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DIVIDEND
DETECTIVE

ADRIAN EZQUERRO

COMPANY: Korvest
ASX CODE: KOV
SHARE PRICE: 6.24
INDUSTRY: Industrial services
FORECAST FY2012 DIVIDEND: 50c
(fully franked)

Healthy
returns in
Korvest
pipeline

KORVEST is one of Australia’s
largest manufacturers and
suppliers of cables and pipe
support systems, galvanising
services and industrial walkway
systems.

Based in Adelaide, KOV is an
industrial services business that
has grown steadily since listing
on the ASX in 1970.

The business comprises five
specialist divisions; EzyStrut,
Indax, Korvest Galvanisers,
Power Step and Titan
Technologies.

Through these divisions it
services a broad spectrum of
clients in the construction,
infrastructure and resource
industries.

Although it is still a small cap
company, liquidity has
improved as a result of the sell-
down of the 47.8 per cent stake
previously held by Hills
Holdings (ASX: HIL) early this
year.

KOV remains in a financially
sound position, highlighted by a
strong net cash balance sheet.
Both cash flow and profitability
have been historically
impressive, with the company
averaging a normalised return
on equity in excess of 20 per cent
over the previous five years.

Chairman Peter Stancliffe’s
recent AGM update painted a
positive outlook for the
company. New orders from the
oil and gas industry, coupled
with an improvement in both
the current operating
environment and pipeline of
available work, have KOV
relatively well placed to deliver
earnings growth in the near to
mid term.

As such, KOV management
noted their expectation for the
first half to be ‘‘in the range of
30-45 per cent better than the
second half FY2013 result’’.

KOV recently declared and
paid a final dividend of 20c per
share.

This continues a wonderful
long-term track record of paying
out a significant income stream
to shareholders, having paid out
dividends consistently for
decades.

We believe KOV is currently
trading around fair value but an
upside may exist if the company
continues to convert the good
level of tender opportunity
currently apparent across most
of its core markets.

However, as a result of its
high payout ratio and the slow
downwards grind of cash and
term deposit rates, it may attract
more income-focused investors.

Indeed, a purchase at the
current market price would
provide investors with a sound
yield of about 8 per cent, fully
franked.

Adrian Ezquerro is an analyst at
Clime Investment Management.
He owns shares in Korvest.

Amonth is a long time
in sequencing risk

TONY
NEGLINE

The joys of reinvesting dividends

Source: www.atcbiz.com.au
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ONCE you’ve understood
sequencing risk, you can see that
what you get out of an
investment is actual returns and
not a notional average.

No financial market performs
as planned and preparing for
retirement means minimising
the risk of being blind-sided by
unforeseen events.

To show what sequence risk
means, and what it actually
impacts, I have prepared a case
study. Beginning in March 1982,
you invest $100,000 in the ASX
200 All Ordinaries Index.

If you had taken all the
dividends, by March 2002 — that
is, after 20 years — you would
have received more than
$315,000 without taking into
account franking credits. And in
March 2002 your initial
investment would have grown to
be worth about $737,000.

But if you reinvest the
dividends, then after 20 years
your investments would have
been valued at almost $1.7
million.

If however you had invested
$100,000 in April 1982 then 20
years later (April 2002) your
investment would have been
worth $664,000, which is about
11 per cent less than if you had
invested your money one month
earlier.

For your April 1982
investment, you would have been
paid $289,000 in dividends, again
excluding franking credits, which
is 9 per cent less than the March
1982 earnings.

By reinvesting the dividends
from your April 1982 investment,
you would have about $1.5m by
April 2002 or 12 per cent less than
if your investment began in
March 1982.

These are dramatically
different results.

I worked out similar results for
every month between March
1982 and October 1983 — in all
139 observations each of 20 years
duration. The graph provides the
final results.

The bottom axis shows the
year when each investment
period ended.

The top line shows all the
different outcomes from
investing $100,000 in the ASX
200 All Ordinaries Index and
then reinvesting the dividends.
Our highest result occurs if we
invested in March 1982 and our
lowest result from investing in
February 1989.

In these examples, the average
capital gain above the $100,000
investment and the reinvested
dividends is almost $600,000.

The bottom line shows what
happens if we don’t reinvest the
dividends paid. The best result
occurs from investing in March
1982 and the worst in February
1989.

It’s interesting to note the wild
variability in these end results.
Both these lines graphically
demonstrate the sequence risk
issue.

The bars at the bottom of the
graph show the total dividends
that have been paid for each
investment period excluding
franking credits. You earned the
most if you invested in July 1982
and the lowest after investing in
August 1987.

It’s clear that although there is
variability in the income paid,
there is less volatility than the
two lines showing the value of the
assets paying the income.

You could conclude that
sequencing risk is less of and
issue if you’re happy to receive
the income from your
investments.

One point not demonstrated
by the graphs is that in all
139 examples, the income paid
rose faster than the official
inflation rate. But this analysis is
very imperfect. First, 20 years is
not a long-term investment
timeframe, it’s really the top end
of a medium timeframe.

The average person works for
about 40 years then is retired for
another 30.

Second, few savers only invest
in one lump-sum amount. Most
contribute each year, which
means this set-and-forget option
isn’t representative of real life.

Tony Negline is author of The
Essential SMSF Guide 2013/14.

Sweet oil like jam to Rey
It’s more sunshine for
operators in the
Canning Basin

BARRY FITZGERALD
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Buru Energy drills for oil in the Canning Basin, where Rey has a stake

REY Resources (REY) managing
director Kevin Wilson had a
Prince Charles-type moment re-
cently, declaring that he hoped to
become the jam in a doughnut.

There is some sense to the jam
hope. But first to the doughnut. It
is a reference to what was the
doughnut-shaped acreage pos-
ition covering the Ungani oil
trend held by the trailblazing joint
venture between Buru Energy
and Japan’s Mitsubishi in the on-
shore Canning Basin in Western
Australia.

The Canning push by the joint
venture has yielded the exciting
Ungani sweet oil discovery, and
there is also the oil/gas potential
of the Laurel Formation (tight gas
plays) and the deeper Goldwyer
Shale (oil/wet gas in shales) that
will be worked up by the joint ven-
ture and some other big-name
players in the years ahead.

As exciting as the 2011 Ungani
oil discovery has been — work on
increasing its daily output from
3000 barrels to 7500 barrels by
the end of next year from its con-
ventional dolomitic carbonate
reservoir is well advanced —
there was a big (acreage) hole in
the ability of the Buru-Mitsubishi
joint venture to chase up the
game-changing discovery else-
where in the trend.

The acreage hole was the two
permits held by Rey and its for-
mer major shareholder, India’s
Gujarat NRE Oil, which were
smack bang in the middle of the
Buru-Mitsubishi’s acreage pos-
ition and on trend from Ungani
discovery — creating the hole in
the doughnut. That hole was
plugged last October by the Buru-
Mitsubishi joint venture. But it
was in a way that allowed Rey to
stay on as a 25 per cent participant
(including 10 per cent free carried
to production) in the two permits
— EP457 and EP458.

Whether future exploration on
the permits does in fact produce
jam in the form of more oil dis-
coveries remains to be seen. But
wewon’thave to wait longasBuru
(operator of the two permits and
an equal participant with Mitsu-
bishi with a 37.5 per cent interest)
has been busy working up fresh
targets along the Ungani trend,
on the Rey joint venture ground
and elsewhere.

In addition to what Buru-
Mitsubishi have planned else-
where in the region, it is likely that

two wells will be drilled next year
looking for the jam in the Rey per-
mits — a conventional oil target
in EP457, the boundary of which
is 15km from the Ungani oilfield,
and another well in EP458 further
to the southeast, probably as a test
of the Laurel Formation’s tight
gas potential.

Needless to say that it will be
off to the races for all involved
should more commercial oil finds
be made in the Ungani trend, re-
membering that the thing is
120km long and 40km wide, most

of it sitting in the permits in which
Rey sits as a 25 per cent partner,
with an obligation to fund an
effective 16.7 per cent of the costs.

The market has been warming
to the leveraged upside in all that,
pushing Rey shares from about
the 7c a share mark last month to
12c a share, valuing the company
at about $75 million. That is a far
cry from its value when Rey was
purely focused on the Duchess
Paradise steaming coal project
elsewhere in the Canning Basin.

Rey actually tried to sell Duch-

ess Paradise to Singapore’s Crys-
tal Yield Investments earlier this
year. But Crystal later opted in-
stead to achieve exposure to the
long-term potential of the coal, as
well as what is to come on the oil
and gas front, by taking up a
placement in Rey at 8c a share, in-
creasing its stake to 19.9 per cent.

The recent spurt in Rey’s share
price to 12c a share earned the
company a ‘‘speeding ticket’’ from
the Australian Securities Ex-
change. Theexplanation wassim-
ple enough: yet another interna-
tional oil and gas group has
moved into the Canning, for its
conventional oil and its uncon-
ventional oil/gas potential, the
latter as big as just about anything
scoped up by experts elsewhere in
the world.

The latest entrant was US
groupApacheEnergy ina farm-in
deal with the Buru-Mitsubishi
joint venture covering parts of the
Goldwyer Shale areas of their
Canning portfolio, and said to be
prospective for shale oil andgas as
well as for conventional sand-
stone reservoirs, particularly in

the southern areas. It was a big
spending one too. Apache is to
earn a 50 per cent interest in four
nominated permits by funding a
$25m exploration program next
year.

Elsewhere in the Canning,
PetroChina and ConocoPhillips
have partnered with New Stan-
dard, owned 5.9 per cent by Buru.
So all in all the Canning is hotting
up, more than the general market
would suspect. Success in explor-
ation programs slotted for later
this year, and coming on with a
rush next year, is set to lift all
those companies with exposure,
including little old Rey.

PanOZ poser
A MERGER between PanAust
(PNA) and OZ Minerals (OZL)
comes across as such a good idea
that Credit Suisse’s gun mining
research analyst Michael Slifirski
has even come up with a sugges-
ted name — PanOZ.

There is of course no merger
planned. But what got the chatter
going about the chances of a
merger between the copper-gold
producers was PanAust’s recent
decision to eventually stump up
as much as $125m in cash and roy-
alty payments to acquire 80 per
cent of Glencore Xstrata’s Frieda
River copper-gold deposit in
Papua New Guinea.

Slifirski reckons PanAust has
secured a majority position in a
world-scale project at a reason-
ableprice.ButasPanAust’s subse-
quent weak share price perform-
ance has shown, the market’s
short-term view is that finding the
capital for Frieda’s development
is another thing, even if PanAust
reckons it can get it in to produc-
tion for as little as $US1.5 billion.

That’s where OZ comes in. ‘‘A
merger forming PanOZ would al-
low Prominent Hill’s (owned by
OZ and in South Australia) cash
flow to be deployed to assist/fund
Frieda River,’’ Slifirski said.

He added that to complete the
circle, cashflows from Frieda
River and PanAust’s existing Phu
Kham operation Laos could then
be channelled back to building
(OZ’s) Carrapateena (also in SA),
building a strong copper com-
pany with long-life assets.

From a PanAust point of view,
the acquisition of Frieda River as
a development option closes the
gaponOZ,as thePNGprojecthas
a lower forecast capital cost. But
there are two things working
against the creation of PanOZ.
The first is the better grades at
Carrapateena. The second is what
Slifirski referred to politely as
Carrapateena having a more ‘‘be-
nign’’ location than Frieda River.

The latter point can be taken as
a red light for the conservative
boys at OZ. But then again, with
its previous cash buffer being
soaked up, and with no other
near-term opportunities ident-
ified in its seemingly endless
M&A search, becoming PanOZ
might just become compelling for
OZ before too long.

FIIG Securities Limited     ABN 68 085 661 632     AFS Licence No. 224659

Secure your place. 
And your retirement.
You’ve worked hard to build your super fund, but if your investment strategy is reliant on one or two asset classes, it might not be as secure as you think. 
Join Elizabeth Moran for a special Fundamentals of Fixed Income Webinar where you’ll discover how balancing your portfolio with corporate bonds can help 
you lower your risk while still enjoying significantly better returns than term deposits. As Australia’s leading fixed income specialists, FIIG offers tailored, 
flexible corporate bond portfolios with an initial investment from as little as $50,000. For a more secure retirement strategy, secure your place at the webinar. 
To register, visit fiig.com.au or call us today on 1800 01 01 81.

Webinar 25th November.

FIIG Securities Limited (‘FIIG’) provides general financial product advice only. For a copy of our disclaimer please refer to fiig.com.au/disclaimer.

Ownership resolution and consolidation healthy markers for Nine offering
FLOAT
WATCH

COMPANY: Nine Entertainment
Co Holdings Limited
ASX CODE: NEC
SHARES ON OFFER: 304.7 million
LISTING PRICE: $2.05-$2.35
MARKET CAPITALISATION:
$1.928bn-$2.168bn
LISTING DATE: December 6

TIM MORRIS

SINCE peaking at $13.7 billion
during 2008, advertising expendi-
ture in Australia has stagnated.
Moderating economic conditions

have played a part, alongside
major structural changes to audi-
ence engagement methods.

The advent of digital media has
captured advertising dollars from
traditional platforms. News-
papers and magazines have been
the worst affected, their market
shares declining about a third.

Television has historically
commanded the largest market
share of the major broadcast plat-
forms, and has remained fairly

resilient todate,with29percentof
advertising spend.

But maintaining its leadership
status has not come without cost.

Operating margins for the
three major broadcasters have
contracted by at least five percent-
age points in the past five years.

The squeeze has delivered a
challenging period for leading
east coast broadcaster Nine En-
tertainment. Under private equity
stewardship, elevated borrowings

saw the company become finan-
cially distressed, culminating in its
recapitalisation earlier this year.

The process witnessed a
change of control and a revitalisa-
tion of its balance sheet. Consoli-
dation of broadcast assets has
been the first major initiative of its
new proprietors.

Television partners in Adelaide
and Perth have been formally
acquired while full control of the
ninemsn digital business has been

secured after buying out Micro-
soft’s half-share in the venture.

Proceeds from Nine’s coming
float are scheduled to retire bor-
rowings incurred to finance these
purchases and facilitate a partial
selldown by equity holders.

By retaining a two-thirds inter-
est in the company the current
proprietors have lots of moti-
vation to extend recent improve-
ments in Nine’s financial health.

We see foundations for a turn-

around through recent ownership
resolutions and asset consoli-
dations. But Nine’s return to the
stock exchange is coming before
we see evidence of a sustained
earnings recovery.

IPO participants should adopt
a medium-term, contrarian view,
with interim compensation being
a 3-4 per cent dividend yield.

Tim Morris is an analyst at wise-
owl.com.
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