Seminar Notes – 14/15 October 2008

OH1

Welcome to today’s seminar and I appreciate you committing the time to attend.

We live in interesting times.

OH2 – key message is that this is not advice.  We need to sit down one-on-one.

OH3  re current markets

Debt has been a big issue for many years – eg started 25 years ago.  You can only live beyond your means for a certain time.

Sub-prime – loans to people with poor abilities to repay.

NINJA loans;  Gov encouraged it – Freddie Mae and Fannie Mac were directed by the US Gov to have a set % of loans to lower income earners

CDOs- collaterised debt obligations; bundled loans together and then on-sold to other Banks.  Mono-line Insurers gave them ratings so Super Funds could buy them.  And Fin Institutions also used them as an asset to borrow against – gear up – buy more..

Bank Greed – world-wide.

Lower Confidence.

Defaltion – asset prices and other prices decrease. Depressions - the 1930’s

Inflation – rising prices – hard to put back in the cage.  Zimbabwe, STh America

Stagflation – inflation and a stagnating economy.  The 1970’s

But…Aust not as bad as some – the UK

OH4

OH5

The 4 most dangerous words ……

OH6

Always ask ourselves – why

Read them.  Sporting analogy – you don’t need to win the game in the first 5 minutes – especially a Test Match!

OH7

A very relevant quote.

Some sharemarket quotes.  The first 2 are Warren Buffett’s; the third is mine!  I got Fox at home for the Olympics and then found Fox Sports had no Olympics.  I have only twice watched Bloomberg – but it was quite entertaining – like a reality TV show in Trading Room floor- and you could flick to 4 specialist Wall Street Channels.  Fox, CNNCB etc.

OH8

You do not want to buy in a bubble – ie when assets are overpriced.  This is always obvious in hindsight but we can find good and bad times for long-term investing

OH9 This is not crucial and no pint is being made – in fact it is fairly random the duration extent etc of bear markets.

Now to the core issues to achieve our goals

OH 10

Structure – tax driven – eg super and super pensions

OH11

You will be familiar with the bucket diagram.  

The vertical line is crucial – must segregate short-term from long-term investments.

OH12

RHS – we consume and use those funds and then replace them.

The LHS is about getting the right asset mix for best long-term returns.   The sub-goal is replenishing cash through distributions and rent but main goal is solid dependable long-term returns

This leads to one of my favourite overheads:

OH13

Real returns – ie excess over inflation

Historically it is sound – the Table has historical data for the percentages.

Theoretically sound too.  Academics like it.  In the long-term Banks will pay less interest on Term Deposits than the interest they receive from Mortgages.  The Banks make a margin.  And Banks will ensure they only have Mortgages with good Properties or good businesses that, by their definition, have to increase in value at a higher rate than the Mortgage rate.

Now to a very relevant quote:

O14

Crucial issue is to retain solvency in irrational markets.  We are OK.  Plenty of funds to cover short-term needs and that section of the bucket gets replenished with dividends etc.  Solvent for many, many years.

OH15

Back to theLHS side of the bucket and how do we allocate and choose the assets.  

This shows 60/30/10.  ie 60% in Aust Shares; 30% in Intern Shares and 10% in propert.

I like Aust Shares over intern Shares because of the franking credits – ie The Aust Gov gives back the co. tax.

I like Intern Shares because they cover a wider range of businesses.  And also some pockets of great opportunities in the world.  Good chance to outperform.

Commercial Listed Property is a lot more attractive now than it was.  But so are shares and I would rather buy some quality businesses now.

Head towards 50/50 now.

OH16

re cash – maybe go back to previous OH.  Cash will never win in L/T but it can be useful and the stock-pickers can sit back and hold Cash.

OH17

Consider selling a house you do research, plan it and have a time frame – normally months.

In selling a house you would check other sellers, consider who may be buyers, consider previous sales and current houses on the market etc etc.  ….but people selling shares often just call up and accept what a broker says.  They’re not treating the sale as part selling or buying a business.

OH18

OH19

To stock specific decisions

OH20,21

Back to broad matters

OH22

These are the fundamental drivers – based on expected profits.

The sentiment aspect is where traders change their mind about how much they’re prepared to pay for $1 of profit.

OH 23

The value of the business hasn’t changed but sentiment has.  People are prepared to pay more (or less) for each $ of profit.

OH 24

Sentiment is less significant.

The main driver in the long-term is the profits and earnings of the business.

OH25

Read

Point 2 – very relevant for our model – we need to get the long-term right.  We need to solid dependable long term returns to achieve our goals.  

Our short-term funds are all Cash and Term Deposits – no forecasting needed.

Point 4 is crucial.  – white board – starting point

NB this is why the market volatility should not change retirement plans.  A lower capital base but we are still heading to the same point.

Now to a few general charts to understand the current market.

OH26

Wealth surge- NB Debt is huge too

OH27

Inflation determines PE ratios

OH28

Profits and sharemarkets – key overhead

Either profits will decrease or Index increases.  Or a bit of both.

Broad matters

OH 29,30,31 

The “real” returns are the returns in excess of inflation.  Australia has a good long-term performance record.  There are negative return periods for Asut, US and the world.

This info cam from Walter Scott investors in Edinburgh and their message was that shares and International Shares do well in the long-term.

OH32

A great economic advantage is trade and a follow-on from that is globalisation.

Go thru it column by column.

Trade is good for everyone.  Economically better than subsistence existence.

Now to wind up

OH33

Review plans in light of this.

OH34

I used this is last years’ seminar - May 2007.  Maybe it is still true.

Maybe not…..

What is the worst that could happen?  What could go wrong

OH35

Banks freeze – I do not understand it all – but Gov can print money – they could buy banks and/or lend if Banks won’t lend.

Downward cycle dangerous.  This is a major concern.  Fear or Greed.. Fear is wining at the moment.   Cycle.

Inflation

OH36

Read

An important quote

OH37

OH38.

