9.20, while it trades around $8.80. A deal here is
complicated, but in my view, it is also compelling, and
may come at a higher price than currently indicated,”
McCarthy says.
While Stantos (STO) got an upgrade in today’s Buy,
Sell, Hold broker report, McCarthy does not like
Santos, despite a bullish outlook for the sector.
“Santos shares are cheap for a reason, and the
potential for further disappointment is real.
Elio D’Amato from Lincoln Indicators likes the
consumer discretionary stock Collins Foods.
D’Amato says the company’s strong interim result
puts it on a solid footing for fiscal 2016.
“There has also been reported improved
contributions from across the company’s operating
segments, most notably the earnings attribution from
the KFC portfolio, D’Amato says.
Although Coca Cola Amatil (CCL) looks cheap,
D’Amato still does not like the stock.
“We feel there is currently is not enough risks
involved with the continued restricting program to
outweigh the potential gains. This is compounded by
the recent announcement that the Indonesian
government is potentially looking to introduce a sugar
tax that could affect the group’s Indonesian
operations,” D’Amato says.
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*SSR at 3 December 2015
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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Any value out there at the moment?
by Roger Montgomery
It seems to many that the year about to conclude has
been a tough one for investors. On a macroeconomic
level the US Federal Reserve’s warnings of rate
rises, followed by inaction, made uncertainty a given,
while China’s deepening slowdown combined with a
local chase for yield, set many investors up for a
painful reckoning.
But none of this should have been relevant to
investors focused on quality businesses. Those
investors would have held no Rio, no BHP, no
Woolies and no Nab. The way to outperform the
market this year has been to avoid those companies
conventionally referred to as blue chips and instead
buy what we refer to as the true blue chips.
Beating the market is possible, but what is required is
a portfolio that looks very different to the market
index.
The question you may then ask is what are the
characteristics of a quality business and do any exist
today that are both high quality and still representing
reasonable value?
The key ingredient when determining quality is quite
straightforward. You need to be invested in
businesses that can retain large amounts of their
profits or large amounts of equity capital, and they
must be able to generate high returns on that equity
capital without the need for significant debt. In short, it
is far better to have a smaller business generating a
high return on incremental equity than a large
business that generates a low or mediocre return on
equity.
Of course, it is important that these businesses can
sustain those attractive rates. And that’s easier said
than done. High rates of return are bound to attract
competition and those competitors won’t rest in
trying to take customers (market share) from the
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incumbent business. In order to stave off competitive
threats, a company needs a sustainable competitive
advantage. Usually that is something that isn’t easily
replicable. It could be reputation, geographic location,
popularity (network effect) or historical cost
advantages. The most valuable competitive
advantage is something that gives the business the
ability to charge a higher price without any
detrimental impact on unit sales volume.
With those elements in mind, the following companies
are worth mentioning, IPH, Magellan, iSentia, CSL,
Medibank, Sirtex, Ramsay Healthcare, REA Group,
Carsales and Challenger. The list, of course, is not
exhaustive but it is a good start for you to begin your
research.
In addition to being high quality as described above, it
is also essential that the prospects for the product or
service are bright. Without bright prospects, you may
identify a business that only looks wonderful in the
rear view mirror.
Finally, it is essential that the company’s shares are
trading at a treasonable price. We determine this by
comparing the price to an estimate of what we believe
the company is worth on a per share basis. So for
every company we invest in, we estimate something
called intrinsic value. You can read more about
intrinsic value online or in my book Value.able.
The question that remains is; are there currently any
companies that are both good quality and cheap?
Generally there are more opportunities than we have
spotted recently. That in itself is telling – it means the
market is generally expensive and at risk of
weakness. Given that caveat, some of the following
companies do appear to be below our estimate of
their value; iSentia, REA Group, Henderson Group,
Chorus and Medibank Private are some of the names
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that appear cheap.
Keep in mind, estimating a company’s intrinsic value
is not the same as predicting its share price. Even
though the share price might be below our estimate of
its value, that does not mean the shares are immune
from declines. We cannot predict what share prices
will do and that’s why it’s useful to ask your adviser
to only buy when the shares are at very large
discounts to his or her estimate of their value. Oh,
and don’t forget, valuations can change too. They
change much more slowly than share prices but they
do change. For the sort of business we want to invest
in, intrinsic values should be rising over time.
Roger Montgomery is the CIO at Montgomery
Investment Management and the author of
Value.able.
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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Don't miss this!
Don’t miss out on the last Switzer Super Report webinar for 2015 with Paul Rickard and Charlie Aitken. Watch it
here.
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