F

32 THE WEEKEND AUSTRALIAN, FEBRUARY 4-5, 2012

WEALTH
WE E KE N D E D I T I O N

Edited by Andrew Main

AUSTRALIAN SHARES LOOK UNUSUALLY
“CHEAP
IF YOU BELIEVE THE GLOBAL
ECONOMY WILL MUDDLE THROUGH ”
DON STAMMER
Our must-read columnist is back in our new look weekday WEALTH section

NOW OUT ON TUESDAYS

Housing,
China the
big risks
for 2012

T I M BOREHAM
CRITERION

PRODUC T
WATCH

Microequities High Income
Value Microcap Fund
WHAT IT DOES: Specialist manager of micro-cap

stocks, Microequities, will next month launch the
Microequities High Income Value Microcap Fund,
which will invest in undervalued Australian microcap companies that also pay a high dividend yield.
Microequities defines ‘‘microcaps’’ as companies
valued at $250 million or less on the Australian
Securities Exchange: the manager says there are
1500-1600 companies in this range, of which about
300 are profitable industrial businesses. The fund will
invest in a concentrated portfolio of 12-20 stocks that
it believes possess proven, profitable business models
with strong likelihood of profit growth; and which it
reckons are trading on dividend yields of net 7 per
cent (grossed-up 10 per cent) or better, based on the
manager’s forecast of earnings and dividends.
COSTS: The annual management fee is 1 per cent.
There is also a performance fee of 20 per cent of any
capital gain, subject to the fund reaching a high
watermark (a new high valuation). The fund must hit
a new high watermark at the end of each month for a
performance fee to be charged in that month. The
minimum investment amount is $50,000.
Applications close on March 16.
WHAT WE LIKE: It has a strong performance
record in the microcaps sector. Its Deep Value
Microcap Fund, launched in March 2009, has earned
more than twice the return of the S&P/ASX All
Ordinaries Accumulation Index since inception.
WHAT WE DISLIKE: The juicy yields the manager
has identified will lessen if the stockmarket enters a
strong recovery. Investors would still pick up the
capital gains, but the carrying yield — the yield the
portfolio is actually attaining — will drop.
LAST WORD: Microcaps is a specialist sector with
potentially very large capital gains. This manager is
adding a yield component to this attribute.

Fund manager Erik Metanomski
believes the best way to grow your
money is to look for deep value

BHP Billiton (BHP) $37.60
Rio Tinto (RIO) $70.50
CRITERION plays it safe today with an over-theodds quota of mining content, just in case Gina
Rinehart also covets a stake in The Australian’s
owner, News Corporation. And what better topic
than resources given tidings of a possible $80 billion
merger between Xstrata and 34 per cent owner
Glencore, which has sparked talk of a shake-out of
global mining’s big end.
One theory is that BHP Billiton and Rio Tinto
won’t idly stand by and allow a ‘‘Glenstrata’’ to
dominate thermal coal. Research house Fat Prophets
believes Xstrata would be receptive to third-party
entreaties given the inferior contribution — less than
20 per cent of earnings — Glencore would make to a
supposed merger of equals. ‘‘Xstrata is certainly in the
driving seat and there will need to be a large dose of
sweetener to get the deal over the line,’’ it says. In
reality, it’s all a bit hard given global regulatory
hurdles, as BHP discovered when it tried to subsume
Rio. And there’s also the wee impediment of Xstrata
being 34 per cent owned by Glencore already. But if
anything, Glencore’s approach highlights how
mining houses are being discounted out of fear of a
Chinese-inspired commodities retraction.
If BHP and Rio were valued at current spot iron
and coal prices, they would hardly be trading on
lowly earnings multiples of less than 10 times.
Broker Citi suggests there will be a seachange as
investors rerate mining stocks for higher yields,
rather than on capital growth prospects. Citi expects
investors to have their eyes firmly on the cash when
Rio reports its calendar 2011 numbers next Thursday.
The firm believes Rio has the scope to pay a dividend
of $US1.86 a share, 72 per cent ahead of last year (the
firm pencils in $US1.24 a share). This would put the
stock on a 2.6 per cent yield — not quite bank
territory but heady by resource sector standards.
‘‘The upside potential in the stock depends on
financial prudence and handing back to
shareholders,’’ Citi says. Meanwhile, dividend
tightwad BHP is tipped to increase its interim payout
to US54c a share compared with US46c previously,
despite earnings coming off a tad.
We rate Rio Tinto a hold after a recent share run;
BHP is a long-term buy.

Hot Rock (HRL) 5.5c
TURNING to the spurned geothermal sector, Hot
Rock has done well to seal a deal, headline value of
‘‘up to’’ $200 million, with the world’s biggest geoenergy producer. Energy Development Corporation
(EDC) of the Philippines will fund drilling on four of
Hot Rock’s 20 projects — two each in Chile and
Peru’s Rim of Fire territory — to the tune of $US12m
each. EDC acquires 70 per cent of each project and
then Hot Rock chips in only if the projects are proved
commercial. ‘‘It puts a line underneath the company,’’
Hot Rock executive chair Mark Elliott says. ‘‘The
funding risk has been removed.’’
An overlooked distinction is that Hot Rock’s
ventures are based on conventional geothermal (ie
steam from volcanoes) rather than ‘‘hot rocks’’, which
is unproved and involves the contentious hydraulic
fracturing method. The lack of commercial hot-rock
success has fazed investors as well as the federal
government, which has bestowed generous grants for
little return. Hot Rock shares were unchanged
yesterday. Spec buy.
Disclosure: the author owns shares in BHP and Rio
borehamt@theaustralian.com.au
The Australian accepts no responsibility for stock
recommendations. Readers should contact a
licensed financial adviser. The author does not
hold shares in the other stocks mentioned.

NICKI BOURLIOUFAS

ERIK Metanomski is a fund
manager who doesn’t like
market noise, which he says can
cloud an investor’s judgment.
That’s one of the reasons he lives
in Adelaide, where he says he
can think more clearly about
companies and make money for
his clients.
Metanomski is a portfolio
manager at Lanyon Asset Management, which was founded in
2010 by investment manager
David Prescott. Lanyon manages money for institutions as
well as retail investors. While it
has less than $50 million in
funds under management,
Metanomski is confident the
business will grow towards
$300m in coming years given its
strong performance.
‘‘Funds under management
have been growing steadily and
we intend to close off this business to new funds at somewhere
between $250m and $300m. We
expect that to happen over the
next one to three years.
‘‘If we keep producing the
returns that we’ve been producing, the funds will come.’’
Since its inception on July 1,
2010, the Lanyon Australian
Value Fund has returned
20.6 per cent, compared with
1.4 per cent for the All Ordinaries Accumulation Index. Last
year it returned 10.8 per cent
versus -11.4 per cent for the overall market. Lanyon employs a
‘‘deep value’’ approach, investing in securities listed on the
Australian Securities Exchange.
That means it buys companies it
thinks are trading at a steep discount to their real value.
The business started after
Prescott approached Metanomski to co-manage the fund given
his experience at MMC Asset
Management, which Metanomski founded and where he managed the Value Growth Trust
from 1993 to 2005. During that
time, the fund produced gross
returns of approximately 25 per
cent compound per annum,
compared with 12.9 per cent for
the overall sharemarket.
‘‘Those
returns
were
achieved by a strict adherence to
the deep-value approach,’’ says
Metanomski.
‘‘David Prescott approached
me after studying my record and
investment philosophies at
MMC as he was looking to build
a boutique deep-value fund
management business, which is
how Lanyon started.’’
Metanomski says his job is
easier than it might look, given
there isn’t that much value to be
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found in the local sharemarket,
despite steep price falls.
‘‘The number of companies
out there of really good quality is
pretty finite. I start off by looking at a company’s financials to
see if they’ve met our prerequisites and most get discarded into
the bin pretty quickly.
‘‘What we do see out there are
a lot of value traps, such as in the
retail, media, manufacturing
and banking sectors.’’
Value traps are simply defined as stocks that look like
good value because they have
come down a long way from
their highs, but which have an
overlooked reason to be cheap.
Lanyon’s largest holding is
Telstra, ‘‘which we think is still
good value given the company
will be able to pay a fully franked
dividend of at least 28c a share
for the next three to five years’’.
He says the market has also
underestimated the value of the
National Broadband Network
payments.
Other top holdings include
Pro-pac Packaging, which
manufactures and supplies
packaging materials and services, Village Roadshow and
Australian Education Trust, a
listed property trust investing in
childcare properties in Australia
and New Zealand.
Metanomski expresses caution about bank investments.
European debt woes, slowing
global and local economic
growth and household deleveraging are expected to take their
toll on bank earnings.
‘‘Banks will be severely challenged by a very long-term
deleveraging cycle that will
make it much more difficult for
banks to grow their loan books
and maintain their margins.
‘‘House prices will most likely
continue to fall which will impact on the economy, consumer
sentiment and the banks’ profitability. The biggest component
of the average bank’s loan book
is residential home loans, so a
period of falling house prices
will make it difficult, if not impossible, for banks to sustain
their earnings.
‘‘The great white hope of the
real estate industry is for further
decreases in interest rates but
this has not helped other areas
of the world impacted by housing bubbles such as Ireland,
Spain, the US and Japan. Their
house prices have continued to
fall while interest rates have
fallen to pretty much unprecedented lows.
‘‘Eventually what is over-
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Fund manager Erik Metanomski warns of a very real danger of a hard landing in China

‘The number of
companies out
there of really
good quality is
pretty finite’

‘The banks have
bordered on
absolute
dishonesty in
the way they
have reported
their profits’
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The person sought for the position will have had experience as a Catholic
Secondary School Principal and will demonstrate the following: a clear
understanding and appreciation of Catholic education and its ethos; knowledge
and awareness of national educational issues and policy; interest in policy
development; ability to operate independently; excellent written and oral skills;
research skills; the ability to liaise with a range of stakeholders/entities and
represent CaSPA in a lobbying environment; an awareness of ASIC accountability
requirements for a company; computer skills; and ﬁnancial literacy.

To deliver long-term financial and environmental
sustainability, a leading QLD utility provider is
appointing two roles to drive organisational growth
and foster non-regulated revenue streams:

Executive Director, Strategy & Growth
Business Development Manager

Salary and conditions will be negotiated with the President and Board.

For further information and an application form please contact the CaSPA
President, Mr. Daryl Hanly, at this address:
Mr. D Hanly, Principal
St Joseph’s Nudgee College
PO Box130
Virginia QLD 4014
dhanly@nudgee.com
Ph: 07 38650401
Fax: 07 38650415

Applications close: Wednesday, February 22, 2012.
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Commencement date – April 2012.
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Details about these cutting-edge opportunities
on page 1 of today’s Weekend Professional.

valued will correct; on that history is unequivocally clear.
‘‘Some home owners will be
faced with negative equity and if
there is a rise in unemployment,
some more vulnerable home
owners will default on their
mortgages, particularly those
first-home buyers who bought
at the top of the market.’’
Any future losses in property
prices will add to those already
sustained by home owners. The
Australian Bureau of Statistics
reported this week a nationwide
fall in house prices of 4.8 per cent
in the December 2011 quarter
from a year earlier.
‘‘I think the banks are failing
to allow for poor-quality loans
on their books. They have bordered on absolute dishonesty in
the way they have reported their
profits in recent times.
‘‘The majority of their profit
increases in the past four to five
reporting periods have come
from decreasing provisions for
bad loans. Given the nature of
the world, any prudent business
manager would be taking precautionary steps and increasing
provisions, rather than decreasing provisions for bad debts.
‘‘So I think there is a difference between the big banks’ true
profitability and the profitability
they are reporting.’’
Metanomski also avoids the
resources sector. He predicts

falling commodity prices as
global growth slows, which will
depress their earnings.
‘‘I expect commodity prices
will come under significant
pressure over the next few years
due to global deleveraging, a
shortage of credit and the difficulty miners will face in funding
big projects. A lot more supply is
coming on stream following the
commodity boom, so we expect
the earnings of mining companies to be challenged.’’
Backing up this view is an expected deterioration in China’s
output. ‘‘The proportion of
China’s GDP generated by government expenditure has been
between 50 to 60 per cent over
the past few years, which has led
to a huge amount of overcapacity and a property bubble.
‘‘It’s an unprecedented level
of spending. There are empty
cities all over China, underutilised airports and trains, and
they are still building. This investment can’t be sustained over
a long period of time.
‘‘History tells us events and
distortions of this magnitude
generally end badly.’’
Metanomski says preservation of capital is a key objective of the fund. ‘‘The key to
prospering in the sharemarket is
not so much your good years but
in ensuring that you do not give
it all back in the bad years.’’

ETFs on the retreat as
stockmarket declines
ANDREW MAIN

AUSTRALIAN exchange-traded
funds saw their first reduction in
funds under management in seven
years in 2011, according to
Morningstar, although that was
more about the weak equity
market than any other factor.
Funds under management
dropped back from $5.15 billion to
$4.82bn between December 2010
and December last year, the market watcher said, reflecting the fact
that Australian equities retreated
almost 14 per cent over that period.
This is despite the number of
ETFs on issue in Australia climbing steadily.
Jonathan Morgan, business development manager at ASX, said
listings climbed last year from
about 40 to 61 at the end of the
year, with the expectation that
there could be more than 90 listed
by June of this year.
Clearly, ASX is keen to see that
market grow, given the relatively

small scale of ETFs in Australia
compared to other countries such
as the US. Its biggest concern is
liquidity.
The long list of new issues,
which, by the way, includes an
ever-diversifying list of metal, soft
commodity and fixed-interest
ETFs, belies the fact that just a
handful of ETFs do most of the
trade. Just three of them —
SPDR’s S&P/ASX 200 ETF (coded
STW), BetaShares’ US dollar ETF
(USD), and SPDR’s listed property
ETF (SLF) captured 53 per cent of
trades in December. In October
that figure was 70 per cent.
The best-performing ETF in
December was BetaShares’
hedged agricultural ETF, which
climbed 5.12 per cent during the
month.
Morningstar’s co-head of fund
research Tim Murphy warned that
such an ETF tended to do that.
‘‘It is not uncommon for commodity ETFs to feature at the top
or bottom of short-term performance tables,’’ he said.

Question: In 2006, I invested
in a Timbercorp almond
plantation at the
recommendation of my
financial planner.
Timbercorp went broke and I
want to know what the
likelihood is of getting any
money back and when?
ANSWER: Timbercorp was one of the largest
providers of managed investment schemes during
the 1990 and 2000s investing in agribusiness.
The investments available ranged from bluegum
plantations to olives, almonds and other
horticultural projects.
Agribusiness schemes were attractive to investors
and financial planners for a number of reasons, not
limited to just the tax benefits. Timbercorp was
placed into liquidation in 2009.
Regrettably Timbercorp and a number of other
high-profile collapses have seen investors lose their
investments, with little hope of getting a return
commensurate with their investment.
The investment you refer to was liquidated by
creditors and the land and trees were sold to Olam
International Group for $128 million in 2009.
The proceeds of the sale have been held in trust
since then.
Distribution of any proceeds to growers and
creditors has been delayed pending various appeals.
A number of class actions were brought against
the former Timbercorp directors and responsible
entities for non-disclosure in relation to solvency of
the business and the viability of the projects.
All of which, essentially, has delayed resolution of
what investors will get.
ANDREW HEAVEN

ONLINE Visit the Wealth section at
www.theaustralian.com.au to send your questions,
which will be answered by Andrew Heaven, an AMP
financial planner at Wealth Partners Financial
Solutions

SIMONE DALTON

A Timbercorp plantation

