
Issue 270, 17 March 2014

Do you feel lucky?

With war talk jacking up, following the vote in Crimea on the weekend and the US's promise that there
will be consequences, it's no surprise the market is pretty volatile today.

However, it should also be noted that the big miners were actually up, albeit slightly, in early morning
trading and today I explain why there is still plenty of value in these companies.

Also in the Switzer Super Report today, we have Paul Rickard dissecting the Hochtief bid for Leighton
Holdings and explaining what shareholders should do about the offer. Roger Montgomery gives us
another update on that very interesting company Sirtex, which is working on a treatment for cancer,
and James Dunn looks at potential M&A targets like Santos, Tabcorp and even Ten Network.

Sincerely,

Peter Switzer
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Profitable Dirty Harry moment to buy BHP and Rio

by Peter Switzer

Investors are in a Dirty Harry moment when it comes
to stocks right now. We don’t know how serious the
Ukraine drama, starring Vladimir Putin, will get. And
we have to gamble on the China syndrome, where
economic data seems to be melting down, taking iron
ore and our top miners’ share prices with it. But the
growth slowdown could be exaggerated because of
the Lunar New Year holiday.

So, are we looking at another buying opportunity?
And that’s where my Harry Callaghan question
comes in, which goes like: “You’ve got to ask
yourself one question — “Do I feel lucky?”

The Vlad question is too tricky, but I do take the view
that not even Putin would want a war that would KO
his economy, send share prices tumbling and short
circuit the Eurozone – an important customer – just
when it is getting on its economic feet following the
GFC.

So, let’s go to China.

The China question

Economists from the Japanese finance company,
Nomura, have marked the first quarter growth down
from 7.5% to 7.3%, which is not huge given the likely
holiday effect. Bank of America-Merrill Lynch cut it
from 8% to 7.3%, which is bigger but is still in the 7%
band and showing the impact of the long holiday
period more significantly. Their annual downgrade
has gone from 7.6% to 7.2%, which does not look like
the kind of catastrophe for iron ore prices that was
bandied about last week.

The price falls talked about were to $US80 a tonne
but they are now around $US111. Last year we saw
some $US140 prices but the average was more like
$US133. This year it was closer to $US122 and so
the recent drop is not huge.

That’s where the Dirty Harry/luck question comes in
and you might test your luck by presuming that the
price goes lower before it rebounds.

The big miners

So, what are BHP and Rio saying about their futures
– do they feel lucky?

The heads of the companies iron ore divisions –
Jimmy Wilson of BHP and Andrew Harding of Rio –
reiterated their belief that China’s demand for iron
ore will make one billion tonnes by at least 2025,
which they argue will keep demand high for at least a
decade!

I loved Wilson’s take, which is compatible with the
priorities of SMSF wealth builders. He said,
Buffett-like that “we shouldn’t let today’s price
influence our long-term thinking.”

He thinks credit problems in China have hit some
data reads and traders have taken the opportunity to
make a bit of money.

On the iron ore price he said: ”I do think it will come
down, but then also come back up.”

But it’s not just biased company men who have a
more positive view on iron ore, with UBS analyst Tom
Price tipping iron ore prices would be around $US126
a tonne on average in 2014.

The major miners breakeven prices are a long way
from the current spot price, with Rio at $US43, BHP
at $US45 and Fortescue at $US72 a tonne. Atlas Iron
is $US82 and that’s why this stock’s share price is
sensitive to China data and forecasts of $US80 were
not good for the company.

Switch to services
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I made this point on Saturday and it is worth
repeating that the services sector in China is
expanding and the construction sector is in the
service sector. Even if China goes from being an
infrastructure-investing economy to one investing in
local goods and services, it will have to construct stuff
and modernisation, when you think of it, means steel
and glass.

Both Rio and BHP are reasonable dividend-paying
stocks nowadays but they do offer capital gain
opportunities as China grows bigger as an economy.

One final point. Morgan’s chief economist says the
smarties of the trading world are ignoring the fact that
as China slows down, the biggest economy in the
world – the USA – is now growing at a faster rate
than most economists expected. So any China
slowdown will be more than offset by a US economy
on the comeback trail.

If you don’t have enough BHP and Rio, there could
be price dips ahead linked to China, Putin and
smart-Alec short-term traders. You, like me, might
have enough of these stocks bought at lower prices
but for someone who is building a portfolio to fund
retirement into the future and who is not long these
quality companies, a buying opportunity is here and
could get even better.

So, when you ask yourself: “Do I feel lucky?” well the
answer should be yes! Some of you will time it better
than others but I do smell a good buy for SMSF’ers
is in the offing.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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Bring out the Sangria – Leighton’s shareholders

celebrate!

by Paul Rickard

The Spanish have set sail and rescued long suffering
Leighton shareholders! And in the process, squeezed
the professional short sellers!

Well, that’s the way I look at the Spanish-controlled
Hochtief’s proportionate offer for Leighton Holdings. I
have been one of the few bulls on the stock (see here
 and here) and while I didn’t forecast the offer, I did
note that the major shareholder kept using the creep
provisions to add to their holding. Betting against the
interests of a majority shareholder seemed like a
pretty risky business, however that’s what the
so-called professionals were doing.

And boy, were they short. According to ASIC data,
some 7.33% of Leighton’s ordinary shares were
short sold when the initial bid was announced last
Monday. Given that Hochtief owned 58.77% of the
shares, the short component represented almost one
in five of all other shares held.

Why was the market short?

Before coming to the question every Leighton
shareholder has  – should I accept or reject the offer
or alternatively, sell my shares into the market now? –
it is worth recapping on why the market has been
short.

The market has been betting against Leighton for
more than 12 months. The main reason the analysts
cite is the value of Leighton’s trade receivables –
monies owed by some of Leighton’s major
construction clients – and so called under claims –
“work variations that have been performed for clients
but have not yet been billed”.  They fear that some of
these under claims won’t be realised, and Leighton
will be forced to make material write-downs.

Then there is Leighton’s exposure to the resources
sector through contract mining, which makes up 35%

of Leighton’s work in hand. Add in the Fairfax
allegations about bribery and corruption in the
international business division in 2010 and 2011, and
the usual beat-up about corporate governance and
you have four reasons to be short on Leighton.

As an aside, I have never understood why there is
something wrong about a majority shareholder driving
a company to further its objectives. That doesn’t
mean we don’t need to be careful about who we get
into bed with, however no one forces us to be
minority shareholders. Maybe I am just used to being
a retail shareholder with no influence and no rights,
so agitating about the rights of minority shareholders
seems like a nonsense from grumbling institutional
investors fanned by a press that thirsts on conflict.

On the plus side, Leighton’s revenue rose by 6% in
CY 2013, compared with 2012, EBIT rose by 27%
and Underlying Net Profit After Tax rose 30% to $584
million. Gearing fell from 31.9% to 29.2%, and at 31
December 2013, work in hand was a very healthy
$42.2 billion, down 3% from December 2012. For
shareholders, earnings per share increased by 13%
to 150.9c, and dividends increased by 30% to 105c
per share.

By most valuation metrics, Leighton looked pretty
cheap.

The offer

While the timing of the offer was a surprise, Hochtief
(and its parent ACS) had well and truly telegraphed
that it wanted more. Under the creep provisions, it
had been buying more shares in Leighton and had
taken its holding prior to the offer to 58.77%. If the
offer is successful and all shareholders accept,
Hochtief’s interest in Leighton will increase to
73.82%. The key details of the offer are:
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proportionate offer to acquire three out of
every eight shares for $22.50 in cash;
shareholders on the register on 21 March will
also receive the dividend of 60c (50%
franked);
offer closes on 9 May;
shareholders will receive payment within 21
days of the offer closing;
the offer is conditional upon there being no
objection from the FIRB.

The offer price of $22.50 is pitched at a premium of
35.1% to the average Leighton ASX price over the
last three months of $16.66, 26.4% to the average
price over the last month of $17.80 and 20.6% to the
average price in the week immediately prior to the
offer of $18.65.

What now?

As it is a proportionate offer, shareholders have three
choices: (i) accept the offer – sell three shares and
keep five; (ii) reject the offer – keep all eight shares;
or (iii) sell their shares now on the ASX. Like all
offers, it really comes down to a view on what the
price of Leighton shares will be after the offer has
finished.

The market is expecting the Leighton share price to
fall. Using Friday’s closing price of $21.37, it expects
a “post offer” price of $19.73 (excluding any time
value of money). [This is calculated by assuming
three shares are sold at $22.50, the dividend on all
eight shares of 60c is received, and the remaining
five shares are sold on market after the offer closes].

According to FN Arena, the broker analysts expect
EPS for Leighton in 2014 of 164c. At $19.73, this
would see Leighton trading on a PE multiple of 12,
and with a forecast dividend of 105c, a yield of 5.3%.
Their consensus target price is $20.33.

On the downside, if Hochtief’s offer is successful,
Leighton will most likely drop out of the major indices
as its free float will fall below 30%. This means that
index-based funds (including the ETFs) will be forced
sellers, and over time, some other active managers
will choose not to consider Leighton as an eligible
security to invest in.

So while the valuation metrics look okay, liquidity
(and institutional demand) for Leighton’s shares will
be reduced.

And there will be lots of noise and stories in the
media to say how far the share price will fall (at least
in the next two months) – the short sellers are still
short!

My sense is that there is still value in Leighton up to
$20.00 (on a post offer basis), so I am not inclined to
sell now. I am not going to look a gift horse in the
mouth either, so my plan is to take some profit and
accept. If the Leighton price gets creamed, then I
might just buy them back. And at the back of my mind
is the old truism that a majority shareholder rarely sits
on a holding of 73.82% – the probability says that
rather than put up with pesky minority shareholders,
there will be another bid. It might be 18 months away,
in three years, in five years – but I can afford to be
patient.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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Potential M&A targets to buy

by James Dunn

The $1.2 billion “proportional” bid for Leighton
Holdings by its major shareholder, the
Spanish-controlled German construction and
engineering giant Hochtief, has not only sent Leighton
shares surging, but pricked up interest in the mergers
and acquisitions – or ‘M&A’ – space.

Coming on the back of the extraordinary three-way
battle for control of dairy producer Warrnambool
Cheese and Butter (WCB), and the federal
government’s blocking of the $3 billion bid by US
agribusiness leader Archer Daniels Midland for
GrainCorp (GNC), investors have been forcibly
reminded that M&A activity can galvanise a share
price quick-smart, and do away with the slower
process of organic growth.

It is very rare that shareholders hit the jackpot like
WCB’s did, and see a spectacular escalation of a
three-way bidding war almost triple their share price
in 12 months, but as a general principle, if you can
find a potential takeover target your upside, if you
choose correctly, can be very substantial.

This is particularly so if the bidder needs to offer a
significant premium to dislodge a controlling stake.

Market activity

Picking companies that might be taken over is a
difficult game: while all listed companies are up for
sale, every day, prediction is plagued by hindsight –
takeovers often look logical after the fact. The market
is expecting an increase in takeover activity, for two
main reasons.

The first is that in a potentially lower-growth
environment, but with record low interest rates,
companies finding it difficult to generate growth, can
buy it cheaply – even at relatively high price/ earnings
(P/E) ratios.

As Geoff Wilson of Wilson Asset Management points
out, a company borrowing at 7% pre-tax is paying
about 4.9% for that money: if it can buy another
company with an earnings yield of at least 4.9%, the
result should be earnings-per-share (EPS)-positive
straight away.

“That means an acquiring company can pay up to
20.4 times earnings (the earnings yield is the
reciprocal of the P/E) and still be EPS-positive on an
acquisition,” says Wilson.

The second is that for overseas companies, an
Australian acquisition is cheaper now. “It’s about
15% cheaper for them than it was a year ago, says
Wilson. “The worry there, though, is that they would
not want to make a move now and have the
exchange rate get even cheaper.”

The targets

In looking at potential takeover targets, investors
often focus on situations that look like they will
happen at some point, because the logic seems clear
– particularly if there has been interest previously
expressed. A case in point is David Jones (DJS),
which was approached last year by rival Myer (MYR)
with a proposal to merge to create a
mega-department store group worth $3.2 billion on
the market.

Myer is known to be still keen; for its part, David
Jones has said it is not opposed to a deal in principle,
and has run the numbers on a merger or acquisition
of Myer itself. But it did not feel the 2013 proposal
was adequate.

So while investors think, rightly, ‘where there’s
smoke, there’s fire,’ and wait for a revised offer to
come – from either party – a better bet could well be
to consider David Jones as a possible ‘currency
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play’ takeover target, with US-based private equity
firms more likely than Myer to make a bid for the
hounds-toothed one – and an offshore bid that
needed clearance from the Foreign Investment
Review Board (FIRB) would arguably stand a greater
chance of clearance than a domestic
department-store merger would of getting past the
Australian Competition and Consumer Commission
(ACCC).

Hydrocarbons heavyweight Santos (STO) is another
potential foreign-exchange takeover play: but in a
rare display of realism, the company is perfectly OK
with this conjecture. Chief executive David Knox
admits that Santos is an increasingly attractive
takeover target, as its massive $21 billion Gladstone
liquefied natural gas (GLNG) project – of which
Santos owns 30%, along with partners Petronas,
Total and Kogas – gets closer to making its first
shipments in 2015.

Knox says he knows that Santos is well and truly on
the radar of offshore oil and gas majors as GLNG
gets closer to the starting line, but says that’s a
compliment.

Other potentials

Agribusiness is expected to continue to be a
potentially active field for M&A: with WCB in
Saputo’s hands, frustrated WCB bidder Bega
Cheese (BGA) is considered likely to play some role
in further consolidation of the sector. New Zealand
dairy heavyweight Fonterra – which owns about 10%
of Bega – could be the source of interest here.
Another company considered likely to interest larger
agribusiness players, is animal feed provider Ridley
Corporation (RIC), which is both a perennial
takeover target nomination and a serial
under-performer on the stock market.

Other situations commonly discussed are Woodside
Petroleum (WPL) moving on Oil Search (OSH) – an
offer that, if it got out of the hypothetical, would have
to be pitched at a hefty premium – and the very
similar situations at mortgage broking company 
Mortgage Choice (MOC) and mortgage lender 
Homeloans (HOM), where Commonwealth Bank
(CBA) owns 22% of MOC, Macquarie Group (MQG)
owns 19.8% of HOM and National Australia Bank

(NAB) owns 17.8% of HOM. Those shareholders
must be considered potential bidders.

Another is Tabcorp (TAH), after big UK bookmaker
William Hill entered the Australian market last year
through the purchase of the Sportingbet and Tom
Waterhouse operations. William Hill chief executive
Ralph Topping has been very vocal about how he
would “shake up” Tabcorp if he got his hands on it –
assuming the FIRB would let him.

The real estate investment trust (REIT) sector is also
virtually certain to go through further consolidation.
There, Investa Office Fund (IOF) and the poorly
performing 2013 float GDI Property Group, are top
of the analysts’ watch list for corporate action.

In the resources sector, South Australia’s Cooper
Basin is a potential hot spot for M&A activity this year,
with Beach Energy (BPT) strongly tipped to be
involved – but the question is, as an acquirer or a
target? It’s hard to tell. In gold, where there has been
quite a bit of activity recently, Saracen Mineral
Holdings (SAR) is thought to be an obvious target.

Lastly, in media, don’t be surprised if Ten Network
(TEN) attracts some M&A attention at some stage
this year – because brokers and analysts won’t.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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Shortlisted

by Penny Pryor

Despite ongoing negativity about the domestic
economic outlook, and overseas concerns with Putin
flexing his muscles, there is still some significant
good news at home.

For example over 80,000 full-time jobs were added to
the economy in February. It is possible that things
could be getting better, which would mean consumer
discretionary stocks are in for a little bit of a rise, in
the short-term at least.

Last week Charlie Aitken called a “boom” for
discretionary retail and singled out JB Hi-Fi. It’s
important to realise that calls like Charlie’s are not
necessarily for the long-term – i.e. he also mentioned
Myers and David Jones, which could do well if we do
see a pick-up in activity but would need some major
structural changes for them to be long-term i.e. five to
10 year holds.

This week Peter Switzer quizzed his Switzer TV
guests for their picks in the retail sector.

Senior analyst at Citi Research Craig Woolford has
been keeping an eye on the luxury retail sector in
Australia.

“[It’s] one of the [sectors] that we’re seeing
outperform, and contradict some of the challenges
that we see for some other big retailers,” he said.

He sees luxury spending as over a $5 billion market,
which is growing at double digits.

Craig also mentioned Super Retail Group (SUL) as a
company that is dealing with challenges in the retail
market well and Citi also has a buy on small retailer,
Speciality Fashion Group (SFH).

“They are dealing with, and grappling with, and
making changes for all these structural challenges

that are facing retailers,” Woolford said.

Morgan’s Simon Bond was a little harder to draw on
retail picks. He mentioned Woolworths as “expensive
certainty” and realestate.com even though it has had
a big run-up in price.

Peter Switzer also heard on the grapevine that UBS
added QBE  to one of its model portfolios – the broker
reaffirmed its Buy rating on the stock on 26 February
after its results.

And then early last week in an update, the broker said
about adding QBE: “While the CEO has had five
downgrades on his watch, this has at least left the
balance sheet $1.5 billion n stronger, with key reserve
metrics now at levels last seen in June 2008 and
interest rates potentially providing more upside over
the medium- term.”

But given the outcome of the Crimea vote this week,
Peter also says that insurance companies could be in
for a hiding if war talk escalates.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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The next chapter in the Sirtex story

by Roger Montgomery

After writing about Sirtex Medical Limited (ASX:SRX)
in the January 23 edition of the Switzer Super Report,
its share price is now hitting all time highs at $15.70
per share. As a reminder, Sirtex is an
Australian-based medical device business and its
core product, known as SIR-Spheres, has been
refined over the years to deliver a highly-focused
radioactive dose directly to liver cancers
(Hepatocellular Carcinoma, or HCC as it is also
known).

The story so far

HCC is the most common form of liver cancer, with
600,000 cases diagnosed each year; 19,000 in the
US, 54,000 in Europe and 390,000 in China, Korea
and Japan combined. The incidence of HCC is
increasing due to increased rates of chronic infection
with Hepatitis B and Hepatitis C in Asia, as well as
other factors, including iron overload, alcoholic
cirrhosis and some congenital disorders in the
developed world.

While chemotherapy has been the gold standard of
treatment for the disease since the 1960s, use of
SIR-Spheres is slowly gaining traction, and Sirtex has
recorded 38 consecutive quarters of growth in dose
sales. The volume increases since 2011 are
illustrated below.

Montgomery is looking for sales of 8,500 doses in the
year to June 2014, an increase of 1,200 or 16%
year-on-year, and with an average selling price of
around A$14,700 per dose – revenue should

approximate $125 million.

The future 

Can Sirtex achieve the aim of moving from salvage
therapy to first and second line treatment for liver
cancer sufferers?  With Sirtex dosage rates growing
at an average of 20% over recent years,
management has taken the logical step of spending
$60 million on five separate studies over a four to five
year period to support this ambition. If successful, we
are convinced the addressable market for Sirtex is at
least four times, and hence annual revenue of $500
million is a possibility.

The SIRFLOX trial of 532 patients focuses on
whether, in conjunction with Roche’s Avastin (US$5
billion per annum of revenue), there is greater
survival rate for first-line treatment of inoperable
liver-only or liver-predominant bowel cancer
metastases. This study, which is being conducted in
100 sites globally, is expected to be released in early
2015, and will coincide with the expansion of the
manufacturing facility in Boston and the construction
of the new facility in Frankfurt. Combined with the
Singapore manufacturing facility, the available
capacity (assuming two shifts per day, four days per
week) would be around 35,000 doses, or four times
the current annual sales.

Three other studies, FOXFIRE (490 patients in the
UK), SARAH (400 patients in France) and SIRveNIB
trial (360 patients in Asia) are well advanced in their
recruitment and the results should be available in
2016.  According to Professor Valerie Vigrain, head of
radiology at Hospital Beaujon in Paris, there is an
opportunity to ultimately combine a number of these
studies into a much larger one, comparing the
response at the many different stages of primary liver
cancer.
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A new standard

Assuming these results confirm the survival rate of
SIRT – Selective Internal Radiation Therapy – which
is crucial to the Sirtex investment case – the final
question is the speed in which the technology is taken
up by the interventional radiologists? For context, the
8,500 doses per annum represent little more than one
per cent share of the annual incidence of primary liver
cancer.

The ability and the time it takes to shift the thinking by
these medical practitioners from chemotherapy, as
the gold standard, to possibly include SIR-Spheres,
will be crucial in any investors’ assessment of Sirtex.
At a recent Selective Internal Radiation Therapy
Conference in Rome, the vital statistics were heading
in the right direction in terms of medical oncologists
either using SIR-Spheres or believing SIR-Spheres
could be elevated from salvage situations to
potentially first- and second-line treatment.

While medical science tends to be a very risky pond
to fish in, we are quietly confident the aforementioned
medical trials will support Sirtex’s transformation into
a much larger business.

(The Montgomery Fund and The Montgomery
[Private] Fund own shares in Sirtex Medical Limited.)

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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Buy, Sell, Hold – what the brokers say

by Rudi Filapek-Vandyck

Changes in stockbroker ratings for individual stocks
remain limited post an unusually active February
reporting season. Without exception, all changes
were of specific, individual character. Most active was
gold producer Alacer Gold, which attracted one
upgrade and two downgrades, following its market
update. Apart from company specific valuation and
risk angles, stockbrokers continue to differ on views
about the medium to longer-term outlook for the price
of gold bullion.

In the good books

Alacer Gold (AQG) was upgraded to Neutral from
Underperform by Macquarie. Alacer’s result showed
strong cash generation from continuing operations at
Copler, although a loss was booked due to the
discontinuation of Australian operations. A 2c
dividend was nevertheless paid. The broker is now
more positive on the upcoming sulfide definitive
feasibility study and while awaiting the outcome, has
decided risk is to the upside.

See also AQG downgrade below.

Arrium (ARI) was upgraded to Neutral from
Underweight by JP Morgan. The share price has
been dragged down recently by weakening iron ore
prices, highlighting the sensitivity of the stock, and JP
Morgan observes it is now below the target –
unchanged at $1.40. The rating is upgraded to
Neutral from Underweight but the broker retains the
view that there are few positive catalysts on the

horizon.

CSR (CSR) upgraded to Buy from Hold by Deutsche
Bank. Deutsche Bank considers the significant
leverage in the building products business, combined
with potential pricing power, suggests consensus
expectations for FY15 and FY16 are too low. The
broker believes the March price increases in
plasterboard, bricks, insulation and glass are more
likely to stick, with the current recovery in the housing
market.

Transfield Services (TSE) was upgraded to Neutral
from Underweight by JP Morgan. The company is
facing a number of headwinds – competitive pressure
and elevated gearing – but JP Morgan notes there’s
good progress on securing cost reductions and
winning work.

In the not-so-good books

Alacer Gold (AQG) was downgraded to Sell from
Hold by Deutsche Bank and to Neutral from Buy by
UBS. The result might have surprised on the upside
but Deutsch Bank analysts have a problem with the
price. Given the declining production profile from the
oxide project, on top of ongoing uncertainty around
sulfide development parameters, the stock appears
overvalued. The full year pre-tax profit was in line with
UBS forecasts and Alacer declared a US2c final
dividend, which UBS did not expect. UBS’s concern
is also with the share price which has had a 45%
increase since the beginning of 2014. Despite this,
the stock is one of the broker’s preferred gold
exposures for low-cost production and a strong
balance sheet.

See also AQG upgrade above.
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Energy Resources of Australia (ERA) was
downgraded to Underweight from Neutral by JP
Morgan. The longer-term fundamentals are positive
for price appreciation but the broker notes spot
uranium prices are still weak. While the broker has
lowered uranium price forecasts for the short term,
given inventory overhang, demand is expected to
recover in time, with China continuing to import large
quantities and Japan reiterating its commitment to
nuclear power.

The Reject Shop (TRS) was downgraded to Sell from
Neutral by UBS, following the resignation of the
managing director who will leave in June.

UBS thinks the store rollout could come to an end in
coming months, with new management likely to move
the focus to network optimisation. There is a risk that
during the leadership vacuum the company becomes
a takeover target.

Wesfarmers (WES) was downgraded to
Underperform from Buy by BA-Merrill Lynch. Merrills
has revised earnings forecasts, taking into account a
more subdued outlook for the industrial businesses
such as coal, industrial supply, chemicals and Target.
The forecast for FY14 is reduced by 5% and FY15 by
7%. The broker thinks Wesfarmers currently faces a
challenge because it has four businesses, out of
eight, where earnings are either going backwards or
underachieving relative to recent investment.

 

The FNArena database tabulates the views of eight
major Australian and international stock brokers:
BA-Merrill Lynch, CIMB, Citi, Credit Suisse, Deutsche
Bank, JP Morgan, Macquarie and UBS.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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Property continues to rise  

by Staff Reporter

Auction activity continued at a fast clip the past week,
with 2,289 auctions at capital cities across the
country. That put the weighted average clearance
rate at 72.4% for the nation, compared to 70.2% the
previous week, which was softer due to it being a
long weekend in Victoria. This time last year, the
weighted average auction clearance rate was 64.4%

Sydney recorded a clearance rate in excess of 80%
for the third time this year, with 82.7% for the past
week. Melbourne’s auction clearance rate was
67.9%, up slightly from the 67.3% the previous week
but the number of auctions rose significantly to 1,092
from 329.

Sydney, Melbourne, Brisbane and Adelaide all
experienced increases in home values over the week,
with Perth steady. The combined five capitals
average home value change was an increase of 0.6%
over the week, 3.1% for the year to data and 10.3%
for the past 12 months. Sydney has the greatest
annual change at 14.2% but Melbourne has

experienced the biggest calendar year to date
increase of 5.9%.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

13



Did you know?

I spoke to Gerry Harvey on my Switzer TV show recently and in this, the third part of our interview, he shares
some important tips for small businesses wanting to become larger businesses.
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