Monday 9 May 2016

Don’t worry
The Budget has come and gone, but questions about super linger. So with the election now set for
July 2, today I answer questions about what the changes would mean should they become law. Don’t
worry just yet!
Also in today’s Switzer Super Report, Paul Rickard explains why Macquarie is in the buy zone, after it
reported its results last week during the big week of bank reports. Plus, Barrie Dunstan reveals what
Warren Buffett had to say about fund mangers, hedge funds, oil and more at Berkshire Hathaway’s
recent annual meeting. And continuing the Buffett theme, Julian Beaumont analyses what drives his
investment decisions and looks at a stock for the long-term.
Sincerely,

Peter Switzer
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Macquarie is in the buy zone
by Paul Rickard
A forward multiple of less than 11, dividend yield of
6.1%, and a business that generates 68% of its
revenue offshore. That’s Macquarie Bank. And if you
believe that Aussie dollar has further to fall, then
Macquarie (ASX Code: MQC) should be on your
shopping list.
One of the best performers on the ASX last year with
its share price rising 42%, it has been one of the
laggards this year. Despite Friday’s better than
expected full-year results, Macquarie is still down
21% this year, closing Friday at $65.10.
The market’s muted reaction to the result was
unusual, given that it beat forecasts and Macquarie’s
outlook for 2017 was reasonably upbeat. But it was a
strange week for bank stocks, with ANZ, NAB,
Westpac and Macquarie posting results. The table
below shows how the banks fared over the week.

the attention, there were few standout
positives in the first half;
ANZ surprised on the upside on Tuesday, as
expectations were so low going in. The
market liked that ANZ bit the bullet on the
dividend, is dismantling Mike Smith’s Asian
strategy and is reverting to being an
Australasian retail and business bank;
NAB reported marginally better than
expected. Although the market wasn’t
convinced about its bad debt provisions, they
liked that the margin erosion in the business
bank had stabilized;
Macquarie reported better than expected,
although it didn’t blow anyone away.
This morning, Commonwealth Bank reported 3rd
quarter cash earnings of $2.3bn, up from $2.2bn in
the corresponding quarter of 2015. Loan impairment
expenses were higher at $427m for the quarter,
compared to $256m in 2015. Like Westpac, the Bank
cited a small number of relatively large exposures to
corporate clients as the reason for the deterioration.
Macquarie’s result

Summing up the results:
Westpac underwhelmed last Monday as
expectations were high going in. While the
exposure to the four single names got most of
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Macquarie’s net profit for FY16 (it has a 31 March
balance date) came in marginally ahead of estimates.
FY16 profit of $2.06bn was up 29% on FY15. After a
very strong first half, the second half performance of
$0.993bn was up 7% on the same period in FY15, but
down 7% on the first half of FY16. The first half had
benefitted from some one-off items such as
performance fees. Overall, the numbers were 2% to
3% better than the analysts had forecast, but part of
this was due to a slightly lower effective tax rate.
Two things in particular stood out from the result:
68% of Macquarie’s income was generated
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offshore. The Americas region alone earns
the same revenue as Macquarie in Australia
(see below). Macquarie says that a 10%
movement in the Aussie dollar has a 7%
impact on full year NPAT; and
Annuity style businesses generate 70% of
Macquarie’s net profit contribution.
Macquarie’s Asset Management Group
manages $479.9bn of funds.

attests to.

Click here to download a larger image
What do the brokers say?

The contribution of Macquarie’s six business units is
set out below.

Macquarie is currently forecasting that the FY17
result for the Group is expected to be “broadly in
line” with the FY16 outcome. This is obviously
subject to the usual caveats, including market
conditions, foreign exchange, and potential regulatory
changes and tax uncertainties. Over the medium
term, it is a little more upbeat, as the following slide
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The brokers are reasonably positive about
Macquarie, with Deutsche Bank upgrading Macquarie
to buy from hold following the result. The following
table shows the recommendations/ratings of the six
major brokers, who have updated their forecasts
following Friday’s announcement (source: FN Arena).

Based on Friday’s closing price, Macquarie is trading
at a multiple of 10.8 times FY17 earnings, and 10.7
times FY 18 earnings. It is forecast to yield 6.1% in
FY17, and 6.8% on FY18 numbers. Franking can be
expected at around 40%.
My view
Macquarie represents for me a growth stock at a
reasonable price. A real Australian success story, the
Macquarie team knows how to deliver and while the
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FY17 forecast is in line with FY16, last year’s
outcome was a big increase on FY15 and any
forecast at this stage is going to be tinged with a
conservative bias.
The multiples are attractive, as is the yield.
What are the short-term risks? A global equities
downturn, which makes it harder for the capital
markets style business and impacts performance fees
and other asset fees for Macquarie Asset
Management, and/or the Aussie dollar moves
materially higher. With the RBA now back firmly on an
easing bias and the US Fed seemingly in no hurry to
raise rates, I think the latter can be crossed off.
Macquarie is in the buy zone.
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 cut your wrists over super changes…just
yet!
by Peter Switzer
All right, I agree, my ex-student’s super changes in
the Budget are excessive and, for a lot more
Australians than he thinks, the new rules of the game
are unfair. And I suspect over the course of the
election campaign, or if they get a second chance to
be in Government, before these super changes are
passed, there’ll be some improvements to ensure
equity.
I know Treasury has not well-advised Treasurer Scott
Morrison of some of the anomalies these reforms
bring with them. Also knowing how normal people
seldom think deeply about super and government
policy, I thought I’d do a Q&A session on what it
might mean for you if these proposed new super rules
become law.
I’ll start with the known-knowns, before dealing with
some of the unknowns that could make the Treasurer
think about some fairer and more sensible reforms to
his ‘reforms’.
Q. The Treasurer said only 4% of Australians will
be affected by these super changes but is that
right?
A. No, as the concessional caps have been brought
down from $30,000 and $35,000 to $25,000 for all
super members, then our chances to build up our
super have been reduced so we’re all affected.
Q. Can I now put money into my super fund until
age 74?
A. Yes, and you don’t have to be employed. And
spouse contributions have been extended to age 74.
Q. Can these be concessional and
non-concessional contributions?

A. Yes, but there’s a $500,000 lifetime cap on
non-concessional contributions so having a spouse
strategy and working longer might have to be thought
about to build up your super.
Q. If I’m under 75 and make a personal super
contribution, can I claim a tax deduction?
A. Yes that’s right but they’ll be seen as a
concessional contribution so you can only inject
$25,000 a year via this method.
Q. If I earn less than $37,000 a year will I get my
super-taxed money back?
A. Yes, up to $500 and it will be paid back into your
super fund.
Q. How does the low-income spouse tax offset
work?
A. If, say, higher paid spouses want to build up their
lower paid spouses’ super, they can contribute
$3,000 a year and receive a $540 tax offset for doing
so. The Government has pushed up the income
threshold of the lower paid spouse from $10,000 to
$37,000, and as it has a taper, it cuts out totally when
the spouse’s income exceeds $40,000.
Q. If my spouse spent time out of the workforce,
can he or she access unused caps to build up
their super?
A. Yes, the Budget allows someone to use up to five
years of unused concessional caps, that’s five times
$25,000 or $125,000.
Q. When do all the above changes start?
A. They should kick in on 1 July 2017, if the Turnbull
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Government wins the election and they end up with a
more agreeable Senate! There are a lot of ‘ifs’ there.
Q. Does the $25,000 concessional cap apply to all
workers, no matter their age?
A. All employees and superannuants under age 75
face a $25,000 cap and it starts on 1 July 2017, so
you have one year left to access the $30,000 cap for
under 50s and $35,000 for 50s and over.
Q. Does the Budget’s new lifetime cap for the
non-concessional cap start from Budget night?
A. Yes, but if the Turnbull Government doesn’t get
elected there could be changes. Labor undoubtedly
will cash in on the disaffection created by this super
change in particular.

A. You look to be a casualty of Treasury not thinking
about your example, which could be more numerous
than many might think.
Q. Has this lifetime cap made the re-contribution
strategy defunct?
A. Pretty well. For those who don’t know what we’re
talking about, here you could draw out money that
went in as concessional contributions and then put it
back in as a non-concessional contribution, which
de-taxed these monies when they were left to family
after death.
Q. With this $1.6 million lifetime ‘transfer cap
balance’ for superannuation in pension mode,
what happens if you have $2 million in super?
When I draw it out will I get stung with a capital
gains tax?

Q. Is this a retrospective tax?
A. No, but it looks potentially unfair to lots of people
as it goes back to 1 July 2007. So if you have put say
$300,000 into your super via non-concessional
contributions, then you can only put $200,000 more
in. Obviously, using a spouses’ super gives you a
chance to put $1 million worth of non-concessional
contributions into super. I guess this change will be
good for relationships!
Q. What if I have already put $700,000 into super
via non-concessional contributions, will I have to
draw down to make it $500,000?
A. No.
Q. What happens if I go over the cap in the
future?

A. The $400,000 you have in super in excess of $1.6
billion can be transferred into accumulation mode but
it means you will face a 15% tax on earnings. You will
be taxed at 0% on the $1.6 billion. No capital gains
tax will apply.
Q. What if I draw it out altogether?
A. You will face tax rates like anyone else so you
better get good returns on that money?
Q. As a strategy, should I put money in
accumulation mode into very safe, low return
assets to keep the tax down while take more risks
for higher returns with the $1.6 billion?
A. I’m sure some people will see this as a strategy.
It’s funny what Government policy can lead to, isn’t
it?

A. A penalty tax will apply.
Q. When does this $1.6 million cap start?
Q. What if I’m retired and put non-concessional
money into super then drew it out to help my
family and for renovations but I intended to put
the money back in when more money comes
along? Are there any netting provisions — money
in minus money out — or am I stuffed? Is the only
way to rebuild my super by the concessional
contribution route?

A. 1 July 2017.
Q. Do the changes where super earnings on a
transition to retirement pension are now taxed at
15% and not 0% makes these pensions virtually
useless?
A. Regrettably the answer is yes. I guess if you want
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to access up to 10% of your super each year until you
fully retire, it still works. And if you want to use salary
sacrifice to build up your super balance, it helps as
well.
Q. Could you explain when you get slugged with a
30% tax on your super contributions? I’m told
it’s not based on your taxable income!
A. You’re right, the definition of income is not just
your taxable income, but also includes reportable
fringe benefits, reportable employer super
contributions, such as salary sacrifice and net
investment losses (such as from negatively gearing a
property). So these are added back onto your taxable
income and if you’re over $250,000 (it was $300,000
before the Budget) then you’re taxed 30% on your
super contributions on all your contributions each
year you are over that threshold. That’s bound to
create work for accountants and financial advisers!
Q. Will Labor support these changes?
A. So far Labor says it will reject the $1.6 billion
lifetime cap but it proposes to tax earnings over
$75,000 a year in super at 15%. There is no
movement from Bill Shorten on the $500,000 cap for
the non-concessional contributions.
Q. Obviously if my super balance is big and my
wife’s is small I should help her build up her
balance by getting her to maximize the
concessional cap and by me pushing her
non-concessional cap up to the $500,000
maximum.

between you and a wife/partner you can have $3.2
million in super, between you both you can only put
$1 million as a non-concessional contribution and the
rest will have to be put in as concessional
contributions but these are capped at $25,000 a year
or $50,000 between you. These new super rules hit
business sellers and home downgraders, who
planned to put the excess proceeds into super. You
still have the money but you will be taxed more on it
and it makes property, as well as other assets such
as artwork, more interesting.
The current small business retirement exemption of
$500,000 won’t be impacted by this change,
meaning that small business owners can potentially
contribute $1,000,000 into super.
Conclusion: Don’t cut your wrists yet over these
super changes as I hope Scott Morrison rethinks
some of his super changes over the election
campaign, while Labor could easily make the
$500,000 lifetime cap apply from Budget night and
not 1 July, 2007. Of course, the Senate could change
some of these measures but that’s a gamble, given
what our Upper House has looked like in recent
parliaments!
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.

A. Yep, spot on.
Q. I have been planning to sell my business,
factory and house in a very good Melbourne
suburb to move to the country with a nice super
fund. My current balance is low because I have
been building my business, employing people,
etc. I will be really worse off if these super
changes become law, won’t I?
A. The true answer is yes, you will be worse off. It will
take you much longer to get your money into super
and that means it will be taxed more heavily,
depending how you invest your money. While
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Stocks for the long-term
by Julian Beaumont
Since the GFC, almost every investor seems to have
become an economist. Many investors these days
spend considerable time trying to stay on top of
global economics and monetary policy, and believe it
necessary to arm themselves with forecasts on
commodities, currencies, interest rates and the like.
In our view, trying to predict the unpredictable is not a
recipe for long-term investment success. As
seasoned investors will attest, it is far more valuable
to focus on what is understandable and reasonably
predictable and that actually drives investment
returns.
At the Berkshire Hathaway annual general meeting in
early May, Warren Buffett said of he and his partner
Charlie Munger that “[w]e are not two fellows who
think we can predict the price of soy beans or corn or
oil”. Buffett, however, has not shied away from
making sometimes-big investments in oil or oil-related
companies over the years. It’s just that oil price
forecasts have not driven his decision to invest and
that, in his words, “[w]e’re thinking about other
things when we make those decisions”. So what are
these other things?
Most fundamentally, they are the things that drive
long-term earnings, which in turn drives long-term
shareholder value and returns. Most importantly, they
are the company’s competitive position and
profitability, industry dynamics and outlook, and the
quality of management. Fortunately, it is possible for
the enterprising investor to form a useful view on
these things, and quite often, this will be sufficient to
be able to make quite reasonable predictions on the
outlook. Of course, this may not be possible where
the investment case must rely entirely on picking
exogenous factors such as the oil price. However,
there are a number of companies where this is not
the case.
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One example is Ramsay Health Care (RHC), which is
the largest private hospital operator in Australia. The
company is very well managed, is extremely efficient
in its operations, and owns some of the largest and
most popular hospitals in Australia. It requires
considerable capital to set up a new hospital, and it is
generally uneconomic to do so, especially when it
means competing against an existing hospital with
the scale of many of those owned by Ramsay. This
creates ‘barriers to entry’ that puts Ramsay in a very
strong competitive position.
Demand for hospital services is economically
resilient, and better yet, demand is growing strongly,
especially as a result of medical advancement and
the higher service levels of an ageing population.
These two factors, innovation and demographics,
represent quite predictable trends that allow one to
gain confidence that this growing demand will
continue for the foreseeable future. Ramsay has
plenty of room to expand its existing hospitals, and by
incrementally adding new bedrooms and operating
theatres it can take advantage of the growth in
demand and at the same time earn itself very high
returns on capital invested. Doing so has enabled it to
grow earnings per share at almost 20% per annum
over the last seven years. In light of the quite
predictable tailwinds, it is likely that the company will
enjoy quite decent growth for some time yet.
The example of Ramsay shows that it is not
necessary to fuss too much over the big-picture
macro issues of the day, which can often be a
time-consuming distraction to the greater task of
achieving attractive long-term returns.
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Ramsay Health Care (RHC)

Source: Yahoo!7 Finance
Julian Beaumont is Investment Director at BAEP
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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Buffett’s three attributes of a fund manager
by Barrie Dunstan
With Warren Buffett, it’s always been about
confidence in the long-term. Who else in 2007, at the
advanced age then of 77, would enter a 10-year bet
(wagering a not incidental $US1 million) about
whether a selection of hedge funds could out-perform
the S&P index?
At last week’s annual meeting of his Berkshire
Hathaway, Buffett showed why he was confident, with
an update on the eight-year old wager showing he is
well ahead. He bet Protégé Partners, a leading hedge
fund of funds manager, that they couldn’t select
funds that could beat the performance of Vanguard’s
S&P 500 index over 10 years.
So far, the S&P index is up 65.72% against 21.9% for
the group of hedge funds. Considering the period
includes the full impact of the GFC, it’s been a stiff
test and the hedge funds haven’t covered
themselves with glory. It looks like the hedge funds
may have to shell out $1 million to a charity of
Buffett’s choice.
It isn’t, as some have suggested, Buffett just backing
an indexed approach. Buffett certainly isn’t an index
hugger; he’s a very long-term investor, who buys on
value (although he has advised small investors to put
money into index funds rather than managed funds).
His bet was to emphasise that the fees charged by
hedge funds are so high that they erode much of any
capital gains. He was scathing of expensive asset
consultants and other advisers working with big
investors, arguing for the lowest cost, indexed
approach (in line with another octogenarian and
founder of Vanguard, John Bogle).
Buffett told Berkshire shareholders that Wall Streeters
made “far more money . . . through (their)
salesmanship abilities rather than investment talent.”
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For any Berkshire shareholders looking for a fund
manager, Buffett gave them three attributes to look
for: “If you’re looking for a manager, find somebody
that’s intelligent, energetic and has integrity.”
Then came one of his typical ‘zingers’. “If they
don’t have the last, be sure they don’t have the first
two. If you have somebody who lacks integrity, you
want them to be dumb and lazy.”
The annual meeting, webcast for the first time in a
major reversal of Berkshire’s policy of no filming or
recording, showed that Buffett and his vice chairman
Charlie Munger, haven’t changed much since I first
saw them in action 10 years ago.
The crowds were different – now close to 40,000 and
enough Chinese watching to justify a Mandarin
translation. The question system was re-organised to
allow more analysts and brokers to probe and to
screen out hangers-on lauding Buffett or fishing for
stock tips.
But it was still the Warren and Charlie show. The
85-year old Buffett – “I’m the young one” – still
rollicked through questions. The 92 year-old Munger
sat on his left, impassive, and regularly diving into a
large box of See’s peanut brittle. (Buffett, who
defended his sugar taste in answering a question
about Coca Cola, resisted the peanut brittle until just
before the lunchbreak).
As well as his advice to ignore high fee hedge funds,
Buffett also fretted about the potential for derivatives
contracts to wreak havoc in financial markets and
said he would not invest in 45 of the 50 largest banks
in the world. That is, apart from his favourites Bank of
America and Wells Fargo; he didn’t mention if this
extended to highly-ranked Australian banks.
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Buffett said any Berkshire investment decisions
weren’t based on its view of commodity prices. He
said he “doesn’t have the faintest clue about
long-term oil prices. Munger added: “I’m even more
ignorant than you are.”
And Munger maintained his reputation for concise,
outspoken advice, telling one questioner who asked
for advice on investing in cattle that this was “among
the worst businesses I can think of.”
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
In the good books

more modest targets.

COLLINS FOODS LIMITED (CKF) Upgrade to Buy
from Neutral by UBS B/H/S: 2/0/0

With market expectations now more realistic the
broker upgrades to Equal-weight from Underweight.
Target is reduced to $1.60 from $2.10. In-Line sector
view.

UBS changes analyst and upgrades to Buy from
Neutral. The broker highlights the strong free cash
flow and believes recent share price weakness is
overdone.
The broker considers the operating environment has
held up in the second half, with a slightly softer rate of
growth. As a result, earnings forecasts are reduced
by 7-9% in FY16-18. Target is reduced to $4.55 from
$4.65.
ILUKA RESOURCES LIMITED (ILU) Upgrade to
Neutral from Sell by UBS B/H/S: 1/2/3
UBS believes the announcements from the
company’s peers suggest some confidence is
returning to pigment pricing.
Increases announced in recent months appear to be
successfully implemented and there are reports of
improved end user demand.
Moreover, inventories of both feedstock and finished
product are falling. UBS upgrades to Neutral from Sell
to reflect Iluka’s share price movement and
improving sentiment. The $6.00 target is retained.
SMS MANAGEMENT & TECHNOLOGY LIMITED
(SMX) Upgrade to Equal-weight from Underweight
by Morgan Stanley B/H/S: 0/4/0
Morgan Stanley reduces earnings estimates in line
with FY16 guidance and re-bases its FY17 and FY18
estimates lower. With a change in CEO the broker
suspects near-term cost savings can help deliver the
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SUPER RETAIL GROUP LIMITED (SUL) Upgrade
to Outperform from Neutral by Macquarie B/H/S:
4/3/1
Super Retail’s trading update revealed all three
divisions have enjoyed strong second half sales
growth, modestly ahead of Macquarie’s forecasts.
The broker had assumed Rays Outdoor would
ultimately be abandoned but it seems the five stores
converted to the new RAYS format are showing
promising results.
So Ray will live another day. Cost cuts are also
encouraging and although Macquarie knows we’ve
been here before, the analysts believe FY17 is
shaping up as a better year for Super. Target rises to
$9.70 from $9.00. Upgrade to Outperform.
In the not-so-good books
ACONEX LIMITED (ACX) Downgrade to Neutral

12

from Outperform by Macquarie B/H/S: 4/2/0
Increased cash receipts in the March Q show
momentum is improving in Aconex’ core business,
Macquarie notes. This suggests good cash
conversion but cash can be lumpy.
The broker notes Oracle has acquired US-based
SaaS company Textura. The broker does not see
Textura as a direct competitor but as operating in
adjacent industries. The price paid is below Aconex’
implicit enterprise value.
Macquarie has a positive view on Aconex but not on
its current valuation. Downgrade to Neutral. Target
unchanged at $6.60.
AIR NEW ZEALAND LIMITED (AIZ) Downgrade to
Neutral from Buy by UBS B/H/S: 0/3/0
The investor briefing highlighted more reliance on
leisure traffic in FY17, UBS observes, mainly from
new routes to Vietnam and the Philippines plus
greater regional capacity.
This suggests to the broker a yield headwind of
around 2.0%. Earnings forecasts are lowered by
4.0% and 19.0% for FY16 and FY17 respectively.
The broker has also removed the Virgin Australia
(VAH) earnings contribution, with Air NZ ceasing
equity accounting for its shareholding.
With greater short term earnings uncertainty the
rating is downgraded to Neutral from Buy. Target is
reduced to NZ$2.60 from NZ$3.45.
BT INVESTMENT MANAGEMENT LIMITED (BTT)
Downgrade to Hold from Add by Morgans B/H/S:
2/3/1
First half profit was up 33% and slightly below
Morgans forecasts, with higher-than-expected
pressure on management fees. The primary driver
was the renegotiated fee associated with the
Westpac (WBC) funds under management. JO
Hambro continues to drive growth.

Morgans maintains a positive view on the medium to
long term, but believes the valuation and upside does
not compensate for the volatility in the broader market
in the short term. Rating is downgraded to Hold from
Add. Target is reduced to $10.78 from $10.95.
CROMWELL PROPERTY GROUP (CMW)
Downgrade to Underperform from Neutral by
Credit Suisse B/H/S: 0/1/3
The stock has performed relatively well since its
February results, Credit Suisse observes, reflecting in
part market expectations of potential upside from the
company’s stake in Investa Office (IOF).
The broker believes this upside is unlikely to
eventuate in the near term. Moreover, earnings
drivers are relatively opaque and gearing is elevated.
Credit Suisse downgrades to Underperform from
Neutral. Target is lowered to 97c from $1.00.
CALTEX AUSTRALIA LIMITED (CTX) Downgrade
to Hold from Buy by Ord Minnett B/H/S: 3/4/0
The March quarter trading update was in line with Ord
Minnett’s expectations. The broker expects surplus
capital will be deployed for growth with capital
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management to occur in the absence of significant
growth options.
The next leg of earnings growth is not yet evident,
Ord Minnett maintains, with refining earnings set to
decline as margins return to a more normal range.
Given these factors and a lack of valuation support
the broker downgrades to Hold from Buy. Target
edges down to $35 from $36.
COVER-MORE GROUP LIMITED (CVO)
Downgrade to Equal-weight from Overweight by
Morgan Stanley B/H/S: 2/1/0
The retirement of the company’s CEO comes during
protracted underwriting negotiations and adds to
uncertainty in Morgan Stanley’s opinion.
The broker notes revenue is up 4.7% in the March
quarter and revised forecasts imply 7.0% growth in
the second half. Yet, given management churn,
recent earnings misses and a more cautious view on
longer-term margins the broker downgrades to
Equal-weight from Overweight.
Target is lowered to $1.50 from $2.25. In-Line
industry view.
NEW HOPE CORPORATION LIMITED (NHC)
Downgrade to Underperform from Neutral by
Credit Suisse B/H/S: 1/0/2
Credit Suisse analysts believe the tide has
unexpectedly turned in favour of more upside
surprises from the global steel cycle. This reversal
has pretty much lifted all boats inside the
commodities sector.
However, the analysts are not in the bulls camp when
it comes to metals. They warn share prices might
have run up too hard for multiple representatives for
non-steel specific exposure.
New Hope has received a downgrade in rating; to
Underperform from Neutral. Target loses 5c to $1.40.

Credit Suisse suspects the structural story
underpinning the company’s growth to date has
largely played out and activity levels are now more
aligned with general economic activity.
The attractive market positions suggest the stock still
has yield opportunities but the broker believes the
current pricing puts too much weight on the ability to
generate sustained growth in marketplaces and
property and understates the risks.
Rating is downgraded to Underperform from Neutral.
Price target is raised to NZ$4.03 from NZ$3.93.
VICINITY CENTRES (VCX) Downgrade to Neutral
from Buy by UBS B/H/S: 2/3/1
The quarterly update presented few surprises for
UBS. The broker believes the company is well placed
to drive excess returns from cost cutting and remains
on track for merger synergies.
Still, the stock is up 22% year to date and is
outperforming the sector by 9.0% and the ASX200 by
21%, the broker observes, so the rating is
downgraded to Neutral from Buy. Target price rises to
$3.28 from $3.03.
WESTERN AREAS NL (WSA) Downgrade to
Neutral from Outperform by Credit Suisse B/H/S:
2/1/3
Credit Suisse analysts believe the tide has
unexpectedly turned in favour of more upside
surprises from the global steel cycle. This reversal
has pretty much lifted all boats inside the
commodities sector.
However, the analysts are not in the bulls camp when
it comes to metals. They warn share prices might
have run up too hard for multiple representatives for
non-steel specific exposure.
Western Areas has been downgraded to Neutral from
Outperform. Price target remains unchanged at
$2.85.

TRADE ME GROUP LIMITED (TME) Downgrade to
Underperform from Neutral by Credit Suisse
B/H/S: 1/1/3

Monday 09 May 2016

14

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 – NAB, Westpac and
Ramsay
by Staff Reporter
This week, Elio D’Amato of Lincoln Indicators likes
Spark Infrastructure Group as it displays strong
financial health, with the objective to invest in
regulated electricity distribution businesses in Victoria
and South Australia.
“The balance sheet remains strong after the
acquisition of Transgrid, with cash flows continuing to
improve,” D’Amato says.
He sees the company as a ‘’typical defensive
business’’, which “pays an attractive distribution”.
Michael Heffernan of Phillip Capital packed Pact
Group into his likes list this week because of its ability
to perform, despite shaky times on the local share
market front. Heffernan says this major Australian
packaging group has “sound fundamentals, an
attractive dividend yield and a robust profit growth
profile”.
And our technical chartist Gary Stone likes a trend
when he sees one. He says the share price of
Ramsay Health Care has “popped out the top of a
down trending channel, being the fourth attempt to do
so”.
He says the channel has been in place for 15 months
and is part of a long-term flag pattern, that is, “a high
probability continuation formation of the previous up
trend”. That means it’s highly possible a new price
advance could start from these levels in the near
future.

Prime Value’s ST Wong was impressed with Link
Administration’s update last week, which showed its
key growth initiatives were on track.
“The group continues to increase its penetration with
key corporate clients, adding new clients such as
Woolworths, Sirtex and Macquarie Group,” he says.
“Link should meet and very possibly exceed its
prospectus earnings forecast for FY16.”
Energy is largely out of favour with our stock
selectors this week, with D’Amato expecting the
power generation and retailing operations in company
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Origin to remain under pressure into the future.
Stone says Woodside Petroleum has fallen away
again from a significant resistant zone of $28.50 to
$30 and that “its share price is also caught in a clear
down trending channel”.
“The lower channel line is in the low $20 range,
meaning that WPL’s share price could head down to
the $22 level or even lower from its current price of
$26.91.”
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!
Last Friday, SSR expert Charlie Aitken joined yours truly in a discussion on the banks and whether or not we’ll
be seeing a selling frenzy in May. Catch up here!
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