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Sunset Strip 
Market Snapshot after close at 4:30pm & 30 day S&P 200 Chart 

  

MARKET SUMMARY 

MACRO/STOCK EVENTS: Tonight – Bank of England meeting, Bank of Korea rates decision, US weekly job claims. Tomorrow – 
Australian February housing finance, Australia February investment lending, China March consumer price index. 
 
MARKET SUMMARY: Aussie market pulled back again from just below 6000 territory with commodity price risks. Turnover was 
just below $4.8b. US markets remains volatile with US Fed minutes giving mixed signals and corporate result season coming 
up. We continue to expect outlook statements to be negative in US corporate season and drive some profit taking and USD 
weakness. The short term macro still remains positive for buying Gold equities since mid March. The US markets are betting on 
rates remaining low for longer and any raise is likely to be slow and measured at best. US market continues to hover around the 
technical support level with fear and greed index holding in neutral zone. It is becoming clearer that US corporate growth is 
going to struggle with GDP growth in Q1. The global macro and commodity supply/demand dynamics points to further and 
prolonged downside risk for Iron Ore and Oil. The Chinese move on their domestic Iron Ore producer tax shows that they may 
do more to keep their local producers in the game longer and put more pressure on Australian/Brazilian producers. The gun shy 
government with no plans points to substantial risk in the next 12-18mths for the domestic economy as the unemployment goes 
past 7% and the terms of trade shrinks. The market has already priced in 25-50bps cuts this year and almost everyone expects 
a cut in May. As a very wise old man once told me “life is all about cycles, you evolve with the cycle or the cycle runs over you”. 
 
STOCK TRENDS: The big positive performances were led by TGS (up 10%), BCI (up 8%) on quarterly update, SRX (up 6%), MYR 
(up 5%) and NWH (up 5%). The big negative moves were led by BDR (down 11%), RSG (down 8%), HZN (down 8%), MLD (down 
7%), CAJ (down 7%), OGC (down 6%) and SFR (down 6%). We have been suggesting for clients to take profit since start of 
March on every occasion when the index gets close to 6000Lesp. on mining stocks (i.e. including the big miners) in the short 
term with China on downgrade cycle and BHP/RIO trading ex div. The market forward div yield to bond yield gap has been the 
main driver of the yield trade. The spot gold has been improving since US Fed re-entered the currency war in the middle of 
March. We continue to see that supporting Aussie gold miners in the short term with their margins continuing to improve in the 
long run as the AUDUSD falls back with falling commodity prices. Potential Iran nuclear deal that allows it to return to global 
markets will see substantial downward pressure on energy while Iron Ore continues to see over supply getting even bigger over 
the next few years. Our exposure to commodities and yield thematic with historical high multiples, US Fed softening USD, US 
fed minutes, US reporting season, volatility index bouncing from the lows, falling commodities, bond yields at the lows and 
RBA leaving rates unchangedLtime to buckle up and be smartLmarket is priced for multiple rate cutsLremain nimble!!! No 
one lost money locking in profit!!! 
 
INTER-GENERATIONAL REPORT: The market ignored it like most other political spin reports. The basic trends are logical, 
obvious and common to most developed economiesL(1) we will live longer (2) we will have an even older demographic (3) 
growth will slow down (4) there will be more of us. Given the changes in the last 20 years, this intergenerational report must 
have been written in the 90’s as it has completely missed where the global economy is headed. Somebody missed climate 
change and the decline of fossil fuelLthen again the energy white paper that just came out was written 20 years ago as well. 
The mass advertising is as exciting and engaging as watching paint dry!!! It must be hard to explain to the next generation that 
stealing from their future to pay for the current generation is in their interest. 
 
TAX REFORM: Tax reform needs policy evolution with some give and take. The current political environment does not allow 
such policy evolution while government continues to throw out individual unbalanced tax changes out for public consumption 
before setting any structured argument for what it is and why we need it. There seems to no coordination or policy work, rather 
random ideas like “google tax”, “netflix tax”, “book tax”, “fuel security tax”, “electricity tax” and “solar panel tax” gets thrown 
around like confetti in the media to further damage consumer sentiment. The reality is that most of these tax ideas are never 
going to make it past stage one and even then no one really knows if the cost of collecting them is going to be more than the 
tax itself. The government almost looks like intentionally creating an aggressive environment with no compromise that 
guarantees that each tax reform will almost certainly fail. The end result of doing nothing with slowing economy and rising 
unemployment will be even lower growth and higher unemployment. 
 
PROPERTY BUBBLE: We have been saying that there is a property bubble forming predominantly in Sydney and Melbourne 
since May of last year. The 15 key reasons why we see that property bubble is inevitable: (1) tidal wave of unemployment (2) 
falling real wages (3) rising cost of living (4) over supply of units (5) falling rental yields (6) rise in margin loan property 
investors (7) rise in SMSF in property investing (8) lack of risk understanding about interest rates eventually going up (9) 
foreign investors getting squeezed by their government (10) government risk with regulatory or budget driven changes (11) 
RBA allowing housing bubble as an acceptable risk to stimulate the economy (12) historical high household debt levels (13) 
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S&P/ASX 200 5932.2 -28.50 -0.48 Gold 1194.84 -7.45 -0.62

US - DOW 17902.51 27.09 0.15

US - S&P 500 2081.9 5.57 0.27 US 10 Year T-Bond 1.9015 0.014 0.74

Canada 15213.6 24.76 0.16 US 30 Year T-Bond 2.5281 0.009 0.37

UK 6937.41 -24.36 -0.35

Germany 12035.86 -87.66 -0.72 $A/$US 0.769 0.0002 0.03

France 5136.86 -14.33 -0.28 $NZ/$A 0.9826 0.0001 0.01

China 3948.27 -46.54 -1.17 STG/$A 1.9319 -0.0034 -0.18

Japan 19937.72 147.91 0.75 Euro/$A 1.399 -0.0039 -0.27

Hong Kong 26934.76 697.9 2.66 $US/YEN 120.26 0.0975 0.08

NZ 5847.17 -12.545 -0.21 $US/CAD 1.2572 0.0030 0.24



Aussie Afternoon Institutional Market Wrap                            Mathan Somasundaram – Baillieu Holst Quant Strategy 

09 April 2015                                                  mathan@baillieuholst.com.au – 612 9250 8947                                                                                                 

Page 2 

 

RBA/APRA working to remove housing bubble contagion risk to financial system and not to the household (14) Public falling 
further into the trap with low interest rates with lack of risk understanding (15) falling net migration reducing demand over time. 
The level of property price risk substantially rises in high unemployment and less-affluent suburbs where state governments 
have allowed substantial amount of units to be built with limited infrastructure upgrades. The investors who are buying units off 
the plan on margin loans will feel the pressure first and will exit in large scale and accelerate the decline. There are large 
amount of off-the-plan interest only investments that have high risk of not getting built as investors chose to walk away as 
prices fall. The new tax on overseas residential buyers is really a simple revenue generation model and will have no effect on 
house prices. House prices are high due to negative gearing and capital gains tax benefits that favour the wealthy at a time of 
low interest rates, low affordability and low growth. RBA left the rates unchanged as the attempts by APRA has not slowed 
down a hot housing bubble. The basic rules about housing bubble are (1) you do not talk about the bubble (2) you don’t talk 
about the missing factors (i.e. employment growth and wages growth) that can sustain the bubble (3) you find new ways (i.e. 
super) to pump more investment to support the bubble (4) despite never accepting that there is a bubble, make major 
government agencies to manage the un-named risk from hitting the financial sector (5) if the bubble bursts, then protect the 
financial system and let the public take the fall. TICK, TICK, TICK!!! History shows that these asset bubbles can only end one 
way and it is very rarely pretty. 
 
INTEREST RATES: RBA may have realised the slowdown in the economy and the unemployment tidal wave later than most, but 
the rate cut in February was a waste. It had no effect on the consumer sentiment, job market or currency. It only served to pump 
up housing bubble and equity markets. RBA was prudent enough to leave the rates unchanged in March/April and let the global 
macro to do some of the heavy lifting to bring the currency back. If RBA remains patient for the next 3-4 months, we believe that 
the currency will be in the low 70’s as China slows down, commodity prices fall and US rates rise gets more clarity. If the post 
GFC trend is anything to go by, the risk return balance will force corporates to use cheap debt to drive share buy-backs and 
M&A while the asset values climb to bubble territory with real wages and employment continuing to fall. But any delays in 
RBA’s cutting bias or earlier US rate rise outlook will force asset bubbles (i.e. equity markets and property market) to see some 
profit taking. The recent wages growth data shows that falling energy prices and rate cuts are not going to flow through the 
economy as economists predicted. Given the market expectations and majority of the leading indicators being strong, we still 
believe that US Fed will move in Sep by 10-15 bps to get the market used to the process. This may send some shiver through 
emerging markets and that will be felt in the commodity markets. As we have been saying for a few months, China has started 
its multi-year growth downgrade cycle down to 5-6%. India’s move to cut rates shows that they are not immune from slowing 
growth. Market has run too hard on yield chase after RBA delivered the surprise rate cut in Feb. RBA will get everything apart 
from more jobs and pick-up in consumer/business sentiment by just sitting on a negative bias. Corporates are all about M&A, 
cost out, share buy backs and higher dividends as they are the key things that move the share price. No matter what RBA cuts 
the rates down to, we are in a period of “no action” from corporates on the growth/job angle. RBA has to realise that without job 
creation, there will be no pick-up in consumer spending and hence no real growth pick up. Any rate cut now will be a complete 
waste as it was in Feb. The big risk for the economy is that once we cut our rates and drop the currency and use up all our 
buffers, the economy will be like driving a fast car with no seat belts. When a black swan event happens in the economy, we wil 
be sitting on asset bubbles with no buffers for protection against a hit worse than GFC. It is dangerous to assume that dropping 
rates to nothing from around 2% is going to stop the next GFC. Given the lack of any domestic growth plans and global 
anaemic growth outlook, the risk of recession is now a much more of a reality than under the previous government or during 
the GFC. RBA took the mature choice in March and April; let’s hope they maintain their sanity in May volatility as well. But the 
logic suggests that RBA will get bullied into cutting in May as they were in Feb. 
 
CURRENCY WAR: US Fed moved to deflate USD and support their economic recovery over other regions. The basic rules of 
currency war are (1) you do not talk about the war (2) you complain about everyone but it’s different when it comes to you (3) 
once you start the war, you only stop when you are completely sure that you will win (4) the war is a zero sum game and 
someone will get hurt for you to win (5) once it becomes race to the bottom, no one wins. We have almost all the major 
economies in some form of QE or interest rate cutting cycle to artificially deflate their currency. The big economies of the world 
started the race to the bottom early and now the rest are forced to join by default to just keep par. Free trade agreements are not 
worth anything when the stronger party holds more protectionism and currency deflation to help their industries at the cost of 
ours. 
 
LACK OF LEADERSHIP: Governments and Corporates are showing very low leadership to drive growth. Governments around 
the world are getting elected on scare mongering and back flips post elections. The central banks are then expected to do the 
heavy lifting and mop up the mess. Central bank’s main weapon of choice of dropping rates has become as useful as the 
English Cricket Team. As the election cycle comes around, governments are offering more unsustainable spending and tax cuts 
like you never seen before while allowing debt levels to rise so far that it would sink the Titanic. The inability of the 
governments to sell a fair and balanced reform policy and insecurity in their own job prospects in upcoming election cycle is 
driving self-serving over serving the people. Look at it this way: If the Government were managing a company called “Aussie 
Economy”, then the interest rates would be the risk worthiness and RBA would be the credit agents. RBA is downgrading and 
expected to downgrade even further. The downstream effect of such lack of leadership is that the corporates have followed the 
trend and set themselves very low benchmarks to jump over to remain as the best investment option. Corporates are resigned 
to low risk options such as share buybacks, higher yield, cost management, mergers and acquisitions instead of expanding 
growth and creating jobs to deliver shareholder value. More noise about recession potential and rates going below 1%. As 
outlandish as it may seem last year, the lack of leadership to drive growth means that recession can’t be discounted from a 
viable potential risk in 2016/17. The risk of recession in the next 2 years is more than 50% with current policy outlook. 
 
ECONOMY AND THE RISKS: The balancing act of our economy in regards to large scale employment outlook was based on 
resources and manufacturing with cyclical sectors helping through the transition. The basic assumption is that the end of 
resource boom, we should see interest rates and currency fall and stimulate manufacturing. The China bubble allowed us to 
have substantial and extended growth and over reliance on resources while we underappreciated the benefits of manufacturing. 
The federal governments over the last decade spent during the good times (i.e. pre GFC) much more than they should have and 
left the budget locked in with structural costs (i.e. tax cuts and handouts) that were unsustainable. GFC stimulus further eroded 
the budget structurally and again we were not smart enough to unwind the stimulus promises. The current coalition 
government once again made the same mistake and promised what they could never afford before the election and are now 
stuck between their slogans and the reality of re-election. The end of resource super cycle will see substantial decline in terms 
of trade, substantial unemployment, falling real wages, rising costs and falling currency. The pre-mature decline and eventual 
death of multiple manufacturing and related industries over the past year and the next few years will leave a substantial gap in 
our economy that cannot be filled with building piecemeal transport solutions and oversupply of housing. The car industry is a 
classic example where all the macro headwinds have disappeared, but so has the industry. The recent federal government 
backflip with car industry support is more about delaying as much of the hit from the massive unemployment tidal until the next 
federal election. The next few years will deliver higher unemployment, lower consumer sentiment, higher costs, lower real 
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wages, lower living standards, lower growth, lower currency and asset bubbles. The race to the bottom does not deliver 
winners, just leaves a mess with even slower path to recovery. The Inter-Generational Report was a political spin document with 
error rates that would shock a broker off his/her chair, but the key findings are nothing new and common to all developed 
nations. We are fast approaching a space where RBA will not be able to save us from ourselves. Race to the bottom does not 
deliver jobs or growth, while rising unemployment and declining disposable incomes will further lock us down the path to 
bubble bursting scenario. We need to invest in multiple technological/manufacturing industries that can create substantial 
recovery in jobs or face steady and slow decline. Opening the economy up to the global markets without proper planning via 
FTAs and multinational online models will drive costs down for the consumer in the short term while speeding up the overall 
decline in the long term. The inability of the government to prosecute any logical policy reform is becoming very obvious to 
even the conservatives.  
 
BUDGET: The budget problem is majority revenue driven and minority spending driven. Budget structural issues can be solved 
with a number of revenue solutions like removing negative gearing on old dwellings, changing super tax to be a progressive 
tax, changing capital gains tax to be a progressive tax, asset rollover tax. Since most of these logical long term structural 
improvements will hurt vested interest groups, we are almost certain to get the same old tax the poor from the right and tax the 
rich from the left. The Greens have jumped on our progressive super tax reform idea, but they need to realise that it only works 
when you change the negative gearing and capital gains tax policies together. If you change one and not the rest, all you do is 
allow the wealthy to move the money from one benefit scheme to another. Tax reform requires a package of changes which is 
likely to be too much for the current government who is more worried about their own jobs than the unemployed. Anyone trying 
to understand the meta data rules need not have to do substantial analysis, just talk to your IT support. Most IT specialist will 
tell you a VPN type access, foreign IP address or an overseas email service provider like gmail are all out of reach. The Meta 
data retention plan is being formulated in a very simplistic way that allows it for being used for everything but under the caveat 
of terrorism. If it was purely for terrorism, why not pass the legislation to limit it? There are other vested interest groups that 
want access to that data and the government will allow that over time. Sadly the opposition does not want to be seen as weak 
on Terror, so they will pretty much sign up to anything to be on the “me two” boat like the previous opposition before the 
election. The latest thought bubble was to allow first home buyers to use superannuation. The risk for the overall economy is 
that we will end up with even bigger asset bubbles with even less saving in super. The government on one hand is telling the 
media that we are headed for Greece type economy while on the other hand they are saying that the last budget has already 
done the heavy lifting and the next one will be family friendly. It is very hard to work out whose family they are talking about as 
majority of the major reforms of the last budget were either buried in the senate or has experienced a massive backflip. This 
rhetoric may be good for NSW state election, but you can’t have the cake and eat it. Either we have a budget problem and it’s 
getting worse or it is all pure political spin. The government is now more than happy to sit on 50-60% debt to GDP while they 
were calling for the end of the world when it was 10% under the former government. The commodity price outlook is getting 
worse by the day and the Treasurer will deliver the worst accounts in over a decade.  
 
HIGHER EDUCATION DEREGULATION: We expect the college system below the new elite universities to charge atleast private 
high school fees while the elite universities to charge on average in the middle of private high schools (i.e. cost $25k p.a.) and 
US elite university (i.e. cost $50k p.a.) fees. If you look through a four year engineering degree, a college graduate will come out 
with over $130,000 loan while an elite university graduate will come out with over $200,000 loan growing around 10year bond 
yield (i.e. long term average 5%). This will cause a number of structural changes in the society (1) Parents will chose to not send 
their kids to private schools in order to save the funds for university – we will have more pressure on public system (2) Wealthy 
parents will be able to buy their kids a university degree while low income kids will be pushed to college degree – we will not 
get the smartest students coming through (3) University graduates will come out with substantial debt – we will price the future 
generations out of owning their own home for atleast a decade (4) University graduates will leave Australia to avoid repaying 
the HECS – we lose the smartest candidates to other countries (5) Transfer of debt from government to next generation via 
education – we risk further widening of the inequality gap as seen in US with student debt blow outs. The best argument for 
reform seems to be the buy-in from the elite universities. Just imagine what would happen if you take any service provider that 
has built up a monopolistic business model under the government subsidies and gave them the option to charge what they 
want and provide what they want and allowed natural competition to set the standard? Have a look at our banking systems and 
the fee structures and how they evolved over timeLthat should give you a simple understanding of what deregulating higher 
education will deliver over time.  
 
INFRASTRUCTURE IN NSW: Politicians are always hung up on expanding roads for transport when it does not deliver the best 
approach to solving substantial increase in demand (i.e. population growth). It is a much better return for mass population if the 
infrastructure spending goes into improving rail rather than building an extra lane on a busy road like M4/M5 or building a 
tunnel to connect the two of the most busiest roads in Sydney with toll gates. The roads with toll gates will deliver more profits 
to corporates but when we are expecting over 50,000 new units to be built in Western Sydney, even a primary school kid can 
work out that trains will move more people more efficiently than an extra lane on already busy roads. As someone who lives in 
Western Sydney, it takes me 20 min to drive to work at 5:30am and it takes me nearly 2 hours to drive home at 6pm. Basic 
maths will show that if you add some 30 thousand cars on already packed roads with one more lane, it is unlikely to improve 
the situation. The key missing piece to all these road fixes in NSW is that there is no extra lane on the west-link. Even if you get 
there faster on the M4 with the extra lane, west-link is still 2 lanes all the way to City and that is packed to the rafters by 7am. 
The extra lanes and tunnel are for transport corporates to get a link to the airport to save money on costs, not to help the 
average public to get to and back from work. The NSW government has promised to save 15 min for someone driving in peak 
time for more than 2-3 hours at a cost of billions while putting new tolls on roads that have been free up to now. You have to be 
worried that someone actually came up with these numbers and accepted the cost benefit analysis. This is probably the most 
expensive 15min for anyone in Western Sydney. NSW politics has come down to sale of poles and wires. The asset is currently 
earning $1.7b and according to state government estimates the return is expected to drop to below $0.5b in two years. Apart 
from the fact that number of broker house valuations have raised doubts on the sale price being mentioned, the lack of detail in 
any of this is amazing. NSW public does not know any of the key assumptions on the valuations to even have a clue about what 
the future holds as far as electricity prices and what is a proper valuation. The public are expected to trust politicians to do the 
right thing. Sadly the action of both major parties in regards to public assets in government does not help to build trust. The 
key factors in this asset sale are that it is a monopoly and it is being sold and we will be guaranteeing the buyer a minimum rate 
of return for 99 years. The logic suggests that the future will be based on solar panels with new battery technology to become 
the dominant cheap clean electricity supplier over the next 5-10 years. The wealthy who can afford to buy their solar & battery 
system will pay an annual minimum service fee to link to “poles and wires” asset as a back-up. The rest will end up signing up 
to PPA (Power Purchase Agreement) by which retail energy sellers will charge the consumer to provide the energy at a certain 
cost. This cost will be based on the energy retailer using the solar panels owned by retailer installed on all their customer roofs 
while aggregating the power and providing that through the “poles and wires” asset. The energy retailer will be forced to have 
to use the “poles and wires” as it is a monopoly and pass on all costs to the consumer. The PPA will guarantee that the retailer 
and the “poles and wires” get their margins while consumers will once again be stuck paying for the cost of asset/energy 
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management fee for the rest of the 99 years despite the energy source being completely free. Selling of the “poles and wires” as 
a monopoly asset guarantees that even with a free energy source, majority of public in NSW will pay substantial fee for getting 
access to the free power from their own roof. UBS report into the “poles and wires” was changed after NSW government got in 
contact. In a period of political fight for the heart and mind of voters, the irony of this is not lost with the financial sector. RBC 
came out with their report and the valuations again did not stack up. Someone please explain to me how selling an asset that is 
expected to deliver better than bond yield (i.e. long term average of 5%) over 99 years relative to current cost of debt below 
2.5% is better for the long term budget outlook or net debt position when the federal government is happy to sit on 50-60% debt 
to gdp? If the asset can’t deliver above bond yield, then the buyer must be the worst investor in the history of mankind. Sadly 
the truth always gets lost in the details. Media covering the political spin today used the catch phrase “If you build, they will 
come” from the movie “Field of dreams” to explain the infrastructure plans. The reality of the situation for majority of the public 
is that this will end up being the “Field of mistakes” that will cost them dearly for years to come. The “poles and wires” political 
argument about prices going up or down in the next few years are irrelevant to the structural mess this leaves for future 
generations of middle to low income families. Unfortunately the short termism and spin overrides long term planning and 
informed policy making. 
 
 

� WHAT WE LIKE AND WHAT WE DON’T LIKE  
 

� Current Best Five Buy Ideas: AGI, ALL, ALU, CAR, VED (Details on page 19) 
 

� Current Best Five Sell Ideas: MND, MTS, MYR, TRS, WOR (Details on page 20)  
 

� Long/Short Ideas: Resources: Long BHP/ Short STO; Banks: Long NAB / Short CBA; Energy: Long KAR / Short MND; 
Insurance: Long IAG / Short SUN (Details on page 21) 
 

� Quant Strategy Model Portfolio: BHP, SYD, TCL, ALL, AAD, AGI, MTR, RFG, FXJ, APN, PRT, BRG, CCV,  KMD, WES, WOW, ANN, 
GXL, ANZ, NAB, WBC, HGG, LLC, SCG, SGP, ARF, CPU, CAR, TLS, BGL. (Details on page 22) 
 

� SHIELD (Sustainable High Yield) Top 20 Picks: LARGE CAP (CBA, WBC, ANZ, NAB, TLS); MID CAP (AWC, CSR); SMALL CAP 
(PTM, CDD, HIL, MOC, RCR, KMD, CCV, UXC); MICRO CAP (FRI, DDR, HFA, AFJ, FAN). (Details on page 23)  
 

� GARY (Growth At Reasonable Yield) Picks: SMALL CAP (GEM, CWP, FXL, NEC, GDI, RCR), MICRO CAP (HFA). (Details on page 
24)  
 

� WHAT THEMATICS WE LIKE => QUALITY, YIELD, EARNINGS CERTAINTY, MOMENTUM, CONSTRUCTION, FOOD, ONLINE, 
MEDIA, TELCO, HEALTHCARE, GLOBAL INDUSTRIAL EARNERS 
 

� WHAT THEMATICS WE SEE RISK => DISCRETIONARY RETAIL, STAPLES, MINING SERVICES, ENERGY, SMALL CAP MINERS, 
INSURANCE, LOCAL CONSUMER CYCLICALS 

 
� MACRO SUMMARY  

o We expect more rate cuts in the next 12mths to take the interest rate below 2% with low consumer sentiment, high 
unemployment, low inflation and below trend growth outlook. 

o Currency medium term trading range 71-76 cents after RBA moves to enter global currency war  
o Tidal wave of unemployment to go to 7% in 2015 and remain above 6% well into 2016  
o Consumer sentiment expected to remain low till 2016 due to unemployment and government budget/leadership 

worries 
o Property bubble in the making in parts of Australia and that will eventually come back to bite margin loan unit 

investors 
o Investors after solid return to cover rising costs will chase equity dividend yield over fixed interest investments 
o Expect global investors to come back into Aussie market as the currency stabilises in the high 70’s in 2015H2  
o Global growth to experience more downgrades in 2015 with Russia going into recession and more stimulus from 

Japan, Euro and China to keep deflation fears at bay. Multiple countries around the world are in interest rate cutting 
cycle to stimulate growth. 

o Iron Ore to trade around $45-60 range in the short to medium term while Oil price to drop down to low $40 over the 
next 3-6mths 

o For more customised service or further macro views, please contact Baillieu Holst or refer to the latest edition of 
“Equity Engineer” publication 
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� MARKET OUTLOOK 
 
MARKET VIEW: Our long term bull market view to 6500 from May 2013 was based on the fact that the interest rates, commodity 
prices and currency will fall to accommodate for the slowing economy and government policy failures while asset prices and 
dividend yield thematic will be the key drivers. We suggest taking profit in the short term on yield stocks with yield below 5% 
and growth stocks on stretched multiples. We remain positive long term and suggest keep holding large cap high yield stocks. 
Global long only investors looking for yield are likely to be sitting on the sidelines waiting for China slowdown, US rate rise and 
RBA rate cuts to get the currency down to mid to low 70’s. These global investors are likely to come into our market in 2015 
Q3/Q4 and provide another substantial PE expansion to drive markets to post GFC new highs again.  
 
MARKET EXPLAINED BY CHARTS: Market driven by chase for yield. Market needs rate cuts to support the current multiples. 
Data: End of March 
  
Valuation – Post GFC high on both PE and PB bands 
 

 
 
Growth – EPS Growth in decline while ROE flat lining 
 

 
 
Yield – Market will aim to keep a 2% premium to bond yield with flat to negative earnings revision through reporting season 
 

  
 
GARY View – Market back at pre GFC high levels due to high cost of growth 
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� AROUND THE GROUNDS 
 

 

Source – www.money.cnn.com 

 

� US FEAR AND GREED INDEX 
 

 

 

Source – www.money.cnn.com 
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� TRADING IDEA OF THE DAY 
 

� Perpetual (PPT) – Baillieu Holst Industrial Analyst Nicolas Burgess has SELL rating and $48.00 price target. Investment 
view: We downgrade our rating from a HOLD to SELL. The stock is now trading on an FY15F PE of 21x. Given the potential risk 
of mandate loss (Due to Head of Equities transition) in conjunction with the fact that the share price is up 21% in a month 
despite no material consensus EPS upgrades (Bloomberg: consensus EPS increased 1% post the 1H15 result), we believe the 
stock is overvalued. 
 

        

� CHART IDEA OF THE DAY 
 

� Emerchants (EML) – Baillieu Holst Industrial Analyst Nick Caley has BUY rating and $1.25 price target. Key takeaways: 1) 
revenue in line with expectations including 1 months contribution from the acquired SFUK; 2) variance to our forecast was due 
to lower expenses including share based payments; 3) 1H15 saw EML turn EBITDA positive at A$0.5m (excluding share based 
payments) and the reported loss included A$292k in acquisition related expenses; and 4) new contracts announced in Europe 
for SFUK. Investment view: BUY call maintained with revised DCF valuation of A$1.25 (prev. A$1.16) and price target of A$1.25 
(prev. A$1.15). We view this as a pivotal result for EML in moving to a cash generation phase. Whilst we would ideally like to see 
EML secure contracts beyond Wagering and Consumer Lending to further frank the product, it must be remembered that 
Australia remains in a formative stage and the SFUK acquisition adds an extra dimension to the story including the benefit of a 
lower A$. We expect momentum to continue to build quickly. EML has bounced off the 30 day MA and broke above 200 week 
MA before running into some profit taking. EML continues to trade above 30 day MA while 200 day MA is beginning to turn up. 
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� THURSDAY’S TMT IDEA OF THE DAY 
 

� Carsales.com (CAR) – We maintain the Quant BUY (since Jan 2014) call with Quant Target Price (QTP) $12.50 on the back 
of improving global growth, better diversified business model and cross selling through related services. We continue to 
believe the quality of the management and the diversified business model will continue outperform market expectations similar 
to SEK with global recovery. Recent bids to WTF, CAR acquisitions and REA taking substantial stake in IPP, shows that the 
online business models are active in the M&A cycle to acquire more growth and earnings diversity.  Given the overall low 
growth outlook, quality business models with sustainable high growth and cash generation will continue to attract high 
multiples. 
 

 
 

� HIGH RISK MICRO CAP GROWTH IDEA OF THE DAY 
 

� Yowie Group (YOW) – Yowie Group Ltd owns intellectual property rights and intends to use these rights to outsource the 
manufacturing and distribution of the Yowie chocolate confectionery product, digital platform and Yowie branded licensed 
consumer products. The Yowie characters are Rumble, Boof, Crag, Ditty, Nap and Squish and their animal friends and their 
Grumkin adversaries. Yowie aims to be the first to package and deliver chocolate, toy and gaming combination in US. They 
have already trialled with Walmart and now on trial with another tier 1 retailer in US. Yowie might see selling pressure if the new 
shareholders decide to cash in their 20% upside after capital raising. Given the growth potential after announcing the deal with 
Walmart and other US retailers, YOW looks a good global growth stock at the early stages. (Disclaimer – I own shares) 
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Stock Performance Breakdown 
� TODAY’S BEST 30 AND WORST 30 IN S&P 300 

 
 
 

 
 

 

Code Company Name Market Cap ($m) Price ($)
Daily Price 

Change (%)

Consensus 

Target Price ($)

Consensus 

Rating
2015 PE 2016 PE

2015 EPS 

GROWTH

2016 EPS 

GROWTH

2015 Div 

Yield

2016 Div 

Yield
Newsflash

TGS Tiger Resources 58.32 0.06 9.80 0.09 Hold 3.26 1.87 180.74 74.91 0.00 0.00 N/A

BCI BC Iron Limited 53.95 0.30 7.27 0.66 Hold -2.08 -10.93 -119.56 80.99 3.39 3.39 March 2015 Quarter Update

SRX Sirtex Medical 1,224.44 22.89 5.68 24.40 Buy 36.33 27.12 42.82 33.97 0.85 1.28 N/A

MYR Myer Holdings Ltd 834.61 1.50 5.26 1.34 Underperform 11.54 11.81 -24.52 -2.31 6.73 6.33 N/A

NWH NRW Holdings Limited 52.99 0.20 5.26 0.34 Hold -1.87 6.90 -161.00 127.10 5.00 7.00 N/A

MYX Mayne Pharma Ltd 777.57 1.04 4.55 1.10 Strong Buy 51.75 21.12 -34.17 145.00 0.00 0.19 N/A

CCV Cash Converters 372.97 0.81 4.52 1.28 Buy 9.76 8.44 21.61 15.66 5.80 6.05 N/A

FAR FAR Ltd 300.20 0.10 4.17 0.18 Buy -33.33 -25.00 25.00 -33.33 0.00 0.00 N/A

UGL UGL Limited 248.10 1.55 4.03 1.71 Underperform 8.16 5.78 -71.83 41.05 2.32 5.23 N/A

ASL Ausdrill Limited 90.56 0.30 3.45 0.48 Hold 6.52 7.32 -42.42 -10.87 6.00 9.00 N/A

QAN Qantas Airways 7,028.26 3.31 3.44 3.72 Buy 11.99 7.37 211.39 62.68 0.45 1.81 N/A

RCR RCR Tomlinson 245.58 1.83 3.39 2.92 Buy 6.20 5.81 -13.16 6.78 5.79 5.96 N/A

AOG Aveo Group 1,328.63 2.75 3.38 2.92 Buy 24.77 17.30 14.83 43.24 1.93 2.95 N/A

WHC Whitehaven Coal 1,518.55 1.53 3.38 1.72 Buy -40.26 52.76 -0.42 176.32 0.07 0.59 N/A

IMF IMF Bentham  Ltd 324.00 2.01 3.34 2.69 Buy 10.63 8.07 82.79 31.75 5.12 5.62 N/A

SMX SMS Management. 234.27 3.49 3.25 4.05 Hold 13.63 12.64 33.40 7.81 4.41 5.10 N/A

GEM G8 Education Limited 1,221.11 3.51 3.24 5.43 Buy 12.72 10.93 41.12 16.30 7.12 7.95 N/A

DLS Drillsearch Energy 516.43 1.16 3.13 1.15 Buy 8.82 4.77 -42.44 84.73 0.00 0.00 N/A

VOC Vocus Comms Ltd 623.16 6.09 3.05 6.70 Buy 29.42 20.93 31.97 40.58 1.03 1.17 N/A

CWN Crown Resorts Ltd 10,000.85 14.13 2.91 16.50 Buy 17.44 15.98 -5.23 9.14 2.71 2.87 N/A

CAB Cabcharge Australia 560.00 4.77 2.58 4.84 Hold 9.73 10.19 -9.78 -4.49 4.38 4.34 N/A

VRT Virtus Health Ltd 606.71 7.78 2.50 8.19 Hold 17.97 15.85 7.63 13.39 3.62 4.00 N/A

IFM Infomedia Ltd 377.28 1.26 2.45 1.25 Buy 27.28 23.24 21.05 17.39 3.19 3.90 N/A

DCG Decmil Group Limited 212.45 1.29 2.38 1.66 Buy 5.18 6.58 -19.37 -21.29 10.08 9.07 N/A

AMM Amcom Telecomm. 724.61 2.78 2.21 2.63 Hold 30.22 26.23 -4.17 15.22 2.73 2.77 N/A

SKI Spark Infrastructure 2,808.08 1.96 2.09 2.24 Hold 14.70 17.94 -10.20 -18.05 6.14 6.39 N/A

ASX ASX Limited 8,055.49 42.46 2.04 38.76 Hold 20.56 19.68 4.79 4.50 4.37 4.57 N/A

TFC TFS Corporation Ltd 560.78 1.75 2.04 2.48 Buy 27.78 23.97 -6.67 15.87 1.71 1.71 N/A

JHC Japara Healthcare Lt 683.92 2.65 1.92 2.81 Hold 23.25 22.08 31.03 5.26 4.30 4.49 N/A

AWC Alumina Limited 4,574.15 1.66 1.84 2.16 Hold 15.92 12.09 404.11 31.65 5.91 7.96 Alcoa First Quarter Earnings Release & signs gas deal

Code Company Name Market Cap ($m) Price ($)
Daily Price 

Change (%)

Consensus 

Target Price ($)

Consensus 

Rating
2015 PE 2016 PE

2015 EPS 

GROWTH

2016 EPS 

GROWTH

2015 Div 

Yield

2016 Div 

Yield
Newsflash

BDR Beadell Resource Ltd 187.68 0.21 -10.64 0.53 Buy 3.50 3.39 -2.08 3.33 3.81 4.76 N/A

RSG Resolute Mining 189.15 0.27 -8.47 0.84 Buy 4.50 3.29 -13.36 36.67 0.00 0.00 N/A

HZN Horizon Oil Limited 156.24 0.11 -8.33 0.23 Hold 9.45 12.33 -28.11 -23.36 0.00 0.00 N/A

MLD MACA Limited 193.12 0.77 -7.23 1.91 Buy 2.79 3.55 -8.61 -21.38 36.49 17.01 N/A

CAJ Capitol Health 548.39 0.98 -6.67 1.11 Hold 49.00 32.67 -2.44 50.00 1.02 2.04 N/A

OGC OceanaGold Corp. 822.38 2.54 -6.27 3.13 Buy 11.52 10.25 -46.43 12.43 1.23 1.34 N/A

SFR Sandfire Resources 725.83 4.35 -6.25 5.70 Buy 7.74 5.99 -2.45 29.18 2.39 3.38 N/A

SPL Starpharma Holdings 162.76 0.48 -5.88 1.09 Buy -11.71 -68.57 -1.65 82.93 0.00 0.00 N/A

APO Apn Outdoor Grp 583.15 3.31 -5.43 3.40 Buy 19.02 16.63 39.20 14.37 2.99 3.44 N/A

SIR Sirius Resources NL 901.93 2.50 -5.30 3.71 Buy -75.76 -46.30 47.87 -63.64 0.00 0.00 N/A

ORE Orocobre Limited 347.29 2.17 -5.24 3.15 Buy -21.92 29.73 -61.76 173.74 0.00 0.00 N/A

WSA Western Areas Ltd 762.86 3.11 -5.18 5.01 Buy 11.35 5.53 144.10 105.11 3.25 7.85 N/A

PRU Perseus Mining Ltd 158.00 0.29 -5.00 0.46 Hold 5.18 21.92 387.46 -76.36 0.00 0.00 N/A

GXL Greencross Limited 869.46 7.37 -4.66 10.64 Buy 20.19 16.31 49.81 23.84 2.43 3.01 N/A

BRU Buru Energy 117.30 0.33 -4.35 1.30 Buy 55.00 11.79 115.25 366.67 0.00 0.00 N/A

MRM Mmaoffshor 270.99 0.70 -4.11 1.24 Buy 3.95 5.04 -17.47 -21.47 11.86 9.43 N/A

ALQ Als Ltd 2,113.61 4.99 -3.85 5.14 Hold 14.59 13.71 -23.27 6.43 5.19 5.65 N/A

IPD Impedimed Limited 237.49 0.78 -3.70 1.62 Strong Buy -24.38 -30.00 -18.85 18.75 0.00 0.00 N/A

AQG Alacer Gold Corp. 218.34 2.89 -3.67 3.56 Hold 20.14 52.74 -34.64 -61.82 0.00 0.00 N/A

MSB Mesoblast Limited 1,077.14 3.20 -3.61 7.58 Hold -10.88 -10.39 -31.67 -4.76 0.00 0.00 N/A

MML Medusa Mining Ltd 203.64 0.95 -3.57 1.02 Buy 3.70 2.61 54.92 41.84 0.00 0.00 Mine Geology and Service Shafts Update April 2015

SYR Syrah Resources 617.93 3.61 -3.48 6.85 Buy -70.78 -51.57 -18.60 -37.25 0.00 0.00 N/A

SDF Steadfast Group Ltd 1,178.90 1.54 -3.46 1.72 Buy 16.33 14.62 27.81 11.70 3.26 3.91 N/A

IGO Independence Group 1,229.85 5.07 -3.43 5.31 Hold 11.85 8.77 52.08 35.05 2.62 3.55 N/A

BBG Billabong 579.37 0.57 -3.42 0.69 Hold 282.50 20.93 127.95 1250.00 0.00 0.00 N/A

SIP Sigma Pharmaceutical 962.21 0.85 -3.41 0.84 Underperform 17.60 15.74 18.59 11.80 2.56 5.06 N/A

NST Northern Star 1,392.75 2.27 -3.40 2.04 Hold 9.04 5.62 281.13 60.96 2.51 3.96 TAM: Company Update

SGH Slater & Gordon 1,577.17 7.27 -3.32 8.31 Buy 21.20 18.08 29.84 17.20 1.21 1.62 Retail Offer Booklet and Entitlement and Acceptance Form

DOW Downer EDI Limited 2,015.90 4.48 -3.24 4.66 Buy 9.68 9.68 -3.02 0.00 5.58 5.78 N/A

BPT Beach Energy Limited 1,488.67 1.11 -3.06 1.16 Hold 15.63 13.21 -64.23 18.31 2.07 2.52 N/A
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� CHECKING S&P 300 BY THE SECTOR 
 

� Energy stocks were negative. Slowing global growth, growing over supply and OPEC move to bring oil prices down have 
facilitated the decline in oil prices and hence creating substantial uncertainty to energy stock valuations. We expect oil price to 
maintain downtrend towards US$40 and remain there for 3-6mth period. Any short term bounce unlikely to last and even if 
OPEC moves to reduce supply in June, oil prices are unlikely to get past US$60 with macro headwinds. The sector should be in 
the too hard basket for 2015H1 with OPEC meeting in June.  
 
Stocks in play: CTX is a quality energy retailer but looks stretched at current levels and Chevron selling will take away buying 
appetite in the short term despite franking credit positives in the long term. STO and ORG are the big caps with balance sheet 
worries, while OSH and WPL are preferred big caps in better times. WPL has been a retail investor favourite due to the high 
yield, but that will be under threat with the new low energy price dynamics will drive down earnings and dividend outlook. There 
was some short covering and bargain hunting in this sector, but risks are high till June. 
 

 

� Material (Ex Mining) stocks were negative. Sector looks stretched and would require global pick up on consumer sentiment and 
better commodity price outlook to move higher. Housing thematic locally is already in the price while US facing stocks will 
benefit from better US economic outlook. Defensive packaging stocks should be added to the portfolio on any pullback 
showing decent yield. Chemicals have high valuations, global competition, falling growth outlook and commodity price risk to 
be categorised as a sector that needs global macro improvement to get attention. Euro QE helped to push the sector higher. 
 
Stocks in play: NUF continues to do well reading through TOL M&A as the previous Japanese buy into NUF was around $14. All 
the defensive yields are below 5% and look over valued with rising bond yields. 
 

 
 

� Gold stocks were negative with spot gold just below US$1200 and AUDUSD holding below 77 cents. US Fed keeping USD down 
and rising Asian middle class demand will push spot gold higher. We remain positive since US Fed dovish comments expected, 
US corporate season risk and RBA leaving rates unchanged on asset bubble risk. 
 
Stocks in play: Falling local currencies and improving Spot Gold makes NCM, NST and SAR have double dimensional upside. 
There was profit taking again but USD weakness could see this sector outperform. 
 

   

Code Company Name Market Cap ($m) Price ($)
Daily Price 

Change (%)

Consensus 

Target Price ($)

Consensus 

Rating
2015 PE 2016 PE

2015 EPS 

GROWTH

2016 EPS 

GROWTH

2015 Div 

Yield

2016 Div 

Yield
Newsflash

FAR FAR Ltd 300.20 0.10 4.17 0.18 Buy -33.33 -25.00 25.00 -33.33 0.00 0.00 N/A

WHC Whitehaven Coal 1,518.55 1.53 3.38 1.72 Buy -40.26 52.76 -0.42 176.32 0.07 0.59 N/A

DLS Drillsearch Energy 516.43 1.16 3.13 1.15 Buy 8.82 4.77 -42.44 84.73 0.00 0.00 N/A

ORG Origin Energy 12,815.44 11.65 0.87 13.58 Buy 18.55 14.90 -6.32 24.52 4.29 4.43 N/A

LNG Liquefied Natural 1,708.26 3.72 0.81 4.75 Buy -72.94 620.00 -21.43 111.76 0.00 0.00 Shareholder Presentation

KAR Karoon Gas Australia 584.49 2.38 0.42 3.87 Buy -18.45 -28.67 49.76 35.66 0.00 0.00 N/A

SEA Sundance Energy 274.68 0.50 0.00 1.12 Buy 42.09 10.34 -85.34 307.06 0.00 0.00 N/A

SEH Sino Gas Energy 285.69 0.19 0.00 0.42 Buy 26.43 10.28 600.00 157.14 0.00 0.00 N/A

PDN Paladin Energy Ltd 625.10 0.38 0.00 0.44 Hold -5.80 -286.48 7.64 97.98 0.00 0.00 N/A

CTX Caltex Australia 9,382.50 34.73 -0.06 33.99 Hold 17.88 16.11 21.68 11.02 3.20 3.70 Ceasing to be a substantial holder

OSH Oil Search Ltd 11,633.37 7.62 -0.26 10.06 Buy 22.12 16.08 -17.05 37.55 1.94 2.64 N/A

ERA Energy Resources 652.33 1.26 -0.40 1.19 Underperform -4.94 -7.34 37.61 32.68 0.00 0.00 N/A

AWE AWE Limited 646.81 1.23 -0.41 1.53 Hold -29.88 -102.08 -195.79 70.73 0.00 0.00 N/A

STO Santos Ltd 7,426.92 7.37 -0.54 10.52 Hold 21.68 10.44 -38.79 107.65 4.82 5.56 N/A

SXY Senex Energy Limited 362.14 0.31 -1.59 0.49 Buy 62.00 12.92 -89.34 380.00 0.00 0.00 N/A

WOR WorleyParsons Ltd 2,429.23 9.76 -1.81 10.46 Hold 9.74 10.75 -7.38 -9.38 7.74 6.53 N/A

WPL Woodside Petroleum 28,894.55 34.13 -2.68 39.78 Hold 19.16 15.30 -54.89 25.17 4.09 5.17 N/A

BPT Beach Energy Limited 1,488.67 1.11 -3.06 1.16 Hold 15.63 13.21 -64.23 18.31 2.07 2.52 N/A

BRU Buru Energy 117.30 0.33 -4.35 1.30 Buy 55.00 11.79 115.25 366.67 0.00 0.00 N/A

HZN Horizon Oil Limited 156.24 0.11 -8.33 0.23 Hold 9.45 12.33 -28.11 -23.36 0.00 0.00 N/A

Code Company Name Market Cap ($m) Price ($)
Daily Price 

Change (%)

Consensus 

Target Price ($)

Consensus 

Rating
2015 PE 2016 PE

2015 EPS 

GROWTH

2016 EPS 

GROWTH

2015 Div 

Yield

2016 Div 

Yield
Newsflash

TFC TFS Corporation Ltd 560.78 1.75 2.04 2.48 Buy 27.78 23.97 -6.67 15.87 1.71 1.71 N/A

ORA Orora Limited 2,727.11 2.29 1.33 2.18 Hold 21.20 18.32 33.03 15.74 3.14 3.71 N/A

DLX Duluxgroup Limited 2,525.53 6.51 0.15 6.00 Hold 20.34 18.98 9.88 7.19 3.46 3.75 N/A

CSR CSR Limited 2,074.60 4.10 0.00 4.09 Hold 15.83 13.53 81.03 16.99 4.39 5.10 N/A

AMC Amcor Limited 17,255.59 14.26 -0.28 13.69 Hold 19.46 18.43 22.10 5.58 3.82 3.98 Amcor announces Tobacco Packaging acquisition Brazil

ORI Orica Limited 7,488.41 20.01 -0.40 20.34 Hold 12.70 11.93 -3.41 6.41 4.72 4.95 N/A

BLD Boral Limited 5,197.37 6.59 -0.75 6.07 Hold 24.68 19.16 30.63 28.84 2.79 3.44 N/A

FBU Fletcher Building 5,619.77 8.10 -0.86 8.30 Hold 14.88 13.19 15.52 12.77 4.40 4.83 N/A

JHX James Hardie Indust 6,992.73 15.55 -0.89 15.59 Hold 24.40 21.40 38.08 14.01 4.30 4.16 N/A

PGH Pact Group Hldgs Ltd 1,232.47 4.15 -0.95 4.80 Hold 14.12 12.77 4.69 10.54 4.67 5.08 N/A

NUF Nufarm Limited 1,769.85 6.61 -1.05 6.63 Hold 16.69 14.12 37.02 18.18 1.63 2.03 N/A

IPL Incitec Pivot 7,305.71 4.30 -1.38 3.77 Buy 17.92 15.99 26.44 12.08 2.84 3.07 N/A

ABC Adelaide Brighton 3,040.38 4.62 -1.49 4.14 Hold 16.92 16.27 9.95 4.03 4.00 4.31 N/A

Code Company Name Market Cap ($m) Price ($)
Daily Price 

Change (%)

Consensus 

Target Price ($)

Consensus 

Rating
2015 PE 2016 PE

2015 EPS 

GROWTH

2016 EPS 

GROWTH

2015 Div 

Yield

2016 Div 

Yield
Newsflash

SAR Saracen Mineral 336.93 0.43 0.00 0.53 Buy 9.44 5.38 90.14 75.56 0.47 0.71 March 2015 Quarter Update

SLR Silver Lake Resource 93.10 0.19 0.00 0.39 Hold 30.83 4.63 127.81 566.67 0.00 0.00 N/A

KCN Kingsgate Consolid. 158.75 0.71 -0.70 0.67 Hold 16.79 32.05 308.33 -47.62 0.00 0.00 N/A

NCM Newcrest Mining 10,907.45 14.12 -0.77 12.72 Hold 24.86 15.31 -1.10 62.32 0.00 0.48 Release of Newcrest Mining Sustainability Report

EVN Evolution Mining Ltd 655.84 0.90 -2.19 0.97 Hold 6.73 5.46 54.00 23.31 1.79 1.90 N/A

RRL Regis Resources 667.21 1.30 -3.00 1.67 Buy 9.18 5.78 16.53 58.87 1.85 5.79 N/A

NST Northern Star 1,392.75 2.27 -3.40 2.04 Hold 9.04 5.62 281.13 60.96 2.51 3.96 TAM: Company Update

MML Medusa Mining Ltd 203.64 0.95 -3.57 1.02 Buy 3.70 2.61 54.92 41.84 0.00 0.00 Mine Geology and Service Shafts Update April 2015

AQG Alacer Gold Corp. 218.34 2.89 -3.67 3.56 Hold 20.14 52.74 -34.64 -61.82 0.00 0.00 N/A

PRU Perseus Mining Ltd 158.00 0.29 -5.00 0.46 Hold 5.18 21.92 387.46 -76.36 0.00 0.00 N/A

OGC OceanaGold Corp. 822.38 2.54 -6.27 3.13 Buy 11.52 10.25 -46.43 12.43 1.23 1.34 N/A

RSG Resolute Mining 189.15 0.27 -8.47 0.84 Buy 4.50 3.29 -13.36 36.67 0.00 0.00 N/A

BDR Beadell Resource Ltd 187.68 0.21 -10.64 0.53 Buy 3.50 3.39 -2.08 3.33 3.81 4.76 N/A
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� Mining (Ex Gold) stocks were negative. We continue to expect more industry consolidation in the small cap mining sector on 
survival strategy as their margin to balance sheet to growth outlook gets stretched. We need to see other emerging markets like 
India or Indonesia kick into high growth to drive commodity prices and the sector to the next phase. Market is getting used to 
lower commodity prices with slowing China growth and we don’t expect big improvements back to previous highs in the next 
few years. We continue to feel that Iron Ore will settle between US$45-$60 bands with the next few months usually seen as low 
demand period. Commodities have had a pullback every March after Chinese New Year since the end of 2010 (i.e. when Chinese 
GDP growth initially dropped from 10% outlook). 
 
Stocks in play: We maintain our preference in the big miners BHP and RIO for Iron Ore exposure with scale, lower cost, 
diversified commodities, good yield and solid balance sheet. The weak period post CNY we expect even the big miners to see 
selling pressure with bond yields rising. Rising USD strength, rising bond yields, falling commodity prices and China 
downgrades point to high risk in commodity prices.  

              

 
 

� Industrial stocks were negative. We continue to see high risk in mining service companies due to China risk, commodity price 
volatility and resource sector capex decline from 2015.  
 
Stocks in play: QAN is a trading stock with high risk as its competitors are subsidised by sovereign governments. We see VED 
as a long term credit thematic winner and will move towards $3 as market confidence buildsL.now beginning to move after PEP 
overhang is out of the picture. We remain big fans of SYD and TCL on the transport infrastructure sector with falling energy 
costs and rising capacity, but rising bond yields will see profit taking. Mining Service stocks are no go zones and will get sold 
down further with commodity risks. 

              

   

Code Company Name Market Cap ($m) Price ($)
Daily Price 

Change (%)

Consensus 

Target Price ($)

Consensus 

Rating
2015 PE 2016 PE

2015 EPS 

GROWTH

2016 EPS 

GROWTH

2015 Div 

Yield

2016 Div 

Yield
Newsflash

TGS Tiger Resources 58.32 0.06 9.80 0.09 Hold 3.26 1.87 180.74 74.91 0.00 0.00 N/A

BCI BC Iron Limited 53.95 0.30 7.27 0.66 Hold -2.08 -10.93 -119.56 80.99 3.39 3.39 March 2015 Quarter Update

AWC Alumina Limited 4,574.15 1.66 1.84 2.16 Hold 15.92 12.09 404.11 31.65 5.91 7.96 Alcoa First Quarter Earnings Release & signs gas deal

ILU Iluka Resources 3,701.31 8.90 0.68 8.80 Buy 31.34 14.86 228.87 110.92 2.35 3.22 N/A

CDU Cudeco Limited 350.70 1.41 0.00 4.52 Hold N/A N/A N/A N/A N/A N/A Extension of Voluntary Suspension

LYC Lynas Corporation 151.70 0.05 0.00 0.16 Hold -1.73 45.00 55.78 103.85 0.00 0.00 N/A

MLX Metals X Limited 544.97 1.31 0.00 1.81 Buy 10.92 7.49 -6.98 45.83 2.98 4.35 TAM: Company Update

PNA PanAust Limited 1,130.52 1.75 0.00 1.97 Hold 24.87 12.60 -15.35 97.45 0.45 0.90 N/A

AGO Atlas Iron Limited 110.34 0.12 0.00 0.16 Underperform -0.67 -1.21 -643.27 44.38 3.33 4.17 HAO: Haoma Mining & Atlas Iron Pilbara Tenements

ARI Arrium Ltd 440.59 0.15 0.00 0.26 Hold -12.50 8.82 -106.29 241.67 1.33 2.00 N/A

RIO Rio Tinto Limited 24,838.25 56.58 -0.74 73.67 Hold 13.94 12.00 -35.35 16.17 5.34 5.62 Transaction in Own Shares

BSL BlueScope Steel Ltd 2,340.03 4.07 -1.69 5.70 Buy 16.82 10.38 10.70 61.98 2.06 3.51 N/A

BHP BHP Billiton Limited 98,727.38 30.19 -1.79 37.27 Buy 15.41 17.10 -29.88 -9.88 5.45 5.53 N/A

OZL OZ Minerals 1,177.46 3.79 -2.32 4.72 Buy 32.67 20.16 -8.18 62.07 1.85 2.56 N/A

MGX Mount Gibson Iron 212.71 0.19 -2.56 0.24 Hold -5.00 -8.64 -139.23 42.11 5.79 7.37 N/A

FMG Fortescue Metals Grp 6,040.77 1.89 -2.58 2.47 Hold 11.30 21.59 -82.67 -47.66 3.32 2.70 N/A

SGM Sims Metal Mgmt Ltd 2,408.40 11.41 -2.98 12.84 Hold 18.77 13.35 41.42 40.63 2.84 3.71 N/A

IGO Independence Group 1,229.85 5.07 -3.43 5.31 Hold 11.85 8.77 52.08 35.05 2.62 3.55 N/A

SYR Syrah Resources 617.93 3.61 -3.48 6.85 Buy -70.78 -51.57 -18.60 -37.25 0.00 0.00 N/A

WSA Western Areas Ltd 762.86 3.11 -5.18 5.01 Buy 11.35 5.53 144.10 105.11 3.25 7.85 N/A

ORE Orocobre Limited 347.29 2.17 -5.24 3.15 Buy -21.92 29.73 -61.76 173.74 0.00 0.00 N/A

SIR Sirius Resources NL 901.93 2.50 -5.30 3.71 Buy -75.76 -46.30 47.87 -63.64 0.00 0.00 N/A

SFR Sandfire Resources 725.83 4.35 -6.25 5.70 Buy 7.74 5.99 -2.45 29.18 2.39 3.38 N/A
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NWH NRW Holdings Limited 52.99 0.20 5.26 0.34 Hold -1.87 6.90 -161.00 127.10 5.00 7.00 N/A

UGL UGL Limited 248.10 1.55 4.03 1.71 Underperform 8.16 5.78 -71.83 41.05 2.32 5.23 N/A

ASL Ausdrill Limited 90.56 0.30 3.45 0.48 Hold 6.52 7.32 -42.42 -10.87 6.00 9.00 N/A

QAN Qantas Airways 7,028.26 3.31 3.44 3.72 Buy 11.99 7.37 211.39 62.68 0.45 1.81 N/A

RCR RCR Tomlinson 245.58 1.83 3.39 2.92 Buy 6.20 5.81 -13.16 6.78 5.79 5.96 N/A

CAB Cabcharge Australia 560.00 4.77 2.58 4.84 Hold 9.73 10.19 -9.78 -4.49 4.38 4.34 N/A

DCG Decmil Group Limited 212.45 1.29 2.38 1.66 Buy 5.18 6.58 -19.37 -21.29 10.08 9.07 N/A

SPO Spotless Grp Hld Ltd 2,580.98 2.39 1.70 2.23 Buy 18.82 16.60 30.59 13.39 4.14 4.35 N/A

AIA Auckland Internation 5,333.37 4.55 1.56 3.77 Underperform 32.11 29.85 17.07 7.59 3.09 3.35 N/A

CDD Cardno Limited 534.84 3.29 1.23 3.38 Hold 8.37 7.85 -23.17 6.62 8.30 8.30 N/A

SKE Skilled Group Ltd 317.28 1.36 1.12 2.05 Buy 6.27 7.60 -5.12 -17.51 11.10 9.04 N/A

TOX Tox Free Solutions 392.47 2.95 0.68 3.19 Buy 16.03 14.18 -2.00 13.04 2.58 2.85 N/A

AIO Asciano Limited 6,261.98 6.45 0.47 6.89 Buy 15.85 14.08 8.55 12.53 2.91 4.00 N/A

SGF SG Fleet Group Ltd 580.03 2.40 0.42 2.22 Buy 14.55 13.11 13.79 10.91 4.46 5.00 N/A

SEK Seek Limited 5,821.78 16.98 0.35 17.29 Hold 28.59 23.20 11.40 23.23 2.26 2.66 N/A

ASB Austal Limited 665.98 1.92 0.00 1.69 Buy 14.22 12.80 33.66 11.11 2.24 3.13 Change of Directors Interest Notice

BKN Bradken Limited 395.07 2.31 0.00 2.85 Hold 8.28 7.31 -26.65 13.26 2.25 4.98 N/A

TSE Transfield Services 709.75 1.39 0.00 1.79 Hold 8.10 7.91 53.59 2.34 0.58 5.27 N/A

TCL Transurban Group 18,512.85 9.65 -0.21 9.40 Buy 93.69 59.94 -23.68 56.31 4.11 4.51 N/A

TOL Toll Holdings Ltd 6,435.42 8.95 -0.22 8.28 Hold 22.21 21.21 1.48 4.71 2.99 3.34 N/A

REC Recall Holdings Ltd 2,430.98 7.73 -0.26 7.58 Hold 25.00 22.02 17.21 13.50 2.73 3.06 N/A

MQA Macq Atlas Roads Grp 1,688.08 3.28 -0.61 3.36 Hold 22.01 18.32 -0.21 20.13 5.15 5.91 N/A

BXB Brambles Limited 18,630.03 11.79 -0.84 11.90 Buy 23.25 21.28 17.87 9.27 2.89 3.04 Appendix 3B

VED Veda Group Ltd 1,971.35 2.32 -0.85 2.53 Buy 25.49 22.10 12.35 15.38 2.46 2.84 N/A

SYD SYD Airport 11,878.92 5.31 -0.93 5.38 Buy 65.56 54.74 -1.99 19.75 4.73 5.16 N/A

MMS McMillan Shakespeare 980.10 11.86 -1.00 13.28 Buy 13.37 11.80 25.03 13.30 4.59 5.10 Becoming a substantial holder

MND Monadelphous Group 925.42 9.83 -1.01 9.42 Underperform 8.50 10.17 -22.34 -16.35 9.22 7.86 N/A

CCP Credit Corp Group 531.95 11.36 -1.13 11.54 Hold 13.59 12.44 9.52 9.21 3.76 4.08 N/A

SAI SAI Global Limited 883.05 4.12 -1.20 4.32 Hold 15.55 14.06 19.55 10.57 3.96 4.56 N/A

TPI Transpacific Indust. 1,263.93 0.79 -1.25 0.82 Hold 26.33 20.26 -45.00 30.00 1.90 2.66 N/A

CLH Collection House 304.38 2.29 -1.29 2.37 Hold 13.47 12.25 15.31 10.00 3.89 4.32 N/A

SVW Seven Group Holdings 2,159.74 7.19 -1.37 7.04 Hold 11.03 10.50 -8.65 5.06 5.35 5.42 N/A

QUB Qube Holdings Ltd 3,036.75 2.84 -1.39 2.87 Hold 25.82 22.02 19.35 17.27 2.15 2.54 Appendix 3B

AZJ Aurizon Holdings Ltd 10,513.47 4.88 -1.41 5.23 Hold 17.55 15.64 9.50 12.23 4.04 4.45 N/A

LEI Leighton Holdings 7,227.05 21.03 -1.50 20.77 Hold 14.10 13.68 -14.66 3.02 4.58 4.69 Leighton awarded WA s Mitchell Freeway extension

PRG Programmed 312.09 2.59 -1.52 2.88 Buy 10.32 9.12 -7.96 13.15 6.99 7.41 N/A

GWA GWA Group Ltd 775.53 2.48 -1.98 2.64 Hold 17.10 14.59 1.92 17.24 0.65 5.48 N/A

IPH IPH Limited 709.02 4.41 -2.00 4.62 Buy 24.50 21.00 N/A 16.67 2.90 3.33 N/A

MIN Mineral Resources. 1,294.04 6.71 -2.89 8.86 Hold 11.63 12.29 -55.39 -5.37 3.98 3.73 N/A

DOW Downer EDI Limited 2,015.90 4.48 -3.24 4.66 Buy 9.68 9.68 -3.02 0.00 5.58 5.78 N/A

ALQ Als Ltd 2,113.61 4.99 -3.85 5.14 Hold 14.59 13.71 -23.27 6.43 5.19 5.65 N/A

MRM Mmaoffshor 270.99 0.70 -4.11 1.24 Buy 3.95 5.04 -17.47 -21.47 11.86 9.43 N/A

MLD MACA Limited 193.12 0.77 -7.23 1.91 Buy 2.79 3.55 -8.61 -21.38 36.49 17.01 N/A
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� Consumer stocks were mixed. We maintain our preference to entertainment, media, gambling and short term finance stocks 
and see substantial risk in discretionary retail sector. Media sector rule changes will drive M&A with smaller regional players 
becoming the target for industry consolidation. Consumer stocks are very open to global competitors with falling currency. 
 
Stocks in play: We remain fans of ALL, AAD, AGI, APN, CCV, FXJ, MTR and PRT while see M&A appeal in SXL and TEN as 
targets and SWM and NEC as acquirers. We see big risk to discretionary retail stocks like HVN, JBH, DSH, MYR, SUL and TRS in 
falling consumer sentiment. We see relatively better outlook for discretionary stocks with global plans like BRG, KMD, RCG and 
PMV. ALL continues to be the best of the gambling stocks while AGI looks like turning the sentiment corner with valuation 
support, currency positive and substantial discount to ALL. MTR and FLT are benefiting from the flow on effect from tourism 
upside after QAN and SYD outperformances. 
 

 
 

 
� Staple stocks were mixed. Despite worries about falling consumer sentiment and global competition, we see the distribution 

network, diversified growth engines and the domestic scale keeps the dominant big retailers in good shape while the rest 
struggle. Food related stocks with overseas exposure will continue to trade at high multiples and worth acquiring in any 
pullback. All Supermarket stocks are going to struggle to hold margins with the race to the bottom on prices. 
 
Stocks in play:  We maintain our preference in WES and WOW. We continue to like GNC since it was sold down to $8 post take 
over rejection. The next time the offer comes, GNC will go at $12. WES is a cashed up beast with government connections and 
M&A options while WOW has been beaten up growth downgrade to increase market share. MTS is under fire with Aldi taking the 
3
rd
 player mantle.  
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MYR Myer Holdings Ltd 834.61 1.50 5.26 1.34 Underperform 11.54 11.81 -24.52 -2.31 6.73 6.33 N/A

CCV Cash Converters 372.97 0.81 4.52 1.28 Buy 9.76 8.44 21.61 15.66 5.80 6.05 N/A

GEM G8 Education Limited 1,221.11 3.51 3.24 5.43 Buy 12.72 10.93 41.12 16.30 7.12 7.95 N/A

CWN Crown Resorts Ltd 10,000.85 14.13 2.91 16.50 Buy 17.44 15.98 -5.23 9.14 2.71 2.87 N/A

DSH Dick Smith Hldgs 475.39 2.04 1.49 2.45 Buy 10.91 10.00 8.62 9.09 6.08 6.52 N/A

HVN Harvey Norman 4,808.91 4.38 1.15 4.19 Hold 18.33 16.98 25.00 7.95 5.57 4.25 N/A

ARP ARB Corporation 983.12 12.55 1.05 12.33 Hold 22.21 20.37 -2.99 9.03 10.27 2.52 N/A

NVT Navitas Limited 1,693.49 4.54 0.89 5.04 Hold 18.23 16.51 12.35 10.44 4.58 4.93 N/A

FLT Flight Centre Travel 4,140.97 41.44 0.88 44.39 Buy 15.98 14.74 -1.76 8.45 3.87 4.14 N/A

CTD Corp Travel Limited 1,134.82 11.80 0.85 11.83 Hold 37.58 29.14 46.95 28.98 1.42 1.86 N/A

ALL Aristocrat Leisure 5,292.42 8.42 0.84 8.22 Buy 24.20 20.05 65.32 20.69 2.43 2.83 N/A

TTS Tatts Group Ltd 5,828.25 4.06 0.74 3.91 Buy 22.56 21.37 6.82 5.56 4.04 4.31 N/A

WEB Webjet Limited 322.40 4.03 0.50 3.81 Buy 17.00 14.76 22.35 15.19 3.23 3.55 N/A

AFJ Affinity Edu Grp Ltd 223.73 1.07 0.47 1.66 Buy 9.03 7.29 47.01 23.73 5.82 7.61 N/A

EGP Echo Entertainment 3,814.61 4.64 0.43 4.69 Buy 18.63 17.44 38.90 6.83 2.39 2.67 Ceasing to be a substantial holder

RCG RCG Corporation Ltd 353.04 1.17 0.43 0.96 Strong Buy 24.79 20.09 0.00 23.40 3.95 4.38 N/A

REA REA Group 6,542.27 49.86 0.38 52.63 Buy 32.55 26.45 32.99 23.04 1.45 1.84 N/A

GUD G.U.D. Holdings 609.37 8.62 0.35 7.25 Hold 17.24 15.39 27.52 12.00 4.79 5.27 N/A

IVC InvoCare Limited 1,439.20 13.12 0.31 12.70 Hold 27.74 25.23 9.87 9.94 3.04 3.32 N/A

AHE Automotive Holdings 1,308.49 4.28 0.23 4.19 Buy 14.08 13.01 4.44 8.22 5.23 5.58 N/A

PMV Premier Investments 2,063.64 13.25 0.23 11.70 Hold 23.12 20.64 14.89 12.04 3.73 3.70 N/A

SUL Super Ret Rep Ltd 2,025.47 10.30 0.19 9.85 Hold 19.25 16.19 -2.20 18.88 3.83 4.18 N/A

DNA Donaco International 427.15 0.63 0.00 1.16 Strong Buy 31.25 6.72 -9.09 365.00 0.00 1.60 N/A

NEC Nine Entertainment 2,021.63 2.15 0.00 2.37 Buy 12.57 11.03 10.38 14.04 4.19 4.93 N/A

PRT Prime Media Grp Ltd 322.37 0.88 0.00 0.91 Hold 9.46 9.17 2.57 3.23 7.95 7.84 N/A

TEN Ten Network Holdings 526.20 0.20 0.00 0.19 Underperform -15.38 -33.33 55.30 53.85 0.00 0.00 N/A

BAP Burson Group Ltd 531.65 3.25 0.00 2.79 Buy 24.07 20.83 -20.28 15.56 2.77 3.11 N/A

PBG Pacific Brands 431.10 0.47 0.00 0.47 Underperform 11.46 11.75 -29.83 -2.44 7.02 4.68 N/A

BRG Breville Group Ltd 990.03 7.59 -0.26 7.65 Hold 20.35 18.20 -3.84 11.80 3.62 3.98 N/A

TME Trade Me Group 1,472.24 3.70 -0.27 3.66 Hold 18.84 17.87 7.90 5.42 4.34 4.66 N/A

SWM Seven West Media Ltd 1,413.81 1.41 -0.35 1.66 Buy 7.92 8.25 -13.24 -3.93 8.30 7.38 N/A

TAH TABCORP Holdings Ltd 4,022.59 4.83 -0.41 4.34 Hold 22.47 21.66 11.94 3.72 8.76 4.43 N/A

SKT Sky Network 2,315.38 5.92 -0.50 3.29 Hold 13.07 12.98 20.94 0.66 5.20 5.32 N/A

SKC Skycity Ent Grp Ltd 2,385.14 4.03 -0.74 4.02 Buy 18.55 16.47 9.37 12.67 4.90 5.00 N/A

TGA Thorn Group Limited 408.61 2.68 -0.74 2.72 Hold 13.07 11.55 5.13 13.17 4.29 4.85 N/A

SGN STW Communications 272.45 0.66 -0.75 0.85 Hold 5.64 5.37 -3.70 5.13 10.61 10.91 N/A

MTR Mantra Group Ltd 953.17 3.55 -0.84 3.51 Hold 24.83 21.78 21.88 13.99 2.87 3.38 N/A

AAD Ardent Leisure Group 990.80 2.22 -0.89 2.42 Hold 16.44 14.70 1.22 11.85 5.90 6.40 Change in substantial holding

DMP Domino Pizza Enterpr 3,238.24 37.06 -0.94 32.15 Hold 52.20 42.07 32.78 24.08 1.35 1.62 N/A

APN APN News & Media 1,029.04 0.99 -1.00 0.88 Hold 11.79 11.00 4.81 7.14 0.91 2.73 N/A

RFG Retail Food Group 1,106.22 6.83 -1.01 7.31 Hold 19.85 16.38 26.63 21.22 3.70 4.19 Appendix 3B

VRL Village Roadshow Ltd 926.83 5.75 -1.03 6.83 Buy 19.49 15.84 -20.56 23.05 4.78 5.03 N/A

TRS The Reject Shop 187.49 6.42 -1.23 7.56 Hold 14.14 12.16 -16.88 16.30 3.97 4.81 N/A

SXL Sthn Cross Media 823.86 1.11 -1.33 1.06 Hold 12.07 10.88 -18.64 10.87 5.41 6.13 N/A

FXJ Fairfax Media Ltd 2,420.48 0.99 -1.50 0.94 Hold 15.89 15.15 7.18 4.84 4.57 4.97 Appendix 3E

JBH JB Hi-Fi Limited 1,909.35 19.00 -1.50 18.36 Hold 14.67 13.94 2.44 5.25 4.54 4.75 N/A

OML Ooh!Media Limited 359.72 2.36 -1.67 2.61 Buy 26.82 16.86 -26.67 59.09 3.60 3.81 N/A

SHJ Shine Corporate 543.06 3.09 -1.90 3.15 Buy 17.66 15.61 21.04 13.14 1.39 1.65 N/A

NWS News Corp.. 948.27 20.62 -2.09 25.60 Buy 31.63 29.04 25.41 8.91 0.00 0.16 Oyster to Unveil E-Bookstore With A La Carte Service

KMD Kathmandu Hold Ltd 277.04 1.34 -2.55 1.68 Hold 11.55 9.33 -38.31 23.73 6.17 6.83 N/A

ISU Iselect Ltd 381.78 1.42 -2.74 1.75 Buy 17.11 14.95 15.28 14.46 0.00 0.00 N/A

AGI Ainsworth Game Tech. 928.34 2.80 -2.78 3.33 Buy 14.43 13.27 -8.49 8.76 3.86 4.00 N/A

SGH Slater & Gordon 1,577.17 7.27 -3.32 8.31 Buy 21.20 18.08 29.84 17.20 1.21 1.62 Retail Offer Booklet and Entitlement and Acceptance Form

BBG Billabong 579.37 0.57 -3.42 0.69 Hold 282.50 20.93 127.95 1250.00 0.00 0.00 N/A

APO Apn Outdoor Grp 583.15 3.31 -5.43 3.40 Buy 19.02 16.63 39.20 14.37 2.99 3.44 N/A
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TGR Tassal Group Limited 512.67 3.54 1.43 4.24 Hold 12.51 10.93 32.55 14.49 4.24 4.94 N/A

BGA Bega Cheese Ltd 763.01 5.05 1.00 5.29 Hold 28.69 21.58 -16.02 32.95 1.80 2.24 N/A

AAC Australian Agricult. 855.18 1.62 0.93 1.05 Underperform 14.46 27.79 119.61 -47.95 2.47 0.00 N/A

AHY Asaleo Care Limited 1,119.44 1.87 0.54 2.14 Buy 14.69 14.13 8.18 3.94 5.31 5.74 N/A

SHV Select Harvests 552.63 7.83 0.51 7.43 Buy 12.88 12.71 27.40 1.32 3.26 3.51 N/A

WOW Woolworths Limited 36,694.65 29.05 0.00 29.11 Underperform 14.74 14.77 0.60 -0.20 4.79 4.77 Woolworths Limited - Interim Dividend DRP Price

FSF Fonterra Share Fund 624.66 5.34 0.00 6.12 Hold 16.95 15.81 139.55 7.17 4.14 4.52 N/A

WES Wesfarmers Limited 49,276.55 43.72 -0.30 44.01 Hold 20.28 18.46 1.04 9.88 4.92 4.94 N/A

RIC Ridley Corporation 352.45 1.14 -0.44 1.18 Buy 16.76 14.62 17.65 14.71 3.68 3.51 N/A

TWE Treasury Wine Estate 3,562.40 5.44 -0.55 4.98 Hold 26.93 22.67 7.32 18.81 2.39 2.79 N/A

GNC GrainCorp Limited 2,185.57 9.49 -0.63 8.77 Underperform 36.08 19.25 -34.28 87.45 1.43 2.62 N/A

CCL Coca-Cola Amatil 8,376.59 10.87 -0.91 10.17 Hold 21.31 20.09 2.16 6.08 4.00 4.29 Change of Directors Interest Notice

MTS Metcash Limited 1,350.76 1.44 -1.03 2.02 Hold 6.67 6.92 -22.71 -3.70 9.10 8.96 Becoming a substantial holder
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� Healthcare stocks were negative. The ever increasing older demographic locally and globally will continue to support this 
sector with governments cutting back their health care spending. Falling currency will be another free kick to the sector 
valuation. 
 
Stocks in play: We maintain our preference in ANN as long term holding with exposure to health and industrial recovery. CSL, 
RHC, HSO, SHL are quality exposures to ageing population and government cutting healthcare budgets.  
 

 
 

� Bank stocks were negative. Falling currency, APRA/RBA on property price bubble, Financial Sector Recommendations and Iron 
Ore worries continue to weigh on the sector while value now emerging with yield support. Regionals should see more support 
with financial sector recommendation favouring them. New bank levy on deposits up to $250,000 will cut into the margins. 
 
Stocks in play: We maintain our preference in ANZ, NAB and WBC as they offer best value and yield out of the big four. 
 

 
 

� Diversified Financials / Insurance stocks were mixed. Asset managers offer the best way to get exposure to market locally and 
globally while unique financial companies like CGF, EQT, FXL, OFX and TRG are worth looking at when value emerges. Global 
players got another free kick with government trading super rise for mining tax repeal.  
 
Stock in play: We maintain our preference in HGG and PPT for the market exposure. Fund managers have run ahead of the 
market and risk is high with potential profit taking. FXL had a solid result and expect it to keep going higher to $4 level 
soonLnow with good acquisition from SPK divestment to add growth. QBE benefits from the US rate rise hope. TRG remains 
our quality solid yield macro stock for any market.  
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SRX Sirtex Medical 1,224.44 22.89 5.68 24.40 Buy 36.33 27.12 42.82 33.97 0.85 1.28 N/A

MYX Mayne Pharma Ltd 777.57 1.04 4.55 1.10 Strong Buy 51.75 21.12 -34.17 145.00 0.00 0.19 N/A

VRT Virtus Health Ltd 606.71 7.78 2.50 8.19 Hold 17.97 15.85 7.63 13.39 3.62 4.00 N/A

JHC Japara Healthcare Lt 683.92 2.65 1.92 2.81 Hold 23.25 22.08 31.03 5.26 4.30 4.49 N/A

FPH Fisher & Paykel H. 3,693.56 6.70 1.21 2.23 Hold 34.36 29.26 14.81 17.44 1.88 2.09 N/A

BNO Bionomics Limited 175.47 0.43 1.19 1.23 Buy 70.83 4.83 325.00 1366.67 0.00 0.00 N/A

RMD ResMed Inc. 13,196.08 9.51 1.17 9.42 Buy 28.54 25.01 28.54 14.12 1.53 1.73 N/A

REG Regis Healthcare Ltd 1,708.97 5.74 0.88 5.26 Buy 33.76 30.21 N/A 11.76 1.85 3.31 N/A

ANN Ansell Limited 4,431.87 29.19 0.86 27.06 Hold 18.14 17.26 37.91 5.14 1.98 2.07 N/A

API Australian Pharm. 790.75 1.62 0.00 1.08 Hold 20.25 19.52 26.23 3.75 2.53 2.84 N/A

HSO Healthscope Limited 5,196.28 2.99 -0.33 2.93 Hold 30.82 27.94 -17.33 10.31 2.27 2.54 N/A

ACR Acrux Limited 136.55 0.82 -0.61 0.85 Underperform 9.70 9.70 -57.61 0.00 9.20 8.96 N/A

CSL CSL Limited 44,504.10 94.26 -0.67 94.65 Buy 24.25 22.20 30.80 9.21 1.73 1.87 N/A

EHE Estia Health Ltd 1,094.36 6.00 -0.83 6.05 Buy 25.21 20.98 N/A 20.17 2.55 4.75 N/A

NAN Nanosonics Limited 505.00 1.78 -0.84 2.01 Buy -84.76 890.00 -147.06 109.52 0.00 0.00 N/A

COH Cochlear Limited 5,180.74 90.00 -0.84 72.74 Underperform 32.74 27.83 52.57 17.64 2.20 2.54 N/A

RHC Ramsay Health Care 13,616.23 66.47 -1.35 67.00 Hold 33.34 28.39 22.31 17.40 1.54 1.82 N/A

SHL Sonic Healthcare 8,360.80 20.47 -1.59 20.24 Hold 20.45 17.77 2.55 15.08 3.48 3.84 Change in substantial holding

MVF Monash Ivf Group Ltd 375.51 1.59 -2.15 1.72 Hold 15.59 13.36 4.51 16.67 4.21 4.78 N/A

PRY Primary Health Care 2,765.50 5.25 -2.78 4.97 Hold 20.04 18.49 -20.11 8.40 3.75 3.90 N/A

SIP Sigma Pharmaceutical 962.21 0.85 -3.41 0.84 Underperform 17.60 15.74 18.59 11.80 2.56 5.06 N/A

MSB Mesoblast Limited 1,077.14 3.20 -3.61 7.58 Hold -10.88 -10.39 -31.67 -4.76 0.00 0.00 N/A

IPD Impedimed Limited 237.49 0.78 -3.70 1.62 Strong Buy -24.38 -30.00 -18.85 18.75 0.00 0.00 N/A

GXL Greencross Limited 869.46 7.37 -4.66 10.64 Buy 20.19 16.31 49.81 23.84 2.43 3.01 N/A

SPL Starpharma Holdings 162.76 0.48 -5.88 1.09 Buy -11.71 -68.57 -1.65 82.93 0.00 0.00 N/A

CAJ Capitol Health 548.39 0.98 -6.67 1.11 Hold 49.00 32.67 -2.44 50.00 1.02 2.04 N/A
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Change (%)

Consensus 

Target Price ($)

Consensus 

Rating
2015 PE 2016 PE

2015 EPS 

GROWTH

2016 EPS 

GROWTH

2015 Div 

Yield

2016 Div 

Yield
Newsflash

MOC Mortgage Choice Ltd 321.72 2.63 1.54 2.90 Buy 16.44 14.86 5.09 10.63 6.01 6.62 N/A

GMA Genworth Mortgage 2,145.00 3.34 1.21 3.55 Hold 7.91 8.03 0.21 -1.42 9.94 9.94 N/A

BOQ Bank of Queensland. 5,115.73 14.08 1.00 13.88 Hold 14.85 13.86 8.73 7.17 5.22 5.52 N/A

BEN Bendigo and Adelaide 5,571.53 12.40 0.81 13.38 Hold 13.41 13.07 6.64 2.59 5.43 5.66 N/A

CBA Commonwealth Bank. 152,404.00 93.85 -0.16 87.92 Hold 16.78 16.21 5.99 3.50 4.51 4.68 N/A

NAB National Aust. Bank 95,512.88 39.38 -0.18 37.78 Hold 14.28 13.67 23.44 4.50 5.23 5.39 Notice given in accordance with Corporations Act 2001 s259C

ANZ ANZ Banking Grp Ltd 101,760.41 36.62 -0.46 35.66 Hold 13.91 13.24 3.35 5.05 5.02 5.23 N/A

WBC Westpac Banking Corp 124,058.24 39.52 -0.60 37.14 Hold 15.80 15.17 3.14 4.12 4.79 4.98 N/A

Code Company Name Market Cap ($m) Price ($)
Daily Price 

Change (%)

Consensus 

Target Price ($)

Consensus 

Rating
2015 PE 2016 PE

2015 EPS 

GROWTH

2016 EPS 

GROWTH

2015 Div 

Yield

2016 Div 

Yield
Newsflash

IMF IMF Bentham  Ltd 324.00 2.01 3.34 2.69 Buy 10.63 8.07 82.79 31.75 5.12 5.62 N/A

ASX ASX Limited 8,055.49 42.46 2.04 38.76 Hold 20.56 19.68 4.79 4.50 4.37 4.57 N/A

MFG Magellan Fin Grp Ltd 3,282.59 20.81 1.36 21.18 Buy 23.84 21.43 83.07 11.23 3.29 3.66 Change in Directors Interest Notice

TRG Treasury Group 363.82 13.30 0.91 14.53 Buy 18.37 16.63 19.80 10.50 4.05 4.81 N/A

MQG Macquarie Group Ltd 26,413.19 79.70 0.62 76.02 Buy 17.39 15.81 27.11 10.00 3.87 4.27 Apache to Sell Australian Ops for $2.1 Billion

NHF NIB Holdings Limited 1,637.49 3.75 0.54 3.50 Hold 22.87 20.49 3.35 11.59 3.57 3.39 N/A

HGG Henderson Group 4,118.17 5.66 0.53 5.72 Buy 18.12 15.59 10.85 16.27 3.39 3.88 Henderson Group - Director/PDMR Shareholding

IFL IOOF Holdings Ltd 3,142.40 10.52 0.48 10.74 Hold 18.01 15.99 15.81 12.67 5.01 5.67 N/A

PPT Perpetual Limited 2,633.32 56.73 0.34 54.88 Hold 20.18 17.79 11.85 13.41 4.24 5.03 N/A

PTM Platinum Asset 4,753.22 8.14 0.12 8.30 Hold 23.32 19.85 3.59 17.48 5.02 4.91 Funds Under Management - March 2015

AMP AMP Limited 19,521.07 6.58 -0.30 6.62 Hold 17.32 16.01 8.39 8.16 4.38 4.73 Section 259C(2) Exemption

MPL Medibank Private Ltd 6,554.53 2.37 -0.42 2.32 Hold 24.18 22.36 N/A 8.16 2.19 3.29 N/A

SUN Suncorp Group Ltd 17,291.92 13.38 -0.45 14.05 Hold 13.08 12.52 5.40 4.50 7.37 6.80 N/A

QBE QBE Insurance Group 18,672.45 13.60 -0.58 14.43 Buy 14.37 12.51 7.96 14.92 3.86 4.59 N/A

EQT Equity Trustees 432.67 22.28 -0.76 21.11 Underperform 20.50 17.27 12.47 18.68 4.27 4.73 N/A

CGF Challenger Limited 4,113.42 7.13 -1.25 6.96 Hold 12.87 11.77 -10.55 9.39 4.14 4.40 N/A

FXL FlexiGroup Limited 1,067.57 3.46 -1.42 4.18 Buy 11.65 10.55 6.22 10.44 5.03 5.46 N/A

IAG Insurance Australia 14,096.54 5.93 -1.50 6.13 Hold 11.77 12.62 -8.20 -6.75 5.82 5.53 N/A

OFX Ozforex Group Ltd 585.60 2.39 -2.05 3.05 Buy 23.66 19.75 22.05 19.80 3.14 3.81 N/A

CVO Cover-More Grp Ltd 664.10 2.04 -2.39 2.34 Buy 21.03 17.89 5.72 17.53 4.41 4.85 N/A

SDF Steadfast Group Ltd 1,178.90 1.54 -3.46 1.72 Buy 16.33 14.62 27.81 11.70 3.26 3.91 N/A
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� Property stocks were mixed. We see house prices flattening and most of the positive optimism already priced in the housing 
stocks. The construction and commercial property stocks still offer improving outlook on new projects, M&A and consolidation. 
China-Aus-FTA has raised the limit for no FIRB acquisition of commercial property from $54m to $1.078b and basically 
everything is now on the menu. House prices in some major cities are unlikely to be supported at these levels with falling rental 
yields and oversupply of units under construction. Time to move from residential exposure to commercial exposure with 
property prices cooling. Rising bond yield will put pressure on yield stocks. 
 
Stocks in play: We maintain our preference in ARF, SCG, SGP and LLC to get housing and construction exposure while pure 
housing exposure looks risky now. LLC will continue to benefit from the government’s road build-a-thon outlook. Market is 
beginning to get worried about house prices and potential switch options outside our preferences are ABC and DLX with 
construction upside.  
 

 
 

� IT stocks were negative. IT sector offers a number of different business models and we see good growth in the sector despite 
the low global growth outlook. The continued online transition from number of sectors will continue to favour this sector. 
 
Stocks in play: We maintain our preference in CPU and CAR while remain big fan of ALU, IPP and IFM in the long term. CAR is 
the sleeper in the online space that we see delivering 30-40% in the next 12mths with lower fuel prices driving more car 
purchases. ALU has started to recover after recent sell off on negative market update.  
 

 
 

  

Code Company Name Market Cap ($m) Price ($)
Daily Price 

Change (%)

Consensus 

Target Price ($)

Consensus 

Rating
2015 PE 2016 PE

2015 EPS 

GROWTH

2016 EPS 

GROWTH

2015 Div 

Yield

2016 Div 

Yield
Newsflash

AOG Aveo Group 1,328.63 2.75 3.38 2.92 Buy 24.77 17.30 14.83 43.24 1.93 2.95 N/A

CHC Charter Hall Group 1,861.39 5.24 1.16 4.85 Hold 19.05 17.58 8.70 8.36 4.69 5.08 N/A

IDR Industria REIT 251.25 2.03 1.00 2.04 Hold 12.23 11.22 55.14 9.04 8.03 8.18 N/A

BWP BWP Trust 1,972.12 3.10 0.98 2.62 Underperform 18.90 18.24 5.81 3.66 5.10 5.29 N/A

FET Folkestone Edu Trust 530.30 2.19 0.92 2.28 Buy 16.72 16.10 4.80 3.82 5.89 6.07 N/A

CWP Cedar Woods Prop. 427.72 5.49 0.55 7.05 Buy 10.38 9.56 -2.16 8.51 5.08 5.28 N/A

SCP Sca Property Group 1,366.76 2.11 0.48 1.90 Underperform 16.36 16.23 1.66 0.78 5.36 5.59 Appendix 3B

SCG Scentre Grp 20,232.33 3.81 0.26 3.87 Hold 16.78 16.14 3.65 3.96 5.51 5.70 N/A

CQR Charter Hall Retail 1,671.22 4.46 0.22 4.07 Underperform 14.62 14.48 2.63 0.98 6.21 6.43 N/A

ANI Aust Industrial REIT 223.39 2.32 0.00 2.08 Buy 12.96 12.41 48.77 4.47 7.59 8.06 N/A

CMW Cromwell Prop 1,981.01 1.14 0.00 1.04 Hold 13.73 12.81 -1.19 7.23 6.93 7.02 N/A

GDI GDI Property Grp 517.99 0.92 0.00 1.09 Buy 11.50 10.95 162.30 5.00 8.15 8.26 Daily share buy-back notice

GMF Gpt Metro Office Fnd 279.45 2.19 0.00 2.11 Hold N/A N/A N/A N/A 4.52 6.89 N/A

INA Ingenia Group 339.84 0.39 0.00 0.53 Buy 17.50 11.67 29.93 50.00 4.16 4.94 N/A

NVN Novion Property Grp 7,908.44 2.57 0.00 2.30 Underperform 18.76 18.36 1.54 2.19 5.41 5.49 N/A

IOF Investa Office Fund 2,413.21 3.92 -0.25 3.70 Hold 15.37 14.74 2.92 4.31 4.87 5.05 N/A

LLC Lend Lease Group 9,867.96 16.95 -0.29 16.86 Buy 15.89 13.88 13.60 14.43 3.22 3.78 Lend Lease Brisbane Investor Site Tour Day booklet

GOZ Growthpoint Property 1,735.53 3.04 -0.33 3.09 Hold 14.62 14.27 4.35 2.40 6.51 6.64 N/A

MGR Mirvac Group 7,506.17 2.02 -0.49 2.08 Hold 16.56 15.42 3.12 7.38 4.55 4.95 N/A

DXS Dexus Property Group 7,045.04 7.74 -0.51 7.42 Hold 13.87 13.32 29.99 4.12 5.28 5.58 N/A

AJA Astro Jap Prop Group 331.13 5.00 -0.60 5.25 Strong Buy 12.20 11.57 -5.96 5.37 5.54 6.00 Daily share buy-back notice

ARF Arena REIT. 375.50 1.64 -0.61 1.82 Buy 13.12 13.33 40.45 -1.60 6.10 6.46 N/A

GMG Goodman Group 11,254.49 6.38 -0.62 6.23 Hold 17.10 15.99 6.62 6.97 3.46 3.73 N/A

ABP Abacus Property Grp. 1,616.39 2.92 -0.68 2.70 Hold 12.53 12.64 1.26 -0.86 5.86 6.03 Successful completion of retail entitlement offer

VLW Villa World Ltd. 262.62 2.36 -0.84 2.46 Buy 9.15 9.18 15.70 -0.39 6.91 7.37 N/A

NSR National Storage 533.46 1.58 -0.94 1.68 Hold 19.27 16.29 105.00 18.29 5.19 5.70 N/A

FDC Federation Cntres 4,411.41 3.06 -0.97 2.87 Hold 17.00 16.19 7.04 5.00 5.49 5.75 N/A

GPT GPT Group 8,336.85 4.64 -1.07 4.50 Hold 16.34 15.73 3.51 3.87 4.72 4.89 N/A

WFD Westfield Corp 20,947.14 9.95 -1.29 10.35 Hold 19.49 18.63 15.26 4.62 3.38 3.49 N/A

SGP Stockland 10,887.52 4.55 -1.30 4.65 Hold 17.64 16.37 7.57 7.75 5.27 5.38 N/A

TIX 360 Cap Indust Fund 322.21 2.54 -1.55 2.61 Buy 12.15 11.71 3.40 3.83 7.87 8.19 N/A

HPI Hotel Property 400.33 2.69 -1.82 2.51 Hold 16.30 14.94 10.00 9.09 5.95 6.32 N/A

Code Company Name Market Cap ($m) Price ($)
Daily Price 

Change (%)

Consensus 

Target Price ($)

Consensus 

Rating
2015 PE 2016 PE

2015 EPS 

GROWTH

2016 EPS 

GROWTH

2015 Div 

Yield

2016 Div 

Yield
Newsflash

SMX SMS Management. 234.27 3.49 3.25 4.05 Hold 13.63 12.64 33.40 7.81 4.41 5.10 N/A

IFM Infomedia Ltd 377.28 1.26 2.45 1.25 Buy 27.28 23.24 21.05 17.39 3.19 3.90 N/A

TNE Technology One 1,283.22 4.21 1.45 3.21 Hold 36.93 31.42 11.90 17.54 2.14 2.49 N/A

GBT GBST Holdings.. 426.00 6.47 1.09 4.91 Buy 24.32 21.71 53.31 12.03 1.61 1.85 N/A

HIL Hills Ltd 201.83 0.88 0.57 1.59 Buy 9.31 8.50 -13.89 9.57 6.63 7.20 N/A

NXT Nextdc Limited 481.69 2.50 0.40 2.80 Buy -54.35 166.67 54.29 132.61 0.00 0.04 N/A

IRE IRESS Limited 1,649.84 10.35 -0.19 10.35 Buy 23.36 20.99 1.71 11.29 4.13 4.42 N/A

CAR Carsales.Com Ltd. 2,448.49 10.19 -0.29 11.05 Hold 23.53 20.59 6.55 14.32 3.46 3.97 N/A

CPU Computershare Ltd 7,058.22 12.65 -0.32 13.87 Hold 16.21 15.49 23.10 4.68 2.73 2.87 N/A

CSV CSG Limited 413.44 1.45 -0.34 1.63 Buy 18.83 17.26 30.51 9.09 6.21 6.21 N/A

RKN Reckon Limited 216.32 1.92 -0.52 2.10 Hold 12.39 11.71 6.57 5.81 5.05 5.26 N/A

UXC UXC Limited 257.12 0.77 -0.65 0.96 Hold 12.62 12.03 11.42 4.92 5.97 6.36 N/A

ISD Isentia Group Ltd 728.00 3.61 -0.82 3.32 Buy 25.79 21.62 67.66 19.29 1.94 2.38 Change in substantial holding

HSN Hansen Technologies 390.73 2.37 -0.84 2.07 Hold 21.74 20.08 21.79 8.26 2.70 2.95 N/A

ALU Altium Limited 597.24 4.56 -1.30 4.03 Buy 27.14 21.41 31.10 26.79 3.86 3.88 N/A

IPP Iproperty Group Ltd 573.38 2.99 -2.29 3.26 Hold 119.60 54.36 130.26 120.00 0.00 0.00 N/A
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� Telco stocks were mixed. This sector will benefit from industry consolidation via M&A while the big telco in Australia and NZ 
continue to deliver stable yield in low growth environment. The transition to online models and smart phone take up will 
continue to drive the usage of data from record levels to new record levels. As we have been expecting TPM bid on IIN to create 
the second biggest Telco in Aus and will be ready to push TLS more than Optus. 
 
Stocks in play: We maintain our preference in TLS and BGL while remain big fan of SPK, MTU, IIN and TPG in the long term. 
Booming NZ economy should help SPK, but valuations and yield looks stretched after a great run from below $1.80 to above 
$3.25. TLS has reached our $6.40 target and now pulling back on rising bond yields. Keep an eye on CNU with improving NZ 
regulatory risks as it has the capacity to go further once it becomes a yield stock. M&A is expected in this sector with history of 
TPM bidding on IIN. TPM expanding AMM holding to substantial to get into VOC/AMM merger plans. ACCC move on TLS copper 
pricing will help the next tierL.benefit for recent underperformers like IIN and VOC. VOC/AMM and TPM/IIN M&A will further get 
attention on the rest on M&A angle. 
 

 
 

� Utility stocks were mixed. We see risks to the sector with falling commodity prices and potential interest rate rises in US.  
 
Stocks in play: Valuations in the stocks are full despite the low growth as the market is willing to pay for safety of yield. 
 

 

  

Code Company Name Market Cap ($m) Price ($)
Daily Price 

Change (%)

Consensus 

Target Price ($)

Consensus 

Rating
2015 PE 2016 PE

2015 EPS 

GROWTH

2016 EPS 

GROWTH

2015 Div 

Yield

2016 Div 

Yield
Newsflash

VOC Vocus Comms Ltd 623.16 6.09 3.05 6.70 Buy 29.42 20.93 31.97 40.58 1.03 1.17 N/A

AMM Amcom Telecomm. 724.61 2.78 2.21 2.63 Hold 30.22 26.23 -4.17 15.22 2.73 2.77 N/A

MTU M2 Grp Ltd 1,862.02 10.34 1.27 9.48 Buy 19.40 17.44 16.22 11.26 3.04 3.45 Dividend Reinvestment Plan Allocation Price

TPM Tpg Telecom Limited 7,437.98 9.45 0.85 9.08 Hold 32.47 27.16 29.78 19.59 1.26 1.51 N/A

IIN iiNet Limited 1,447.00 8.89 0.11 8.42 Hold 20.53 18.79 4.41 9.24 2.77 3.04 N/A

CNU Chorus Limited 1,133.62 2.85 -0.35 2.76 Buy 10.96 10.53 -20.07 4.09 0.00 3.73 N/A

SGT Singapore Telecomm. 577.92 4.19 -0.71 4.24 Buy 18.27 17.71 17.78 3.16 3.95 4.11 Renewal of Managed Network Services contract with ATO

TLS Telstra Corporation. 77,266.14 6.27 -0.79 5.98 Hold 18.28 17.04 4.68 7.29 4.88 5.12 N/A

SPK Spark New Zealand 5,375.92 2.90 -1.02 2.72 Underperform 16.24 15.89 14.76 2.16 5.93 6.19 N/A

Code Company Name Market Cap ($m) Price ($)
Daily Price 

Change (%)

Consensus 

Target Price ($)

Consensus 

Rating
2015 PE 2016 PE

2015 EPS 

GROWTH

2016 EPS 

GROWTH

2015 Div 

Yield

2016 Div 

Yield
Newsflash

SKI Spark Infrastructure 2,808.08 1.96 2.09 2.24 Hold 14.70 17.94 -10.20 -18.05 6.14 6.39 N/A

APA APA Group 10,307.34 9.30 0.54 8.49 Hold 38.43 40.97 3.58 -6.20 3.95 4.24 N/A

AST AusNet Services 5,165.70 1.50 0.34 1.38 Hold 18.01 16.99 0.35 6.02 5.55 5.69 N/A

EPW ERM Power Limited 578.43 2.39 0.00 2.51 Buy 18.11 16.48 42.24 9.85 5.19 5.48 N/A

AGL AGL Energy Limited. 10,147.67 15.00 -0.27 15.48 Hold 16.04 14.04 -4.23 14.22 4.19 4.41 AGL Buying Gas from Exxon, BHP's Bass Strait Operations

DUE Duet Group 3,808.88 2.54 -0.39 2.50 Hold 55.22 32.56 -54.31 69.57 6.93 6.97 N/A

EWC Energy World Corpor. 676.33 0.39 -1.28 0.80 Buy N/A N/A N/A N/A N/A N/A N/A

IFN Infigen Energy 215.01 0.28 -1.79 0.22 Hold -5.85 -5.61 -28.77 -4.26 0.00 7.27 N/A
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Macro Charts 

Market (S&P 300) – We maintain our suggestion to take profit as the valuations look stretched on yield trade with the 

market moving above 5800 (i.e. long term 1 STD premium to fair value). After recovering on US rate rise delay and 

potential domestic rate cut, the market is trading with lack of any substantial catalyst. The selling trend started mid March 

with US market on the verge of potential profit taking pressure as the market gets nervous on corporate profit. RBA 

leaving rates unchanged on asset bubble risk, US Corporate season risk, mixed US Fed minutes and US Job claim data 

should drive profit taking in the short term. 

 

Volatility Index (XVI) – Volatility has been on the increase since July last year. Market risk and commodity risk drove up 

volatility index before ECB/US Fed moves stabilised it. The volatility index has moved back dramatically and set off alarm 

bells due to high risk of profit taking last week. XVI started to move up mid March and pointed to rising risk in the market. 
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Currency (AUDUSD) – The latest big downgrade cycle started with strong US data, OPEC move, domestic weak data, 

falling Oil, Iron Ore and Copper prices and Russian default worries.  RBA can’t win this currency war right now unless 

they are willing to throw the kitchen sink at it and cut 50bps. RBA held fire as we expected, against the market, and we 

hope that they will wait for 3 months to let the global macro do the heavy lifting and bring the currency down to low 70’s. 

US corporate season, mixed US Fed minutes and weaker US data are likely to drive down USD. 

 

GOLD (Spot Gold in AUD) – Spot gold ran up on rising market risk due Euro growth downgrades, Greek election and 

falling AUDUSD. After ECB stepped up with QE, the risk has substantially reduced. Spot gold seeing some support and if 

the currency falls back, Aussie gold miners will see interest again as their margins remains quite strong. Spot Gold in 

AUD has run up $100 in the past few weeks after FOMC comments mid March. US corporate season and weaker US data 

are likely to drive down USD and be positive for gold. 
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Bond Yield (10 year Bond) – Yield maintains the down trend from last 2013LAfter seeing some support around 3%, 

dropped to 2.3% and then bounced backLnow 2.35% post RBA leaving rates unchanged....move higher will put pressure 

on stocks like BHP, RIO, WES, WOW, CBA, WBC, MQG and TLS who are paying yield below 5% in 2015Lbond yield move 

lower will push yield stocks even higher. 

 

WTI Oil (West Texas Intermediate Oil) – The negative trend started in mid-2014 and still remains with OPEC not expected 

to meet till mid-2015. Will the recent recovery in the past few weeks hold or fall back? Either way risk remains high and 

momentum players will hit the exit button at the first sign of weakness. If it looks like falling...expect traders to hit the exit 

buttonL.high risk sector till June. Yemen effect will be short term while OPEC move is structural. Iran nuclear deal has 

the potential to release even more over supply on the weak energy prices. 
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Current Best Five Buy Ideas 
� BUY AGI (Ainsworth Game Technology) – BUY call retained, revised DCF valuation of A$3.63 (prev. A$3.89) and price 

target of A$3.65 (prev. A$3.90). We now believe we are at the end of a downgrade cycle for AGI as expectations around 
Australia have been re-based around more normal market conditions from here. Our BUY call is supported by: 1) valuation 
– both absolute and relative; 2) significant growth opportunities in North America which we believe will be amplified by the 
consolidation of the market; and 3) AGI has turned the Latin America into a constant and material earnings stream for 
which the market should be ascribing increasing value.  (Baillieu Holst Analyst: Nick Caley). 
 

� BUY ALL (Aristocrat Leisure) – Upgrade to BUY with revised DCF valuation of A$7.48 and price target of A$7.50 (prev. 
A$6.90) – we have rolled forward to our FY15 valuation. Despite ongoing problems in Japan and tough market conditions 
in North America this looks to be a better result than 1H14 in terms of composition. The highlight was the strong sales 
growth in Australia in 2H14 which does not appear to be driven by discounting, whilst North America is going soundly in a 
very tough market. Japan remains problematic as it has done for much of the last decade. This result is the last before the 
inclusion of the VGT acquisition which we view as transformational for ALL. (Baillieu Holst Analyst: Nick Caley). 
 

� BUY ALU (Altium) – We reiterate a BUY rating. We believe ongoing double digit revenue growth and good cost constraint 
will drive substantial earnings leverage for ALU. We are forecasting an EPS CAGR of 20% over the next three years, led 
by ongoing US recovery and assuming EMEA is stable without deteriorating further. Based on our forecasts, ALU is 
trading on an FY15F PE of 20.6x (adjusted for net cash position) with a 4.1% dividend yield (unfranked). (Baillieu Holst 
Analyst: Nick Burgess). 

 
� BUY CAR (Carsales.Com) – CAR’s proven management, solid balance sheet, free cashflow generation and global 

growth plans through acquisitions should see this stock move above $15. Recovery from the sell off on the result and the 
relative strength in recent market volatility shows the quality and the global growth upside coming through a diversified 
online model. 
 

� BUY VED (Veda Group) – VED is a unique credit data aggregator that will benefit from the online transition of substantial 
finance related services in the next few years. We see VED trading above $3 as the market gets over the private equity 
overhang and starts to value to the growth potential. PEP has sold out of the overhang and the market will start moving 
forward with VED’s outlook. 
 
 

Consensus Outlook and Multiples 

 
 

Code AGI ALL ALU CAR VED

Share Price ($) 2.80 8.42 4.56 10.19 2.32

Issued Shares (mn) 322 634 129 240 842
Market Capital ($mn) 903 5,337 589 2,441 1,954
Price Target ($) 3.33 8.22 4.03 11.05 2.53
Exp 12-Mth Total Return (%) 22.71 0.08 -7.83 11.91 11.34
Rating BUY BUY BUY HOLD BUY
Revenue FY2013 199.5 823.9 N/A 216.4 N/A
($mn) FY2014 251.5 887.1 72.9 238.5 295.0

FY2015 250.2 1371.6 103.6 313.7 336.2
FY2016 286.5 1546.4 114.4 347.0 371.8

EBITDA FY2013 69.9 192.0 19.1 118.1 N/A
($mn) FY2014 95.7 209.6 21.2 139.4 128.5

FY2015 85.3 459.9 32.2 157.6 143.9
FY2016 102.3 530.8 38.4 175.4 161.8

NPAT FY2013 48.0 107.6 N/A 83.1 N/A
($mn) FY2014 68.5 120.3 14.4 96.0 66.4

FY2015 63.9 218.3 22.0 103.2 77.9
FY2016 68.2 260.5 27.2 117.8 88.8

EPS FY2013 14.9 19.5 N/A 35.4 N/A
(¢) FY2014 21.2 21.1 12.8 40.6 8.1

FY2015 19.4 34.8 16.8 43.3 9.1
FY2016 21.1 42.0 21.3 49.5 10.5

EPS Growth FY2013 -17.4 N/A N/A 22.8 N/A
(%) FY2014 42.6 8.2 N/A 14.9 N/A

FY2015 -8.5 65.3 31.1 6.6 12.3
FY2016 8.8 20.7 26.8 14.3 15.4

DPS FY2013 7.1 14.8 N/A 28.3 N/A
(¢) FY2014 10.7 16.2 13.2 32.4 2.0

FY2015 10.8 20.5 17.6 35.3 5.7
FY2016 11.2 23.8 17.7 40.5 6.6

PB FY2013 4.6 13.8 N/A 17.0 N/A
(x) FY2014 3.6 6.4 72.4 13.3 2.8

FY2015 3.3 6.4 9.0 12.1 2.6
FY2016 2.9 5.5 8.4 10.7 2.5

PE FY2013 18.8 43.3 N/A 28.8 N/A
(x) FY2014 13.2 40.0 35.6 25.1 28.6

FY2015 14.4 24.2 27.1 23.5 25.5
FY2016 13.3 20.0 21.4 20.6 22.1

ROE FY2013 25.6 35.2 273.0 61.6 N/A
(x) FY2014 30.6 21.9 199.2 57.6 10.4

FY2015 24.8 28.3 157.7 51.3 10.4
FY2016 24.1 29.3 113.7 51.5 11.4

Yield FY2013 2.5 1.8 N/A 2.8 N/A
(%) FY2014 3.8 1.9 2.9 3.2 0.9

FY2015 3.9 2.4 3.9 3.5 2.5
FY2016 4.0 2.8 3.9 4.0 2.8
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Current Best Five Sell Ideas 
� SELL MND (Monadelphous Group) – We maintain our negative view on mining services that are related to energy sector 

in an environment of high competition, falling resource capex and falling commodity prices. We do not see a need to be in 
MND with no certainty in future growth recovery till energy prices stabilise. 
 

� SELL MTS (Metcash) – We maintain our negative view on MTS in an environment of high competition, lower currency, 
rising unemployment, rising cost of living pressures, declining real wages and falling consumer sentiment with budget 
woes. We expected MTS to trade down towards $1.05 level as falling market share and margin pressure builds with WES, 
WOW, Aldi and Costco are on a race to the bottom on prices. 
 

� SELL MYR (Myer Holdings) – We maintain our negative view on discretionary retail in an environment of high 
competition, lower currency, rising unemployment, rising cost of living pressures, declining real wages and falling 
consumer sentiment with budget woes. We expect MYR to get down to $1.30-$1.40 with change in management. 
 

� SELL TRS (The Reject Shop) – We maintain our negative view on discretionary retail in an environment of high 
competition, lower currency, rising unemployment, rising cost of living pressures, declining real wages and falling 
consumer sentiment with budget woes. We continue to feel that TRS business model is being squeezed by big retailers 
and online models. 
 

� SELL WOR (WorleyParsons) – We maintain our negative view on mining services that are related to energy sector in an 
environment of high competition, falling resource capex and falling commodity prices. We do not see a need to be in WOR 
with no certainty in future growth recovery till energy prices stabilise. 
 
 

Consensus Outlook and Multiples 

 

  

Code MND MTS MYR TRS WOR

Share Price ($) 9.83 1.44 1.50 6.42 9.76
Issued Shares (mn) 93 928 586 29 244
Market Capital ($mn) 914 1,337 879 185 2,385
Price Target ($) 9.42 2.02 1.34 7.56 10.46
Exp 12-Mth Total Return (%) 5.06 49.58 -4.20 21.76 14.93
Rating REDUCE HOLD REDUCE HOLD HOLD
Revenue FY2013 2582.5 13059.2 3066.5 621.6 8270.7
($mn) FY2014 2324.5 13289.9 3149.6 705.8 7721.3

FY2015 1940.8 13514.2 3216.2 748.3 6971.7
FY2016 1722.3 13728.7 3295.8 787.4 6306.6

EBITDA FY2013 249.9 503.1 307.3 43.8 627.1
($mn) FY2014 214.9 455.3 262.5 40.5 550.3

FY2015 172.3 394.5 225.3 39.0 518.8
FY2016 147.0 399.7 223.9 42.1 485.1

NPAT FY2013 158.5 272.9 131.8 19.7 332.1
($mn) FY2014 137.5 245.5 101.0 15.8 265.5

FY2015 107.8 195.7 76.6 13.0 246.1
FY2016 90.5 192.4 74.8 15.1 224.0

EPS FY2013 174.7 31.6 22.4 73.4 134.7
(¢) FY2014 148.9 27.9 17.2 54.6 108.2

FY2015 115.6 21.6 13.0 45.4 100.2
FY2016 96.7 20.8 12.7 52.8 90.8

EPS Growth FY2013 30.7 -6.0 -4.7 -5.8 -8.5
(%) FY2014 -14.8 -11.5 -23.2 -25.5 -19.7

FY2015 -22.3 -22.7 -24.5 -16.9 -7.4
FY2016 -16.3 -3.7 -2.3 16.3 -9.4

DPS FY2013 148.5 27.2 18.3 39.5 88.5
(¢) FY2014 119.0 17.8 14.2 31.2 79.2

FY2015 90.6 13.1 10.1 25.5 75.5
FY2016 77.3 12.9 9.5 30.9 63.7

PB FY2013 3.1 0.7 1.0 1.5 1.2
(x) FY2014 2.6 0.7 1.0 1.4 1.1

FY2015 2.4 0.7 1.0 1.4 1.1
FY2016 2.4 0.7 1.0 1.3 1.1

PE FY2013 5.6 4.6 6.7 8.8 7.2
(x) FY2014 6.6 5.2 8.7 11.8 9.0

FY2015 8.5 6.7 11.5 14.1 9.7
FY2016 10.2 6.9 11.8 12.2 10.7

ROE FY2013 58.7 18.3 14.6 20.3 16.5
(x) FY2014 41.3 14.4 11.2 12.3 11.9

FY2015 29.3 11.4 8.5 10.4 11.0
FY2016 24.1 10.3 8.2 11.2 9.7

Yield FY2013 15.1 18.9 12.2 6.2 9.1
(%) FY2014 12.1 12.4 9.5 4.9 8.1

FY2015 9.2 9.1 6.7 4.0 7.7
FY2016 7.9 9.0 6.3 4.8 6.5
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Current Best Long/Short Ideas 
� LONG NAB & SHORT CBA – We remain positive on Yield over Cyclicals driven by low global growth outlook and 

increasing risk to commodity prices and consumer sentiment. Given the relative valuation, yield differential and UK sale 
upside, we expect NAB to outperform CBA in the current cycle. 
 

� LONG BHP & SHORT STO – Despite slowing China growth, low global growth and falling commodity prices, we continue 
to like the big miners due to the low cost model that allows them to flood the market with oversupply and disrupt the future 
supply chain to maintain market share. The risk in the growth outlook for the energy sector has substantially increased 
while STO also has balance sheet issues with the current energy price levels. The diversified BHP offers energy exposure 
with stabilising Iron Ore exposure while STO is a pure energy player with capital raising potential. 
 

� LONG KAR & SHORT MND – Despite maintaining our negative view on mining services that are related to energy sector 
in an environment of high competition, falling resource capex and falling commodity prices. Given the risk in the energy 
sector and the recent underperformance, we see less risk in assets than service companies. 
 

� LONG IAG & SHORT SUN – We remain negative on the Insurance sector and the recent Queensland weather issues are 
likely to affect SUN more than IAG. IAG is considered the better quality and more sustainable yield stock compared to 
SUN. 
 

Consensus Outlook and Multiples 

 

Code NAB CBA BHP STO KAR MND IAG SUN

Share Price ($) 39.38 93.85 30.19 7.37 2.38 9.83 5.93 13.38

Issued Shares (mn) 2,421 1,621 3,212 1,002 247 93 2,342 1,287
Market Capital ($mn) 95,343 152,161 96,961 7,387 587 914 13,886 17,215
Price Target ($) 37.78 87.92 37.06 10.52 3.87 9.42 6.13 14.05
Exp 12-Mth Total Return (%) 1.17 -1.81 28.19 47.58 62.73 5.06 9.11 12.38
Rating HOLD HOLD BUY HOLD BUY REDUCE HOLD HOLD
Revenue FY2013 18735.7 21381.4 73996.1 3596.9 0.0 2582.5 8178.0 7707.3
($mn) FY2014 18878.9 22477.9 73676.9 4066.6 0.0 2324.5 8854.8 7747.1

FY2015 19503.6 23558.4 73851.4 3932.4 0.2 1940.8 10598.5 7901.5
FY2016 20504.8 24705.8 72125.7 5345.0 0.0 1722.3 10826.6 8031.1

EBITDA FY2013 8455.8 10522.4 30587.1 1780.5 -30.0 249.9 1688.2 921.8
($mn) FY2014 8577.5 202.5 34574.2 1959.0 -27.6 214.9 1675.5 1670.1

FY2015 9205.2 11782.4 31562.2 1943.6 -46.5 172.3 1634.5 1875.9
FY2016 -3900.0 236.6 29577.1 2879.3 -33.9 147.0 1705.0 1960.1

NPAT FY2013 5903.3 7614.0 14034.5 552.8 -18.0 158.5 1064.8 585.4
($mn) FY2014 5320.1 8640.5 15028.5 544.2 -35.7 137.5 1228.0 1195.3

FY2015 6723.8 9208.3 10330.1 341.7 -26.2 107.8 1151.8 1323.3
FY2016 7158.1 9612.6 9216.7 710.0 -19.2 90.5 1116.0 1386.4

EPS FY2013 250.1 464.8 261.1 57.0 -9.0 174.7 51.2 45.7
(¢) FY2014 223.3 527.8 279.4 55.6 -25.7 148.9 54.9 97.1

FY2015 275.7 559.4 197.3 34.0 -12.9 115.6 50.4 102.3
FY2016 288.1 579.0 176.0 70.6 -8.3 96.7 47.0 106.9

EPS Growth FY2013 5.5 5.3 -14.1 -9.7 -25.9 30.7 102.3 -30.0
(%) FY2014 -10.7 13.6 7.0 -2.5 185.0 -14.8 7.2 112.4

FY2015 23.4 6.0 -29.4 -38.8 -49.8 -22.3 -8.2 5.4
FY2016 4.5 3.5 -10.8 107.6 -35.7 -16.3 -6.7 4.5

DPS FY2013 188.6 362.8 128.5 31.1 0.0 148.5 31.2 70.6
(¢) FY2014 198.9 400.2 132.2 37.1 0.0 119.0 35.1 91.7

FY2015 205.8 423.4 164.5 35.5 0.0 90.6 34.5 98.6
FY2016 212.4 438.9 167.1 41.0 0.0 77.3 32.8 91.0

PB FY2013 2.1 3.5 2.0 0.7 0.8 3.1 2.7 1.3
(x) FY2014 2.1 3.2 1.9 0.8 0.8 2.6 2.3 1.2

FY2015 2.0 3.0 1.5 0.8 0.7 2.4 2.1 1.3
FY2016 1.9 2.8 1.5 0.8 0.7 2.4 2.0 1.3

PE FY2013 15.7 20.2 11.6 12.9 -26.4 5.6 11.6 29.3
(x) FY2014 17.6 17.8 10.8 13.3 -9.3 6.6 10.8 13.8

FY2015 14.3 16.8 15.3 21.7 -18.4 8.5 11.8 13.1
FY2016 13.7 16.2 17.2 10.4 -28.7 10.2 12.6 12.5

ROE FY2013 14.5 18.4 17.6 5.7 -2.9 58.7 24.4 4.6
(x) FY2014 12.5 19.2 18.2 5.4 -7.2 41.3 25.7 9.0

FY2015 14.7 18.5 20.8 3.3 -2.4 29.3 18.5 7.9
FY2016 14.5 18.1 21.9 6.9 -1.6 24.1 17.1 8.7

Yield FY2013 4.8 3.9 4.3 4.2 0.0 15.1 5.3 5.3
(%) FY2014 5.0 4.3 4.4 5.0 0.0 12.1 5.9 6.9

FY2015 5.2 4.5 5.4 4.8 0.0 9.2 5.8 7.4
FY2016 5.4 4.7 5.5 5.6 0.0 7.9 5.5 6.8



Aussie Afternoon Institutional Market Wrap                            Mathan Somasundaram – Baillieu Holst Quant Strategy 

09 April 2015                                                  mathan@baillieuholst.com.au – 612 9250 8947                                                                                                 

Page 23 

 

Quant Strategy Model Portfolio 
March update – Lack of leadership supporting the markets 

Last Published – 25th March 2015 

� Materials – large (BHP) 
� Transport – large (SYD, TCL) 

� Consumer Services – mid (ALL), small (AAD, AGI, MTR, RFG) 
� Media – mid (FXJ), small (APN), micro (PRT) 

� Retailing – small (BRG, CCV, KMD) 
� Food & Staples Retailing – large (WES, WOW) 

� Health Care – mid (ANN), small (GXL) 
� Banks – large (ANZ, NAB, WBC) 

� Diversified Financials – mid (HGG) 
� Property Trusts – large (LLC, SCG, SGP), small (ARF) 

� IT – large (CPU), mid (CAR) 
� Telecommunications – large (TLS), micro (BGL) 

 

Model Portfolio Performance 
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Performance since inception (May 2009) 58.18% 168.32% 304.14%

Average performance per month 0.76% 2.21% 3.99%

Standard Deviation (weekly) 2.04% 2.13% 2.30%

Performance over the past 1 month 0.74% 0.76% 3.73%

Performance over the past 3 months 10.96% 14.03% 13.50%

Performance over the past 12 months 11.59% 17.26% 19.29%
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SHIELD – Sustainable High Yield 
Profit taking short term, Yield thematic long term 

Last Update – 11th March 2015 

We maintain a bullish long term view on the Australian equity market to reach 6500 in 2016. The 

RBA move has made equities the preferred risk/return option for investors wanting more than 3% 

return in a rising cost environment. We expect global investors to come back in substantial 

amounts when the currency gets down to low 70s. We see short term profit taking risk in the 

market after hitting post GFC premium valuation level (i.e. 5900) with yield trade being squeezed 

by rising bond yields. The substantial dividend money that has been flowing out of the market will 

come back at the end of the month and support the next leg up. 

Micro cap stock HFA is the only low growth cheap yield picks from the SHIELD screen that has 

average earnings and cash flow per share growth of below 10%, an average of price-earnings and 

price-cash flow below 10, a dividend yield above 5% and a BUY rating.  

SHIELD Top 20 picks are: large cap – CBA, WBC, ANZ, NAB and TLS; mid cap – AWC and CSR; 

small cap – PTM, CDD, HIL, MOC, RCR, KMD, CCV and UXC; and micro cap – FRI, DDR, HFA, 

AFJ and FAN. 

 

 

Model Portfolio Performance 
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GARY – Growth At Reasonable Yield 

GARY in the sweet spot with economies in transition 

Last Update – 23rd March 2015 

We maintain a bullish long term view on the Australian equity market to reach 6500 in 2016. 

RBA move in early February has made equities as the preferred risk/return option for investors 

wanting more than 3% return in a low growth and rising cost environment. We expect global 

investors to come back in substantial amounts when the currency gets down to the low 70s. We 

see short term profit taking risk in the market after hitting post GFC premium valuation levels 

(i.e.5900) with yield trade getting squeezed. The substantial dividend money that has been flowing 

out of the market will come back at the end of the month and support the next leg up. 

GARY (Growth At Reasonable Yield) screen allows us to pick stocks with good yield, good 

growth and cheap value multiples compared to the overall historical market trend. 

Resources and related Services carry higher risk due to global growth worries.  

GARY Industrial picks are: small cap (GEM, CWP, FXL, NEC and GDI), micro cap (HFA). 

GARY Resource and related picks are: small cap (RCR). 

Model Portfolio Performance 
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Equity Engineer – March 2015 

Take profit in March – Yield trade meets rising bond yields 

Last Update – 10th March 2015 

Global market outlook: We continue to expect the US to recover with below trend growth, China 

to stabilise, Europe to downgrade and Japan to remain high risk. US reporting season shows 

signs of corporate earnings growth downgrades and rising currency which will further hinder global 

business models. US Fed is expected to raise rates around mid-2015 with below trend growth 

outlook and higher currency. The rising bond yields will continue to put pressure on yield stocks 

that have stretched beyond risk premium gap. We continue to expect small targeted stimulus in 

China and Japan, while substantial QE in Europe will need time to flow through. We expect the 

energy prices to trend lower and remain at lower equilibrium during 2015H1. The lower energy 

prices will be positive for global growth, while energy producing countries like Australia will 

struggle. We continue to feel Iron Ore has seen the lows in the short term and expected to 

stabilise around these low levels. 

Local market outlook: Equities will continue to benefit from global demand for better than bond 

yield income streams from rising older demographic globally, with economies maintaining low 

rates of interest for longer due to low growth and unemployment. A tidal wave of unemployment, 

falling real wages, falling living standards and rising cost of living in the next few years are 

expected to take a substantial bite out of local consumer sentiment. The RBA has now shown its 

hand and aims to bring currency to low 70s by cutting interest rates. Given the recent surprise rate 

cut in February has been found to be wasted move, RBA is more likely to stay put till June to let 

US Fed, falling commodity prices, slowing China/Emerging markets and budget uncertainties to 

work through the cycle.  We see interest rates coming below 2% with falling currency in the back 

end of 2015 to boost consumer and business sentiment.  

Market View: We maintain a bullish long term view on the Australian equity market to reach 6500 

in 2016. RBA move has made equities as the preferred risk/return option for investors wanting 

more than 3% return in a rising cost environment. We expect global investors to come back in 

substantial amounts when the currency gets down to low 70s. We see short term profit taking risk 

in the market after hitting post GFC premium valuation level (i.e.5900) with yield trade getting 

squeezed by rising bond yields. The substantial dividend money that has been flowing out of the 

market will come back at the end of the month and support the next leg up.  
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Market Talking Points – April 2015 

Financials remain strong while gold shines 

Last Update – 07th April 2015 

Market Talking Points: We continue to expect US growth to remain below trend with weaker than 

expected corporate season ahead. We maintain our negative short term market view due to US 

macro, falling commodity prices and RBA leaving rates unchanged. We remain positive on the 

medium to long term market view to reach 6500 in 2016 on a falling currency and yield thematic. 

Sector Talking Points: Consumer Services was the only sector to move substantially on a multi 

factor basis with market chasing quality stocks at stretched multiples. The media sector was back 

in favour with government talking regulatory changes, and NWS taking a big position in APN. The 

Pharmaceutical and Biotech sectors stepped back after market darling SRX came up with below 

par test results. Diversified Financials, Media, Energy, Banks and Retail sectors rank in the top 5 

sectors on a multi factor basis. The energy sector carries commodity price risk whilst Media and 

Retail will struggle after RBA’s latest move to leave rates unchanged. Diversified Financials and 

Banks remain the best macro bets in the current global and local macro environment. 

Large & Mid Cap Talking Points: The big positive mover into the top 30 on a multi factor basis 

was FLT, while FMG and CTX were the big negative movers into the bottom 30. The best 5 multi 

factor ideas are QAN, NCM, STO, ILU and AWC while the worst 5 multi factor ideas are JHX, 

FMG, HSO, PRY and APA. QAN and STO offer a good trading pair that removes the oil price risk, 

while improving gold price helps NCM to maintain good outlook despite debt risks. 

Small Cap Talking Points: The big positive mover into the top 30 on a multi factor basis was DLS 

while SRX, PBG and IPP were the big negative movers into the bottom 30. The best 5 multi factor 

ideas are SAR, NST, MLX, EVN and PNA while the worst 5 multi factor ideas are AMM, AIA, SRX, 

HZN and VED. DLS has delivered in a volatile energy outlook while SAR and NST are standout 

small cap gold producers with improving gold price.   
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Changing face of Aussie market 

ECB to trigger the switch from Big Banks to Big Miners 

Published – 19th January 2015 

Financials: We continue to expect banks to dominate the Australian market due to the high 

sustainable dividend yield while global growth and interest rates remains low. We are likely to see 

short term selling to fund growth buying. 

Resources: Global stimulus, falling currency and stabilising Iron Ore are likely to drive big miners 

to outperform the banks from bottom of the cycle valuations. The big miners are able to continue 

cost reduction plans and deliver capital management while maintaining solid yield. 

Health Care: Falling currency, population growth and aging demographic globally will be a 

positive macro for the sector. The emergence of a middle class in China will drive substantial 

demand on the health care sector for years to come. 

Tech, Media and Telecommunication (TMT): Telstra remains the key growth and yield stock 

with scale, while we expect the next tier companies to go through consolidation. The online 

transition of the economy will continue to drive more data traffic through the industry. 

Investment View: We expect to see a short term switch from yield to growth sectors with 

European stimulus expectations. Over the longer term, we continue to prefer the financials and 

telecommunication sectors for yield and the big miners and health care sectors for growth. 
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Baillieu Holst Research 

IPH Limited (IPH) – Rating: HOLD – Price Target: $4.90 

ASX Listing: IPH Ltd (IPH) listed on the ASX in November 2014 via the sell-down of 79.1m shares by pre-existing owners (making 

total shares on issue of 157.6m post IPO) at a price of A$2.10 per share. Pre-existing owners held 49.8% of IPH post its listing. 

Since IPO, the share price has appreciated 114%. 

Business & history: IPH is a holding company for 100% ownership of Spruson & Ferguson Pty Ltd (SF) which is an Australian 

based intellectual property (IP) attorney specialising in patents and trade marks. SF will continue to be the primary operating brand 

for the existing business in Australia (future acquisitions will likely retain brands) and as the dominant brand for ongoing business in 

Asia. IPH operates two “hub” offices in Sydney (to service Australia, NZ, PNG and Pacific Islands) and Singapore (to service Asia). 

The Singapore office commenced in 1997 and has since grown through JV with a local firm. IPH’s Patent & Design business 

(Australia and Singapore) accounted for 87% of revenue in 1H15. 

The market: In Australia, SF is the number one player in patents with a c11% market share, and a number two player in trade 

marks with a c12% market share. Both the patent and trade mark markets in Australia are highly fragmented with only a small 

handful of scale players controlling around 30% of the market in each product segment. In Singapore, SF is the largest player in the 

market with c24% market share for patents, with the four largest players processing c60% of the market. IPH is precluded from 

operating in the Singapore based trade mark market until November 2015 due to a previous acquisition pre-condition. 

The customers: SF categorises its client base as: 1) international corporates consisting of Fortune 500 companies and other 

foreign multinationals; 2) foreign associates being foreign IP and general law firms acting for their clients in offshore markets; and 

3) local Australian and Singapore based corporates, public sector research institutions and individuals. The bulk of IPH’s clients 

both in Australia and Singapore are domiciled outside of Australia with US being the dominant revenue source for both offices.  

Growth initiatives: The over-arching strategy will be to focus on steady growth markets in Australia/NZ and emerging markets 

such as Asia. In Australia, IPH is looking to consolidate the second tier of players in the market. In Asia, IPH aims to use its hub 

service model to increase market share in the 18 Asian countries outside of Singapore in which it currently operates, recommence 

trade mark services in Singapore from November 2015 and increase the geographic breadth of business undertaken on behalf of 

existing clients in Australia and Asia.                           

Investment view: Initiate coverage with a HOLD call, DCF valuation of A$4.88 and price target of A$4.90. Whilst we view the 

market as pricing in material M&A upside, we have few doubts this will happen in the short to medium term. IPH appears to be 

poised for its first mover advantage as a corporatised entity in the IP legal market, with access to capital. In the interim, the 

business appears to deliver stable earnings streams in Australia with material growth potential in Asia. We view IPH as currently 

fair value and look to a cheaper entry point. 

iProperty Group (IPP) – Rating: HOLD - Price Target: $3.20 

1Q15 cash flows: IPP has released 1Q15 quarterly cash flow statements. Of particular note is that 1Q15 customer receipts of 

A$7.5m (+41% pcp) were a record high, being 25% higher than the previous record in 2Q14. IPP has cited an increase in customer 

receipts in Hong Kong and Malaysia of 46% pcp and 49% pcp for Indonesia. Group operating cash flow for 1Q15 was positive at 

A$390k (1Q14: Neg A$286k). Cash at 1Q15 was A$11.8m although this was before the settlement for the acquisition of 

ThinkOfLiving.com in Thailand (A$5.8m in cash and A$2m in scrip) on April 1, 2015. 

Our view: We are wary of placing too much reliance on one quarter numbers due to the lumpy nature of developer payments which 

are generally transacted on a term basis. We would also expect the December 2014 acquisition of squarefoot.hk.com in Hong Kong 

and the currency to have assisted reported cash flow growth. Nonetheless, this looks to be a very strong set of numbers cited for 

customer receipts and a quantum leg up from the run-rate during FY14.  

Malaysian GST: Malaysia introduced a general 6% GST on April 1, 2015. Whilst home buyers do not have to pay GST on 

purchase, a range of input costs will be liable for GST which we expect to be passed on to the end purchaser. In many instances 

the new GST replaces an existing sales 5% sales tax regime – as such a modest rise in new house prices is expected in Malaysia 

which could well flow through to the secondary market. We are cautious that Malaysian transactions in 1Q15 may well have been 

inflated ahead of the GST – 2Q15 cash flow numbers will be important.  

Changes to forecasts: IPP does not appear to have revised its existing FY15 guidance for revenue of A$30-36m and EBITDA of 

A$2-5m (ex-amortisation of CEO options). We have upgraded FY15/16/17 forecasts by 6%/4%/4% based on the strength of 1Q15 

cash flows and after considering currency movements. 
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Investment view: HOLD call retained with revised DCF valuation of A$2.90 (prev. A$2.83) and price target of A$3.20 (prev. 

A$3.10) – our price target continues to contain a 10% corporate appeal premium due to REA’s 19.9% shareholding. We continue to 

like the IPP story based on the dominant market positions it holds in its various operating geographies which has been enhanced 

by the acquisitions of squarefoot.hk.com (Hong Kong) and ThinkOfLiving.com (Thailand). We view the next quarterly cash flow 

statement as pivotal in assessing the sustainability of the 1Q15 cash flow trajectory which could in turn flow into a more aggressive 

stock call. We also remain on watch as to whether IPP will look to any share price spike to top up its capital post the recent 

acquisition. Long-term investors should continue to feel comfortable with the underlying thematics.   
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Tax is only for those who can’t 

afford to avoid it!!!

 

Markets betting on government’s 

failure to deliver solutions!!! 

  



Aussie Afternoon Institutional Market Wrap                            Mathan Somasundaram – Baillieu Holst Quant Strategy 

09 April 2015                                                  mathan@baillieuholst.com.au – 612 9250 8947                                                                                                 

Page 32 

 

News Wrap 

OVERNIGHT MARKET PERSPECTIVE 

� Global – Oil plunged on the largest US crude inventory build since 2001, while a lack of consensus on when to start lifting 
US interest rates gave a lift to Wall Street. The US Energy Information Administration data showed stockpiles of US crude 
surged nearly 11 million barrels last week in their largest weekly build since March 2001. Shell's bid for energy firm BG 
Group, the first major merger in the energy industry in more than a decade, initially boosted European shares. The STOXX 
energy sector index in Europe, which rose as much as 6.1 per cent, closed up 2.45 per cent. "The sector has been ripe for 
consolidation given the bearish outlook for oil prices," said Saxo Bank trader Andrea Tueni. "We could see other takeovers 
in the industry in the coming weeks and months." The release of the minutes from the latest policy committee meeting of 
the US central bank showed that there was some division over when to start lifting interest rates, with June seen less 
likely. AFR 

 

� US – On Wall St Stocks rose on Wednesday, but trading was volatile following the release of minutes from the US Federal 
Reserve that indicated the central bank remained on track for a rate hike this year. The Dow Jones industrial average rose 
27.09 points, or 0.15 percent, to 17,902.51, the S&P 500 gained 5.57 points, or 0.27 percent, to 2,081.9 and the Nasdaq 
Composite added 40.59 points, or 0.83 percent, to 4,950.82. Major indexes initially fell after the release, as several Fed 
participants went on record saying they expected upcoming economic data would warrant an initial rate increase in June, 
which would be sooner than currently expected. Other participants anticipate a hike later in 2015 due to recent strength in 
the US dollar. Market participants had been expecting the first rate hike to come in September or later, with the March 
payroll report, which came in sharply under expectations last week, pointing to slowing growth. "Recent comments 
suggested that the Fed was moving more towards September or later, based off some softer economic reports. June 
would come as a surprise," said Alan Gayle, senior investment strategist and director of asset allocation at RidgeWorth 
Investments in Atlanta, Georgia. "If the Fed moves monetary policy in an arbitrarily fast manner, that would be a detriment 
for stocks". AFR 
 

� Europe – In Europe energy shares outperformed other sectors on Wednesday after Royal Dutch Shell's $70 billion bid for 
BG sparked a rally. BG shares jumped 26.7 per cent, Tullow Oil climbed 4.4 per cent and BP gained 0.5 per cent. Royal 
Dutch Shell fell 5.3 per cent, reflecting the premium it is paying for BG. "The sector has been ripe for consolidation given 
the bearish outlook for oil prices, and we could see other takeovers in the industry in the coming weeks and months. 
Overall, the M&A wave which is spreading to a number of sectors is very good for the market," said Saxo Bank trader 
Andrea Tueni. Germany's DAX, which hit a record high of 12,219.05 points last month, fell 0.7 per cent to 12,035.86 
points, pulled down by auto stocks. These have risen sharply this year but gave up some of their gains on Wednesday 
after a number of brokers raised doubts about valuation ratios. The Greek stock market fell 1.2 per cent, which traders 
attributed to nervousness the day before a deadline for Greece to repay a loan to the International Monetary Fund. First-
quarter earnings for the pan-European STOXX 600 index are projected to rise 0.4 per cent from a year ago, according to 
Thomson Reuters data. AFR 

 

� Asia – In Tokyo stocks rose 0.76 per cent to close at a 15-year high on Wednesday although gains were curbed by the 
yen's upturn on the Bank of Japan's decision to hold off fresh stimulus. The Nikkei 225 index at the Tokyo Stock Exchange 
added 149.27 points to 19,789.81, its best finish since April 2000, while the Topix index of all first-section issued was up 
0.63 per cent, or 9.92 points, at 1588.47. BOJ holds firm despite sluggish prices: The Bank of Japan stuck with its massive 
monetary stimulus programme, brusing off a lack of inflation. AFR 
 

� China – In Hong Kong, the benchmark Hang Seng index posted its biggest daily rise in more than three years and hit a 
near seven-year high as mainland investors poured in on Wednesday, the first day of trading in the city after a holiday 
break. For the first time, Chinese investors on Wednesday used up the entire 10.5 billion yuan ($US1.69 billion) daily 
investment quota that allows them to buy Hong Kong stocks under the Hong Hong-Shanghai Stock Connect scheme. 
Analysts said the surge in interest was triggered by Beijing's move last week to let mutual funds invest in Hong Kong via 
the connect programme, and allowed Chinese insurers to invest in Hong Kong's Growth Enterprise Market. "The party has 
begun, and you can feel the excitement today," said Chen Zhizhong, Shenzhen-based analyst at China Merchant 
Securities. "It's hard to say when the music will stop." The Hang Seng index shot up 3.8 percent, to 26,236.86, the highest 
level since May 9, 2008. Wednesday's percentage gain was the biggest since December 1, 2011. The China Enterprises 
Index, which tracks Chinese companies listed in Hong Kong, jumped 5.8 per cent, to 13,396.59 points, the highest level in 
four years. AFR 
 

� Currency – The green back retreated after the Bank of Japan kept monetary policy unchanged, following the greenback's 
near three-week high against the yen on Tuesday. The greenback initially fell ahead of the release of Federal Reserve 
minutes and the start of a US earnings season that could show the negative impact of a strong currency and delay a long-
expected rate hike by the Fed. Gross tips $US rally won't last: After a shaky first five months, Bill Gross is regaining his 
footing at Janus Capital Group, helped by a contrarian bet that the US dollar's rally won't continue. Kathy Lien, managing 
director of FX strategy for BK Asset Management, commented on the US1 cent jump in value in the Aussie dollar after the 
RBA opted to keep rates unchanged on Tuesday. "The Australian dollar was the only currency that outperformed the US 
dollar today, all thanks to the RBA.  The Reserve Bank of Australia left interest rates on hold for the second month in a row 
at 2.25 per cent. The market had priced in an 80 per cent chance of a rate cut and despite plunging iron ore prices, a 
number of weaker economic reports along with slower growth in China, the central bank felt that it was too soon to pull the 
trigger. "With investors leaning so heavily in one direction, AUD ripped higher on the back of the RBA's decision.  The 
strongest moves were seen in the crosses.  While the RBA is not done cutting interest rates, we could still see additional 
follow through after today's decision. "The next rate cut will probably be in May.  Further easing may be appropriate 
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because according to the central bank, growth is below trend, domestic demand is weak, capital expenditure has fallen 
and the exchange rate is too high. The only explanation is retail sales which rose 0.7 per cent in the month of February but 
given the drop in service sector activity in March, that improvement may not have lasted. "Meanwhile the Canadian and 
New Zealand dollars traded lower. No data was released from either country but oil prices rose another 3 per cent. In the 
past two days alone, crude prices increased more than 10 per cent and since the beginning of the month it is up close to 
15 per cent.  If this becomes a definitive bottom, the lower end of USD/CAD's 1.2385 to 1.2835 range could break. AFR 

 

� Commodity – Iron ore forecasts paint grim picture for Hockey's budget: It will be remembered as the moment Australia 
finally acknowledged the reality of the 'new China'. Lead prices on Wednesday touched the strongest levels in nearly four 
months as inventories dropped, while nickel in London bounced back from sharp falls in the previous session. Lead stocks 
on the London Metal Exchange fell by 7525 tonnes to 223,850 on Wednesday and available inventories that have not 
been earmarked for delivery were at the lowest levels in 19 months. Three-month LME lead ended up 0.9 per cent at 
$US1924 a tonne after touching an intraday peak of $US1928, the strongest since mid-December last year. LME nickel 
rebounded as some investors bet that recent declines were not sustainable, gaining 0.2 per cent to end at $US12,580 a 
tonne. Nickel slumped 3.7 per cent on Tuesday when it tumbled back towards six-year lows of $US12,310 struck on April 
1. Shanghai nickel echoed Tuesday's losses in London, sliding 2.9 percent on concerns that China's struggling 
construction sector would corrode demand for the stainless steel ingredient. Benchmark LME copper fell 0.9 per cent to 
end at $US6010 a tonne after a 1.4 per cent gain in the previous session and aluminium slipped 0.7 per cent to $US1771 
a tonne. 'No way' to a Glencore-Rio merger, Hockey: Federal Treasurer Joe Hockey has emerged as the biggest obtacle 
Glencore's hopes of making a second attempt to merge with unwilling target Rio Tinto. Small miners in danger zone: Small 
and mid-cap Australian miners will struggle to escape the fate of Atlas Iron. Macquarie Wealth Management in a 
commodities comment, wrote that: "South African platinum exports in February were (we estimate using both volume and 
valuation data) 260k oz, up nearly 10 per cent MoM but down marginally YoY. "Palladium exports were 140k oz, also up 
MoM but down 15 per cent YoY. The YoY falls might seem puzzling given the crippling strike that afflicted the South 
African PGM industry in 1H 2014, and the substantial recovery in output seen subsequently. One explanation might be 
greater sales of both metals domestically, but this will only be a small factor. "More important is the use of stock sales – 
we estimate South African miners sold 143k oz of refined platinum stocks and 137k oz of refined palladium in February 
2014 – those were likely absent this year," Macquarie said.  AFR  

 

� Debt Market – CommSec, asked "Has the Reserve Bank finished with cutting rates?" In a report, he says: "Whenever 
inflation is contained and the economy is growing at a slower than 'normal' pace, the Reserve Bank will keep interest rate 
cuts on the radar screen. But it will also step up its research to ensure that rate cuts don't end up having perverse effects 
on the economy – that is, causing people to lose confidence and stop spending. "The fundamental factor holding back the 
Australian economy is confidence. Broadly, so-called economic fundamentals remain favourable. Inflation is low, interest 
rates are low, the budget deficit is still only around 2.5-3.0 per cent of GDP and home building is at record highs. 
Consumers and businesses just need more confidence to spend, invest and employ. And ultimately that requires our 
politicians to work constructively for the good of the nation. If it requires compromise to achieve agreement and thus 
defuse damaging conflicts, then so be it. "CommSec expects that rates will fall one last time – a quarter of a per centage 
point reduction in the cash rate to 2.00 per cent in May. At the May Board meeting the Reserve Bank will have the latest 
data on inflation, another set of jobs figures, and more information on how home prices are tracking. "There is no rush. 
The Reserve Bank would like to help the economy along with more stimulus because growth is below 'normal'. But it must 
be confident another rate cut would do some good, not harm the economy". AFR 
 

MACRO PERSPECTIVE 

� Healthcare M&A – US pharmaceuticals company Mylan offered has to buy fellow drugmaker Perrigo Co. for $US28.9 
billion, a deal that would create a powerhouse for generic medicine. Mylan, which makes about 1,400 medications, offered 
$US205 a share in cash and stock for Perrigo, according to a statement Wednesday. That represents a 25 percent 
premium over Tuesday's closing price for Perrigo, which makes a range of products including skin gels, injectables and 
nasal sprays. Perrigo said its board will meet to discuss the proposal and that there's no certainty an offer will be made. 
The deal would be Mylan's biggest, more than four times the size of anything else it has attempted. Mylan's bid would add 
to a record period of consolidation in the pharmaceutical industry. Mylan agreed last year to acquire non-U.S. operations 
of Abbott Laboratories for $5.3 billion as part of a plan to move its tax address to the Netherlands. Perrigo completed a 
similar tax maneuver in 2013, acquiring Elan Corp. so it could be domiciled in Dublin. Both companies' operating 
headquarters remain in the U.S. -- Mylan's in Canonsburg, Pennsylvania, and Perrigo in Allegan, Michigan. Mylan surged 
15 percent to close at a record high of $68.36 in New York. Perrigo jumped 18 percent to $US195, also a record. AFR 
 

� Energy M&A – Royal Dutch Shell Plc agreed to buy BG Group Plc for about 47 billion pounds ($A91.4 billion) in cash and 
shares, the oil and gas industry's biggest deal in at least a decade. The acquisition is the most significant response yet to 
the slump in oil prices and could set in motion a series of mergers as the largest energy companies look to cut costs and 
restore profits. Shell will pay 383 pence in cash and 0.4454 of Shell's B shares for each BG share, BG said in a statement 
today. That's equal to about 1,367 a share and gives BG a market value of about 47 billion pounds. It's a premium of 
about 50 percent on BG's closing share price yesterday. The merged company, led by Shell Chief Executive Officer Ben 
van Beurden, will boast a market value twice the size of BP Plc and surpass Chevron Corp. Shell, struggling to rebound 
from its worst production performance in 17 years, will swell its oil and natural gas reserves by 28 percent with the 
combination and inherit a management team that carved out a unique niche in liquefied natural gas, or LNG. Shell, which 
helped pioneer the process of liquefying gas for shipment aboard tankers decades ago, and rivals such as Chevron are 
betting LNG will play an increasing role in emerging economies seeking alternatives to dirtier energy sources such as coal. 
AFR 
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� Economic Outlook – CommSec, wrote that: "The weekly ANZ/Roy Morgan consumer confidence rating fell by 2.3 per 
cent in the week to April 5 to a reading of 109.7 – an 8-month low and below the average level since 2014 of 111.4. The 
consumer confidence figures have implications for retailers, and other consumer-focused businesses. "Aussie consumers 
turned gloomy over the past week. There is no major explanation for the change. Data showed that home prices continued 
to rise. And there weren't too many reasons for fresh concern about the global economy. But a weaker Aussie dollar may 
have preyed on consumer minds. While good for businesses, a weaker Aussie can lead to costlier overseas trips, costlier 
on-line purchases and potentially higher prices for a raft of consumer goods. "Still, the Reserve Bank would be pleased, 
not disappointed, that the Aussie dollar is easing – as it potentially boosts exports and therefore incomes across the 
economy. The Aussie dollar fell 2.7 per cent last week and consumer confidence fell by 2.3 per cent. "The ANZ/Roy 
Morgan weekly survey of consumer confidence closely tracks the monthly Westpac/Melbourne Institute consumer 
sentiment index but the former measure is a timelier assessment of consumer attitudes and is now closely tracked by the 
Reserve Bank. Separately, St George Bank, wrote in a report that: "Retail spending made a good start to 2015. Sales 
jumped 0.7 per cent in February, following a 0.5 per cent rise in January. Annual growth was just a touch below the long-
run average at 4.3 per cent in February, but up on the 3.6 per cent annual growth recorded in January. "An interest rate 
cut from the RBA in February, and speculation of another rate cut to come appears to have encouraged consumers to 
spend up. Lower petrol prices have also boosted the purchasing power of consumers. "The strength in the housing market 
is helping to boost retail spending. Greater turnover within the housing market is likely encouraging householders to 
improve their homes and spend more on new furnishings and appliances. Household goods retailing was the strongest 
growing sector in the month and for the year. "All States saw growth in February with Victoria posting a second 
consecutive month of 0.8 per cent growth. Annual growth rates for retailing remain firmest in NSW (5.6 per cent) and 
South Australia (5.2 per cent). Firm house price growth and building activity in Sydney & Melbourne continues to generate 
solid activity at the cash register. AFR 
 

� Multi-nationals and Tax – After a year of insisting it has excellent relations with the Tax Office, Apple Australia, with 
Google and Microsoft, were forced to admit to a Senate committee on corporate tax avoidance it is among 12 technology 
companies facing major audits. The three companies said no new tax bills had yet been issued. Google Australia and New 
Zealand managing director Maile Carnegie and Microsoft's global tax chief, Bill Sample, each said Australian-related 
earnings were accounted for in Singapore, but struggled to explain where the profits went from there. Apple Australia and 
New Zealand Managing director Tony King told Greens Senator Christine Milne he knew nothing about profits booked by 
other Apple companies and he had "no idea" what she was talking about when she asked him to explain a "Double Irish 
sandwich with a Dutch association". Mr Sample said he knew nothing of any "Double Dutch" structure, but when Senator 
Miline corrected her question to "Double Irish", he conceded, "Yes we have one of those." Microsoft had largely scaled 
down its use of the Double Irish, he said. It holds intellectual property licences in Bermuda. "I've never been to Bermuda," 
he said in answer to Senator Nick Xenophon. AFR 
 

� China and Iron Ore – China has halved the rate of tax it charges domestic iron ore miners, in an effort to stem the 
dominance of Australian and Brazilian producers. The State Council, China's cabinet, said on Wednesday evening its local 
iron ore miners would receive a tax cut equivalent to 6 yuan ($1.27) a tonne. The change comes into effect on May 1. The 
iron ore price has more than halved over the last year, rendering many of China's higher cost miners unprofitable, as they 
face a wave of cheaper imports and falling demand. "Even if there is a tax cut it still won't cover the losses being incurred 
by the miners," said Shi Zhenlei an analyst at research firm MySteel in Beijing prior to the announcement. News of the tax 
cut or a possible subsidy was reported by China's state media on Wednesday morning. While analysts like Mr Shi do not 
believe the tax cut will make the local miners competitive against Australian or Brazilian producers such as BHP Billiton or 
Vale it will go some way to limiting their losses. This should allow some of China's state-owned miners to continue 
producing in the hope that foreign miners will exit the market first, pushing the price higher. The central government is also 
reluctant to see its local industry disappear as it provides jobs and generates local tax revenue. AFR 
 

� Energy Sector – Oil posted its biggest one-day slump in two months after US crude inventories jumped the most in 14 
years. New York futures slid 6.6 per cent a day after reaching their high for the year. US oil stockpiles climbed 10.95 
million barrels in the week ended April 3 to the highest level since 1930, a government report showed on Wednesday. Oil 
is struggling to sustain a recovery amid speculation the supply surplus that drove prices almost 50 per cent lower in 2014 
will persist. Saudi Arabia increased oil production in March to the highest in at least 12 years, while the Energy Information 
Administration said Tuesday that crude prices could tumble $US15 a barrel next year if sanctions are lifted following a final 
nuclear deal with Iran. "We continue to get inventory builds," Adam Wise, who helps run a $US7 billion oil and gas bond 
portfolio as a managing director at John Hancock in Boston, said by phone. "The Saudi Arabian announcement that they 
will continue to pump 10 million barrels a day will add pressure, as will the possible return of Iranian barrels. This all 
argues for weak prices." WTI for May delivery dropped $US3.56 to $US50.42 a barrel on the New York Mercantile 
Exchange. The contract closed Tuesday at $US53.98, the highest since December 30. The volume of all futures was 37 
per cent above the 100-day average. AFR 
 

� Energy Sector and Global M&A – Oil and gas major Royal Dutch Shell looks set to take control of a $US20 billion ($26 
billion) LNG processing plant in Queensland after agreeing to a $91 billion (£47 billion) takeover of BG Group. The deal is 
a huge vote of confidence in Queensland's $63 billion LNG export industry and comes as the Abbott government bets big 
on fossil fuels in its long-awaited energy white paper. The two companies confirmed on Wednesday they would push 
ahead with one of the biggest energy deals in history, and redraw the Australian industry landscape in the process. BG 
shareholders will be offered 383 pence and 0.4454 "Shell B" shares for every BG share they hold. The white paper 
predicts Australia's energy exports of $71.5 billion will jump to $114 billion within five years, thanks largely to the LNG 
boom, and marks a return to resource optimism in Australia. It urges the states to remove barriers to onshore gas 
production, privatise their remaining state-owned electricity assets and support independent regulation and a more 
competitive and transparent national energy market. "Unnecessary state regulatory barriers are limiting much-needed new 
gas supply," the white paper says in a clear reference to bans and regulatory go-slows in the onshore gas-rich states of 
Victoria and NSW. AFR 
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� Coal Sector – Three of France's biggest banks have taken the unusual step of writing letters committing not to fund coal 

projects in Australia's Galilee Basin, in a potential blow for the three big projects slated for the region. Credit Agricole, 
Societe Generale and BNP Paribas made their pledges in response to petitioning from anti-coal activists. They were not 
approached for finance by coal miners with projects in the Galilee. The pledges allow the banks some leeway, in that they 
say they do not intend, or envisage, funding projects in the region. Anti-coal activists have been in a race to get banks to 
rule out funding new fossil fuel projects – particularly in coal – before miners might try to approach them. Indian 
conglomerate Adani Enterprises is planning a $16.5 billion coal mine project in the Galilee, and hopes to be producing 
coal by 2017. Another Indian firm, GVK, has teamed up with Gina Rinehart 's Hancock Coal to develop a massive coal 
project in the region, and the third key proponent is Clive Palmer's mining company Waratah Coal. The three players have 
yet to sign off on their mega mines, or secure funding for them. Adani said it had not formally requested any financing from 
the three French banks in question. AFR 
 

� Energy Security and Climate Change – The former Labor government, with the Greens riding shotgun, swung the 
energy policy pendulum too far in the direction of climate change, and away from energy security. With the release of its 
white paper, the Abbott government has restored the required focus on energy security, resource development and 
competitive energy markets. But it has swung policy too far away from climate change, by virtually ignoring it. As the 
generators' lobby pointed out in a sharply worded reaction, which is not going to help fix the chronic oversupply in the 
national energy market, that results from policy uncertainty and a lack of bipartisanship over energy policy broadly but 
climate change in particular. Despite welcome progress on a bipartisan solution to the impasse over the renewable energy 
target (RET), which now looks within reach, the dysfunction of the energy market is not going to be resolved until there is 
bipartisanship over energy policy more broadly. Energy investments are made over 20 to 40 year time horizons, but voters 
are changing governments with more than the usual frequency. In these circumstances broad consensus over policy in 
energy – a core national interest industry for Australia – is essential. But it has instead fallen victim to polarised politics 
and the divisive issues of climate change and fossil fuel "stranding", on which few can agree. AFR 
 

� Renewable Energy Target – The federal government is under intense pressure to make one more compromise on the 
renewable energy target (RET) after business and energy groups backed a Labor concession on the target which brings a 
deal tantalisingly close. The federal opposition announced on Wednesday that it was backing a proposal from the Clean 
Energy Council – which represents the renewable energy industry – for the RET to be struck at 33,500 gigawatt hours of 
annual renewable energy production by 2020, just 1500 gigawatt hours higher than the government's proposal of 32,000 
gigawatt hours. Labor had previously been insisting that the target should be struck at a figure in the mid to high 30,000 
range. The current target was originally legislated at 41,000 gigawatt hours which, with demand for power falling, is now 
expected to represent significantly more than 20 per cent of Australia's energy mix by 2020. With uncertainty about the 
future of the target crippling the industry, business backed the Labor proposal and urged the government to make one 
more concession so that a deal could be made. Business Council of Australia chief executive, Jennifer Westacott said the 
opposition had taken a sensible step towards a workable compromise and said it was "important that the government give 
serious consideration to the proposed target to give both the renewable energy and energy-intensive industries the 
certainty needed for investment and supply". AFR 
 

� Bank Sector Class Action – A full bench of the Federal Court has vindicated ANZ for charging bank fees to errant 
customers, in a spectacular dismissal of a multi-million dollar class action that raises questions as to how the case 
reached such judicial heights. It is a major setback for similar class actions underway against other banks including 
Westpac and the Commonwealth Bank of Australia. It is also a blow for a class action industry that is facing an increased 
willingness of companies to fight back. In a strongly-worded judgment running to 370 paragraphs that lambasted any 
notion that the fees were unjust or unfair, let alone an illegal penalty, Federal Court chief justice James Allsop said that the 
court should not assume the "role of a price regulator". "The customer could terminate the account at will, could [in most 
cases] avoid the fee by turning off shadow limits, or in all cases, by adhering to contractual arrangements," he wrote, 
acknowledging that ANZ had the "bargaining power" to impose its own terms. "The terms were not unreasonably difficult 
to comply with." The law firm representing the bank's customers, Maurice Blackburn, has indicated it is likely to take the 
matter to the High Court. It will first need to secure special leave to appeal. AFR 
 

� Pension Age – Federal Treasurer Joe Hockey is open to the idea of automatically increasing the pension age to keep it in 
line with growing life expectancy. Mr Hockey, who has suffered politically for trying to increase the pension age to 70 by 
2035, said subjecting the pension age to automatic adjustment "has merit" and would be considered as a part of a review 
into the retirement income system the government was planning. Mr Hockey, who was speaking at a population ageing 
summit in Canberra on Wednesday, also flagged extra measures in next month's federal budget to encourage employers 
to hire older workers and boost the participation of older Australians. The former Labor government legislated to increase 
the pension age from the current 65 to 67 by 2023 and was supported by the then Coalition opposition. The Abbott 
government's commission of audit recommended that the same trajectory used by Labor to phase up the age to 67 age be 
adopted so the pension age would continue to rise with life expectancy. "There is a strong case to build on this existing 
process and establish a formal link between the age pension age and improvements in life expectancy," the commission 
said. AFR 
 

� RBA and Interest Rate Cycle – They are some of the best-paid and best-known economic experts in Australia, highly 
educated, articulate and followed for their sage advice about the direction of the economy, policy and the state of the 
world. But not one bank economist correctly predicted the Reserve Bank of Australia's interest rate decision in three out of 
the three board meetings this year. While probability indicates there is a one-in-27 chance of calling each of the three 
meetings correctly, in reality the odds are not that unfavourable. Assuming a forecaster went into the February meeting – 
the first this year – with the assumption the Reserve Bank had a formal easing bias at the time, the odds are a more 
favourable one-in-eight chance of getting them all right. There are 30 economists in the widely circulated survey tracked 
by Bloomberg News. Several economists have got two out of three meetings correct: Barclays, BT, Macquarie, National 
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Australia Bank, Nomura, RBC and TD Securities. Some have none from three: AMP, ANZ, Deutsche Bank, HSBC and 
UBS. Adding to the intrigue is financial markets have got two out of three wrong, including this week's meeting, even 
though the markets have proven to be more accurate than economists over time. At one point, futures were pricing in a 78 
per cent chance of a rate cut this week. Economists were almost evenly divided. Forecasts are important because they 
help keep the market informed by establishing a consensus, which for investors can help prevent market shocks when 
there is a twist in monetary policy. The February Reserve Bank meeting ushered in the return of the easing bias but the 
central bank has not cut since then, and rates have stayed at 2.25 per cent for the past two months. "I suppose the RBA 
has been sending more opaque signals lately but it's not the RBA's job to make sure each economist gets their forecast 
right every month," BT's Chris Caton said. "Everybody knows there's another rate cut out there it's just when the second 
shoe hits the floor." AFR 
 

� Tax Reform – Treasury secretary John Fraser has said it is time for a "fundamental rethink" about the unintended 
consequences of superannuation and housing tax breaks interacting to produce "middle-class welfare". Just five weeks 
away from delivering his first budget as Treasury secretary, Mr Fraser admitted some of Treasury planning he'd been 
involved in 25 years ago during the introduction of compulsory superannuation had proved "incorrect" and now had to be 
revisited for the sake of long-term fiscal sustainability. Citizens also need to become "more realistic" about the 
government's ability to deliver individuals a safety net and should consider whether government services could be shifted 
away from a taxpayer-funded model to a "consumer-centric model", Mr Fraser said. Treasurer Joe Hockey confirmed the 
government was also considering a wholesale overhaul of the superannuation system, given the complications since its 
development under the Hawke/Keating governments. Mr Hockey said on Wednesday that in 1992, when compulsory 
superannuation system was first introduced, the life expectancy was 72. Today the average life expectancy is 82, rising to 
an expected 96.6 years for someone born in 2055. "We've seen since that time [1992] a whole lot of other things, such as 
aged care integrate with retirement incomes, the taxation system has been quite dramatically changed to make changes 
for retirement income purposes, and even healthcare is linking in with retirement income," Mr Hockey said. AFR 
 

� Land Tax – Australia's most efficient tax is not the GST but a broad-based tax on landowners regardless of whether it a 
suburban block or a sprawling pastoral estate, according to Treasury economists. An analysis of five major Australian 
taxes by eight economists from Treasury's Macroeconomic group and Treasurer Joe Hockey's tax reform taskforce has 
given top marks to a broad-based land tax, so far only existing in parts of Sydney and the ACT, as the most efficient tax to 
raise revenue without negative impacts on the broader economy. The working paper found the burden of company income 
tax mainly fell on workers through lower productivity and wages, and stamp duty on conveyancing was also passed on to 
workers. A simplified personal income tax system and the GST were more efficient than company tax and stamp duties 
but still saps workers' purchasing power of their wages after paying tax. Whereas a "hypothetical" broad-based land tax - 
championed by the Henry tax review and now in use throughout Denmark, Estonia, Russia, Hong Kong, Singapore and 
Taiwan - would be a winner for Australian households because of the extent of foreign landowners in Australia who would 
be forced to pay tax. "Since the revenue collected from foreign and domestic land owners is only redistributed to the 
domestic household, an increase in land tax results in a net transfer to the domestic household," the working paper said. 
"The domestic household will receive a net windfall gain from the lump-sum transfer that exceeds its tax expense." AFR 
 

� Media and Telco Sector - Consumer advocates have warned that the telecommunications industry's "three strikes" 
scheme designed to catch illegal downloaders of movies, music and TV shows will pave the way for Australian internet 
users to be hit with "extortionate" fines. The telco industry's lobby group, Communications Alliance, submitted the final 
version of its Copyright Notice Scheme Code 2015 to the Australian Communications and Media Authority for approval on 
Wednesday afternoon – less than 24 hours after iiNet and M2 Group were forced to hand over the personal details of 
4736 customers to Voltage Pictures, which owns the copyright to Hollywood film Dallas Buyers Club. Under the new 
system, copyright owners would create lists of Internet Protocol (IP) addresses that belong to alleged illicit downloaders. 
This will be cross-checked against the IP addresses of all Australian internet providers and warning letters will be sent to 
users by the relevant telco. If a user gets three  warning letters, or "strikes", in a 12-month period, telcos will help copyright 
owners identify them for potential legal action after a hearing in a prescribed court. Up to 200,000 notices can be 
processed and sent each year. AFR 
 

� US Fed on Interest Rates – US Federal Reserve policy makers last month were split over whether they would raise 
interest rates in June, a debate that occurred before recent disappointing payroll figures, minutes of their most recent 
policy meeting showed. "Several participants judged that the economic data and outlook were likely to warrant beginning 
normalisation at the June meeting," according to minutes of the March 17-18 Federal Open Market Committee session 
released Wednesday in Washington. Others argued that energy-price declines and the US dollar's appreciation would 
continue to curb inflation, suggesting that a rate increase should be delayed until later in the year. A couple said the 
economy probably wouldn't be ready for tighter policy until 2016. The minutes don't identify the participants or give precise 
numbers of those holding a certain view. In its statement following the March meeting, the FOMC dropped a pledge to be 
"patient" as it considered the first rate rise since 2006, while also reducing forecasts for the path of increases. Fed chair 
Janet Yellen has since said that borrowing costs are likely to be raised gradually, without following a predictable pattern. 
The Fed also said in its March statement that it will be appropriate to raise rates once it has seen further labour-market 
improvement and it's "reasonably confident" inflation is likely to move back up toward its 2 per cent target. The minutes 
revealed some details about what would give officials that confidence. "Further improvement in the labour market, a 
stabilisation of energy prices and a leveling out of the foreign-exchange value of the dollar were all seen as helpful in 
establishing confidence that inflation would turn up," the minutes showed. The FOMC in March said job gains had been 
"strong" and that labour-market conditions had "improved further", even as growth "moderated somewhat". AFR 
 

� Japanese Economy – The Bank of Japan stuck with its massive monetary stimulus programme on Wednesday, brushing 
off a lack of inflation two years after it vowed to lift the economy from years of falling prices. Even as its initial timeframe for 
stoking inflation has passed, the central bank maintained that consumer prices are temporarily depressed by cheaper oil, 
and will gradually rise as consumers and businesses spend more and the economy recovers further. The BOJ has been 
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buying bonds and other assets furiously since April 2013 to boost base money - or cash and deposits at the central bank - 
by 80 trillion yen ($666 billion) a year, expanding its balance sheet by an amount equal to the size of Australia's economy. 
But it appears no closer to hitting its target of 2 percent inflation in about two years, part of its promise to pull the world's 
third-largest economy decisively out of decades of deflation and spiritless growth. After the bank's widely expected 
decision to stand pat on policy, BOJ Governor Haruhiko Kuroda stuck to his guns. "The broad trend in prices is steadily 
improving," he told a news conference. "There's no change to our stance of aiming to achieve 2 percent inflation at the 
earliest date possible, with a timeframe of two years in mind." AFR 
 

STOCK PERSPECTIVE 

� Alcoa – Alcoa, the largest U.S. aluminium producer, reported first-quarter earnings that beat analysts' expectations after 
the price of the metal rose amid increasing use by auto and aerospace companies. Net income was US14 cents a share, 
compared with a US16-cent loss a year earlier, the New York-based company said in a statement Wednesday. Excluding 
the cost of curtailing smelters in Brazil and other one-time items, profit was US28 cents, exceeding the 26-cent average of 
17 estimates compiled by Bloomberg. Sales rose to $US5.82 billion from $US5.45 billion. Alcoa, the first company in the 
Standard & Poor's 500 Index to report earnings for the period, forecast global aluminum use will rise 6.5 percent in 2015, 
lower than a previous projection for a 7 percent gain. Demand is being helped by strength in commercial jet orders and a 
growing move among automakers, notably Ford Motor Co., to use the lightweight metal as a substitute for steel to boost 
fuel efficiency and cut emissions. Alcoa, led by Chairman and Chief Executive Officer Klaus Kleinfeld, is trying to capitalize 
on those trends. In recent years it has increased output of the expensive alloys, shapes and other metal components 
those industries need. AFR 
 

� Myer – Beleaguered department store Myer is likely to pull the pin on two more planned stores, potentially cutting its 
geographic expansion to nearly zero. Battered by online competition the retailer last month revealed a shock profit 
downgrade and has been in talks with landlords over the last couple of weeks about the future of many of its stores. 
Sources said that two of its three planned department stores may no longer go ahead. At its 2013 full year results it had 11 
new stores in the pipeline. A Myer spokesman declined to comment on any store closures. "We have conversations with 
landlords all the time and wouldn't reveal the details of those conversations," the spokesperson said. New chief executive 
Richard Umbers fronted investors in early March and promised a complete overhaul. Several weeks later the company 
revealed a 23 per cent slump in half-year profit and issued a profit warning for the full year. Mr Umbers is expected to shut 
down a number of marginal stores when leases expire or take provisions prior to lease expiry. But planned stores are also 
in the crosshairs. Plans have been already abandoned for a Myer at Stockland's Green Hills Shopping Centre in the 
Hunter Valley. Last year it pulled out of Plenty Valley in Victoria following delays to the development and Westfield Woden 
in the ACT. AFR 
 

� Atlas Iron – Small and mid-cap Australian miners will struggle to escape the fate of Atlas Iron as the iron ore price 
staggers far below their costs of production, fund managers warn, with Gindalbie Metals potentially the next domino to fall. 
Trade in Atlas stock was voluntarily suspended on Tuesday, as the company announced a big review that may include the 
mothballing of its operations. The price of iron ore for immediate delivery at the port of Qingdao in China was $US48.06 a 
tonne on Wednesday evening, a long way below Atlas' $US63 break-even price, on UBS estimates and those of other 
junior miners. Atlas is losing about $40 million a quarter with the iron ore price near present levels, Macquarie analysts 
estimate. "It's not pretty," Platypus Asset Management senior analyst, Anna Kassianos said. "Most iron ore miners 
excluding the majors have backed themselves to the wall and are in desperation mode." AFR 
 

� Leighton Holdings – The Foreign Investment Review Board has approved China Communications Construction 
Company's $1 billion acquisition of John Holland from Leighton Holdings after a slight delay. The acquisition, which was 
announced in early December, was initially expected to be completed by the end of February, with the state-owned China 
Communications previously informing the Hong Kong stock exchange that it would be finalised "no later" than March 31. 
But Australian regulators took additional time to examine John Holland's construction contracts with the Defence 
Department and China Communications' debarment on World Bank projects until 2017. Treasurer Joe Hockey said on 
Wednesday that he had investigated issues related to China Communications' acquisition of John Holland, including its 
World Bank debarment. AFR 
 

� Beston Global Food Company –  Beston Global Food Company is preparing to raise more than $100 million in an initial 
public offering after taking equity stakes in Australia's largest lobster business Ferguson Australia and biodynamic milk 
and yoghurt maker B.-d. Farm Paris Creek, as it builds a premium food export business. The company has bolstered its 
board before the planned listing on the Australian Securities Exchange, with GrainCorp chairman Don Taylor agreeing to 
become a director. It has also set up four offices – in Vietnam, China, Thailand and Brunei – as it accelerates its strategy 
of capitalising on growing demand for premium foods in Asia, and then the Middle East. The Beston business model 
revolves around a "closed loop" approach where the company will own farms and seafood quotas, run production facilities 
and also own stakes in the branded businesses involved in sales and marketing of the end product. Beston Global Food 
Company chairman Dr Roger Sexton, who is also the chairman of the $3.1 billion ASX-listed financial services business 
IOOF, said the business will also be using specialised electronic technology seals called Brandlok on its products, 
enabling the integrity of the entire supply chain to be tracked by consumers. AFR 

             
 
SOURCE – AUSTRALIAN FINANCIAL REVIEW (www.afr.com), THE AUSTRALIAN (www.theaustralian.com.au), THE SYDNEY 
MORNING HERALD (www.smh.com.au)   
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Weather forecast around Australia 

 

 

 

Source – www.smh.com.au  
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