


Wh t f t ?Why use ten year forecasts?
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O f t ?One year forecasts?
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Why 10 year forecasts?
Australian EPS Growth 

1 year v s 10 year
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Forecasting EPS growth….
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How fast can companies growHow fast can companies grow 
their earnings?g
Aus GDP v EPS Growth
10 year rolling returns0 yea o g e u s
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Earnings growth lags GDP
GDP Growth v Dividends Growth 1900 - 2000

Country Real Div 
Growth %pa

Real GDP
G th%

Dilution
%Growth %pa Growth%pa %pa

Australia 0.9 3.3 -2.4
Canada 0.3 4.0 -3.7
Ireland -0.8 2.3 -3.1
South Africa 1.5 3.4 -1.9
S d 2 3 2 5 0 2Sweden 2.3 2.5 -0.2
Switzerland 0.1 2.5 -2.4
UK 0.4 1.9 -1.5
US 0.6 3.3 -2.7
Average 0.7 3.0 -2.3

farrelly’s



Could this go on?
Australia : Profits as a share of GDP
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Capitalism at work…
Aus EPS Smoothed v Actual
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What happens to forecasts whenWhat happens to forecasts when 
earnings collapse?g p

Aus EPS Smoothed v Actual
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Forecasting PEs….
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Wh ill PE’ b i 2019?Where will PE’s be in 2019?
Australian PE's vs InflationAustralian PE s vs. Inflation

1961-2008
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Wh ill PE’ b i 2019?Where will PE’s be in 2019?
Australian PE's vs InflationAustralian PE s vs. Inflation

1961-2008
24

18
20
22
24

14
16
18

ra
tio

8
10
12PE

 

4
6

0% 5% 10% 15% 20%

farrelly’s
0% 5% 10% 15% 20%

Inflation



US GDP v EPS Growth
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Earnings growth is meanEarnings growth is mean 
revertingg

US Equities
EPS smoothed v Actual
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12 year no growth forecast
US Equities

EPS smoothed v Actual

80
90

100

50
60
70
80

20
30
40

0
10

1981 1986 1991 1996 2001 2006

farrelly’sactual Smoothed



US pre tax profitability was close toUS pre-tax profitability was close to 
post war highs…p g
US : Profits as a share of GDP
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but has fallen rapidly to lowbut has fallen rapidly to low 
levels…

US : Pre taxProfits as a share of GDP
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US PE vs Inflation 1961-2008
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Rent as a share of total income
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Distributions have collapsed
A REIT Income Distributions 
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The sad story of GPT…
NAV New 

issue 
price

Shares 
on 

issue

Gearing Div/
share

Share 
price

Mar 08 3.68 2.2 47% 29.1 3.00

Sep 08 3.68 2.2 47% 16.4 1.90p
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The sad story of GPT…
NAV New 

issue 
price

Shares 
on 

issue

Gearing Div/
share

Share 
price

Mar 08 3.68 2.2 47% 29.1 3.00

Sep 08 3.68 2.2 47% 16.4 1.90p

Oct 08 2.09 0.60 4.4 42% 8.4 1.53
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The sad story of GPT…
NAV New 

issue 
price

Shares 
on 

issue

Gearing Div/
share

Share 
price

Mar 08 3.68 2.2 47% 29.1 3.00

Sep 08 3.68 2.2 47% 16.4 1.90p
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The sad story of GPT…
NAV New 

issue 
price

Shares 
on 

issue

Gearing Div/
share

Share 
price

Mar 08 3.68 2.2 47% 29.1 3.00

Sep 08 3.68 2.2 47% 16.4 1.90p

Oct 08 2.09 0.60 4.4 42% 16.4 1.53

Dec 08 1 43 4 4 47% 8 4 0 92Dec 08 1.43 4.4 47% 8.4 0.92

May 09 0.86 0.35 9.3 37% 4.0 0.46
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The sad story of GPT…
NAV New 

issue 
price

Shares 
on 

issue

Gearing Div/
share

Share 
price

Mar 08 3.68 2.2 47% 29.1 3.00

Sep 08 3.68 2.2 47% 16.4 1.90p

Oct 08 2.09 0.60 4.4 42% 16.4 1.53

Dec 08 1 43 4 4 47% 8 4 0 92Dec 08 1.43 4.4 47% 8.4 0.92

May 09 0.861 0.35 9.3 37% 4.0 0.46

Dec 09 0.602 ??? 51% ???

1.    Average cap rate  6.5%

farrelly’s
2.    Average cap rate 7.5%, exit offshore ventures for nil consideration



The top ten A-REITs…
Change in distribution since 2007

2009 20101

Westfield Group -13% -9%Westfield Group -13% -9%
Stockland -21% -52%
GPT Group -75% -78%
CFS Retail Property Trust 8% -2%
Dexus Property Group -32% -48%
Mirvac Group -76% -74%p 76% 74%
Commonwealth Property Office -13% -37%
ING Office Fund -14% -64%
Macquarie Office Trust -73% -73%
Goodman Group -50% -78%

farrelly’s
1.    Aegis/PIR estimates



Is it over yet?

• Credit markets re-opening
• Covenants ok
• What is a sustainable level of• What is a sustainable level of 

gearing?
– What does the market think? 
– What do management think?g

farrelly’s



Forecast LPT yields are alignedForecast LPT yields are aligned 
to inflation…

Yields on LPTs vs model
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Can we rely on the forecasts?

• Track record?
• How long do we need to wait?
• How accurate do we have to be?• How accurate do we have to be?

farrelly’s



Using the rear view mirror!
US Equities: 

Using the past to forecast the future g p
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US eq it ret rnsUS equity returns
 Actual v Forecast,  10 yrs ending
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 Australian Equities
Actual v forecast, 10 Yrs ending, g
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Listed Property: Forecast v actual
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It may take a while…
Australian Equities

Forecast premium 6+%
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It may take a while…
Australian Equities

Forecast premium <0%
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"Watch a pro football game and it'sWatch a pro football game, and it s 
obvious the guys on the field are far 
faster, stronger and more willing to bear g g
and inflict pain than you are. Surely you 
would say, 'I don't want to play against 
those guys!'those guys!

Well, 90% of stock market volume is done by 
institutions, and half of that is done by theinstitutions, and half of that is done by the 
world's 50 largest investment firms, deeply 
committed, vastly well prepared -- the 

t t f bit h i th ldsmartest sons of bitches in the world 
working their tails off all day long. You 
know what? I don't want to play againstknow what? I don t want to play against 
those guys either.“

Charles Ellis – Chairman Yale Endowment
farrelly’s



Asset allocation process

1. Forecast returns of asset classes
2. Forecast risks of asset classes
3. Trade off risk and return to create3. Trade off risk and return to create 

model asset allocations
4 Match model allocations to client’s4. Match model allocations to client s 

profile
5 I l t ti5. Implementation

farrelly’s



Risk of not meeting cash flowRisk of not meeting cash flow 
needs

• Main problem is insufficient, real, 
long term returns

• Anxiety along the way also an issueAnxiety along the way also an issue
– Volatility

V l tilit f i– Volatility of income
– Familiarity with the assets

• Liquidity easily managed

farrelly’s



10 Year Forecasts
as at October 2000

Asset Dividend EPS PE Central
Yield Growth Effect Forecast

Australian  Equities 4.5% 5.0% -1% 8.5%

US  Equities 1.0% 6.0% -1% 6.0%

LPTs 8.5% 1.0% 0% 9.5%

Bonds 6.0% 0% 0% 6.0%

farrelly’s



Pessimistic 10 year forecasts
as at October 2000

Asset Dividend EPS PE Pessimistic 
Yield Growth Effect case

Australian  Equities 4.5% 2.0% -4.0% 2.5%

US  Equities 1.0% 2.0% -7.0% -4.0%

LPTs 8.5% -2.0% -1.5% 5.0%

Bonds 6.0% 0% 0% 6.0%

farrelly’s



Pessimistic forecasts…
 EPS Growth %pa
(10 years ending)
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Pessimstic…
Real EPS Growth %pa

(10 years ending)
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P i i ti f t
Australian PE's vs Inflation

Pessimistic forecast….
Australian PE's vs. Inflation
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Pessimistic 10 year forecasts
as at February 2009

Asset Dividend EPS PE Pessimistic 
Yield Growth Effect case

Australian  Equities 7.6% 0.0% 0.0%1 7.6%

World  Equities
- Currency

3.6%
0.9%

0.0% 0.0%2 4.5%

LPTs 9.3% -2.0% 0.0% 7.3%

Bonds 4.5% 0% 0.0% 4.5%

1 PE stays at 10 9

farrelly’s
1. PE stays at 10.9

2. PE stays at 10.4



Really pessimistic forecasts…

US GDP v EPS Growth (Real)
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P i i ti f t
Australian PE's vs Inflation

Pessimistic forecast….
Australian PE's vs. Inflation
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Really pessimistic 10 year forecasts
as at February 2009

Asset Dividend
Yield

EPS
Growth

PE 
Effect

Pessimistic 
case

Australian Equities 5 0% 4 0% 0 0%1 1 0%Australian  Equities 5.0% -4.0% 0.0%1 1.0%

World  Equities
Currency

2.7%
0 0%

-4.0% 1.8%2 0.5%
- Currency 0.0%

LPTs 4.6% -6.0% -4.0% -5.4%

Bonds 4 5% 0 0% 0 0% 4 5%Bonds 4.5% 0.0% 0.0% 4.5%

Cash 1.0% 0.0% 0.0% 1.0%

1 PE stays at 9 5

farrelly’s
1. PE stays at 9.5

2. PE moves to 10.0



Risk is chance of not meetingRisk is chance of not meeting 
cash flow needs

• Multi faceted
• Concentrate on long term 

uncertaintyuncertainty
• Forecasting process helps develop 

f ibl trange of possible outcomes

farrelly’s



Di l iDisclaimer.
This presentation has been prepared on the basis that it is only p p p y
for the exclusive use of the person for whom it was provided.  
Although information is derived from sources considered and 
believed to be reliable and accurate, farrelly’s, it’s employees,believed to be reliable and accurate, farrelly s, it s employees, 
consultants, advisers and officers are not liable for any opinion 
expressed or for any error or omission that may have occurred 
in this presentation Any forecasts included are reasonablyin this presentation. Any forecasts included are reasonably 
believed to be reliable based on current information but due 
to our inability to predict future events with certainty, they 
cannot be guaranteed This presentation is of a general naturecannot be guaranteed. This presentation is of a general nature 
only and has been prepared without taking into account any 
persons particular investment objectives, financial situation or 

ti l dparticular needs.

farrelly’s




