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Important Information

     This presentation has been prepared by CommSec for wholesale,
AFSL holding clients only. No individuals objectives, financial situation
or needs have been considered.

      Commonwealth Securities Limited ABN 60 067 254 399 AFSL 238814
(CommSec) is a wholly owned non-guaranteed subsidiary of
Commonwealth Bank of Australia ABN 48 123 123 124 and a
Participant of the ASX Group.

      Examples used in this presentation are for illustrative purposes only.
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ASX 200 – last 5 years



Is it a good time to get into Equities?

HURDLES to Overcome:
• EURO concerns

Greek Debt Issues – Government owned assets
Contagion Effect

• CHINA
Raising Interest Rates
Slowing Inflation / Growth – Prudent Model

• USA
Jobs Growth – slowing or increasing?
QE2 ceasing – QE3 or not to be?
US Slowing or Mid-Cycle Slowdown – Japanese effect?

• AUSTRALIA
RBA – rate rises? “CPI tracking close to target next 12 months”
Government Influence – New Tax's ?



Is it a good time to get into Equities?

Australian Sharemarket

MACRO issues holding back market

Rare Occasion – Company Profits are increasing; BUT Share Prices are decreasing

Market is not prepared to pay for Future Growth – Short Term Views

Companies:
BHP - FY11 earnings result should be up ~ 80%

- But share price only up around12%...FY12 PE: 8x.... 20 yr average: 15x

QBE - Should report profit up 50 – 60% as a result of higher investment returns
- Reason stock sold off in Feb 2010 was because of lower investment returns
- Share price sold off because of Catastrophe claims; Still within provisions
- Insurance margins still strongest in the Industry

TLS, Banks - P/E ratios......



Is it a good time to get into Equities?

Outlook for 2011-2012:

• GREECE / CHINA / USA / RBA

• Australian Consumer
AUD to settle back to parity off strengthening US Economy?
Rates possibly staying on hold – provide more confidence?
Online Leakage to slow-down after goods not as cheap online?
Consumer moves from inherent saver to spender again – albeit slowly!?
Unemployment Rate: Under 5% - STRONG!

• Trading Range to Continue: strong lead into Christmas
Will we break 5000 points?

• Hurdles to overcome; however can’t deny value in key Australian Companies at
present......



Portfolio Construction
“INVESTMENT PHILOSOPHY?”

Clear Methodology:

• Diversification: Helps to avoid single sector risk

• Weightings: Ideally between 4 and 15%; helps to avoid single stock risk

• Number of Stocks: Between 10 and 15 dependant on portfolio size

• Ratio analysis: Debt / Equity Ratio and Interest Cover – next slides...

• Consensus View: Determine research ratings on stocks then make own
decision

• Forecast Numbers: Use these numbers to tailor portfolio to clients objectives



Portfolio Construction
Company Fundamentals

a) Use 2 Major ratios
1) Debt / Equity Ratio (D/E)

– Net Debt / Total Equity = D/E ratio
– Indicate the companies level of borrowings
– High D/E represents the aggressive borrowing nature of the

company
– Since 2008, companies with high D/E have raised capital, sold

assets or demerged
– Prior to 2008 this was a different story....

2) Interest Cover (IC)

– EBIT/Interest Expense = Interest Cover
– Ability of the company to pay interest commitments. All stocks

must have a minimum interest cover of 2.5 times.
– The lower IC ratio the more concerned we are about the interest

expense.



Portfolio Construction

b) Consensus View
• Consensus is where Aegis has pooled other recommendations together
• We compare the consensus data to the Aegis recommendations
• If data is contradicting, we then do a full analysis

e.g./ Aegis has a Buy and Consensus is Sell
We will analyse the company from scratch
1/ We look at the balance sheet
2/ We look at other brokers assumptions
3/ We look at the company’s history and chart movements
4/ We make a full assessment

• Consensus is important because it explains what market perceptions and valuations are like



Portfolio Construction
c) Forecast Numbers
• We only use forecast numbers to formulate the portfolio – Income / Balanced / Growth clients

1) Earning Per Share Growth (%)

– Increase in EPS growth can mean higher profit and better return to
shareholders.

2) Dividends

– Most companies will pay out a percentage of earnings and keep
some for a rainy day

– Higher yielding stocks are generally in the Financial Sectors
– Resource stocks generally have lower yield

3) Franking Credits

– The company has paid the tax for you in Australia
– Franking credits may be good for Super funds and high marginal

tax individuals



Stock Comparison
JBH vs HVN
• JBH: One of the lowest ‘Cost of Doing Businesses’ in Sector: No Warehouses.
• JBH: Lower margins: High Volume = Cheap Price Products!!
• JBH: Proven throughout GFC; can increase Dividends
• HVN: Franchise Model not working; one stop shop not working; whitegoods

suffering
• HVN: Idle Inventory
• HVN: Decreased Dividend throughout GFC

QBE vs IAG
• QBE: Globally diversified
• QBE: Insurance Margins nearly double IAG – prudent risk management policy
• QBE: One of few companies in ASX 100 with a team solely focussed on

acquisitions.
• IAG: Locale predominantly Australia and New Zealand: impacts of QLD/NZ

disasters
• IAG: Decreased dividend in 2008 / QBE maintained or increased



Stock Comparison
BHP vs BSL
• Iron ore is a subset of Steel production
• China demanding large amounts of Iron Ore, thus producing Steel;

HOWEVER....

• BSL: China have their own steel mills producing steel; so BSL need to look to
the domestic market...

• BSL: And there is not a huge amount of demand for construction at present =
BSL struggling

• BHP: Coverage across most base metals and commodities
• BHP: Where iron ore prices may decrease, BHP may benefit from increase in

Oil
• BHP: Have what China want
• BHP: May look to more capital management (more Buy-Backs), due to large

amount of surplus cash they should generate



Research Report



Research Report



Conclusion

• Hurdles and Opportunities

• Methodology and Portfolio Construction

• Stock Comparisons

• Research

• Next Steps........



Next Steps

Contact Thayne Turley or Angela Quarrell to have
your Portfolio reviewed

Thayne Turley –  Financial Planner
Angela Quarrell – Financial Planner

03 5330 7200


