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Sticking to game plan
pays off for Errington

CHRISTOPHER NIESCHE

Bank of America Merrill Lynch’s
David Errington is Analyst of the
Year, but his career in broking
didn’t get off to a great start.

Asa coal analyst at McIntosh
Hamson Hoare Govett, which
was at the time one of Australia’s
top broking firms, his first
recommendation was a sell on
QCT Resources when the share
price was about $1.

The share price then rocketed
to $1.80 as the Australian dollar
weakened.

However, his next
recommendation —a buy on
Coal & Allied at $7 — turned out
well as Rio Tinto eventually bid
foritat $12 a share. And 27 years
later he is essentially with the
same firm, as McIntosh was
subsequently bought by Merrill
Lynch, which was in turn taken
over by Bank of America.

Now a consumer stock
analyst, Errington is known for
his integrity and
uncompromising stance,
sometimes in the face of strident
criticism.

Errington famously fell out
with Trevor O’Hoy in 2005 when
he questioned the then Foster’s
chief executive about the strategy
of acquiring winemaker
Southcorp at the peak of the
cycle. He asked why O’Hoy was
embarking on a cost-cutting
strategy instead of a growth
strategy.

It was not a line of questioning
O’Hoy appreciated. At a briefing
in front of journalists and other
analysts, O’Hoy suggested to
Errington that he take two years
off work and seek psychiatric
help.

Two years later O’Hoy was out
of ajob, in part because of the
poor performance of Southcorp.

Errington won’t comment
specifically on the incident, but it
is very much in keeping with his
views on therole of a chief
executive and what he looks for in
acompany.

“My underlying philosophy of
any company is to create value for
shareholders,” Errington says.

“To be able to create value, you
need to be able to build the
business. You need to be able to

improve its industry position. If
you can’t do it, then you've got to
let someone else have a go.

“Sometimes, there’s areas
there that you've got to be
looking to rationalise, but cutting
costs is not a strategy to me.
Cutting costs is a business
practice. You’re not creating
value.”

Errington describes cost-
cutting as a “sugar hit” for the
business and its share price, but
questions how much it adds to the
value of a business. His
uncompromising approach is
something he learned as an
umpire in the then Victorian
Football League. “Umpires
weren’t liked, but within the
umpires’ fraternity you became
focused on gaining respect, not
being liked,” he says.

At Richard Goyder’s
Wesfarmers farewell dinner, the
retiring CEO said he didn’t
always agree with Errington but
respected his opinions.

“To create value,
you need to be able
to build the
business’

DAVID ERRINGTON
BAML ANALYST

Errington says his worst call —
and something he learned a lot
from — was actually putting a sell
recommendation on Coles Myer
when the group was performing
poorly.

It was hit with subsequent
profit downgrades and the share
price fell, but then private equity
firm KKR put in a generous bid,
with a windfall for shareholders.

“What I learnt is that there are
times when the asset value is not
being fully represented by the
current earnings performance.”

Errington appears to have
applied the lesson.

Recently he went against
the pack to apply a buy
recommendation on Treasury
Wine Estates, after believing the
market was undervaluing the
investment Foster’s had made in
the group before demerging it. In
that time, the stock has risen from
$3to $19.
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Kudos for the accidental broker

CHRISTOPHER NIESCHE

Danny Dreyfus didn’t set out to be
astockbroker.

But in the mid-1980s he was
working in London and wanted to
extend his stay, so when he saw an
advertisement in The Financial
Times for an Australian broker to
join Potter Partners in London, he
applied for the job.

“I'had never planned to go into
broking. I was having a good time
in London and they were looking
for someone with some affinity
with broking,” says Dreyfus.

As a financial analyst, he was a
good fit and so started his career in
broking in 1985.

More than 30 years later, Drey-
fus has been awarded the Austra-
lian Stockbrokers BetaShares Hall
of Fame Award, for his work as a
broker and in founding and run-
ning the Australian Stockbrokers
Foundation charity for the past
quarter of a century, helping to
raise more than $9 million for local
charities.

When presenting Dreyfus with
his award, JB Were director and
Australian Stockbrokers Foun-
dation director Andrew Tracy esti-
mated that Dreyfus had spent
about a third of his working hours
on the charity in the six months
leading up to the Australian Stock-
broking Awards charity dinner.

(Dreyfus didn’t know he was
going to win the award. The Aus-
tralian Stockbrokers Foundation
pretended someone else was going
to win and Tracy noted that Drey-
fus had actually chastised him for
not doing sufficient work on that
person’s nomination.)

He has worked as an insti-
tutional broker at firms including

JPMorgan, Potter Warburg Se-
curities and RBS Financial Mar-
kets, in online broking at E¥Trade
Australia and in retail broking.

Now a principal and adviser at
Morgans Financial in Sydney’s
Chatswood, Dreyfus didn’t start in
broking. After studying a bachelor
of commerce at the University of
NSW, he spent five years as an in-
dustrial relations officer on the
waterfront for stevedoring com-
panies.

At the time, it was still a highly
militant workforce represented by
several unions, and demarcation
disputes were common.

“That gave me a good ground-
ing in man-management skills,”
says Dreyfus. “You had one win in
10, and that was usually modest.”

But the job settled down and
became boring, so Dreyfus went to
Britain to do an MBA at Cranfield
University to take himself out of
his comfort zone and away from
distractions. He also wanted to
break out of industrial relations
and thought an MBA would lead
tomore opportunities.

Having been on a student bud-
get in Britain, he hadn’t had the
means to enjoy what England had
to offer, so he applied for ajob as a
mergers and acquisitions analyst
with transport company Bram-
bles. He worked for John Fletcher,
who went on to become CEO of
Brambles and then of Coles Myer.

He enjoyed the analytical
nature of the work and visiting
potential acquisition targets, but
the role came to an end, which is
when he spotted the advertise-
mentinthe FT.

He worked as an institutional
broker, selling Australian stocks to
British investors at a time when
Australian businesses were promi-

UBS, Morgan
Stanley win block
trade deal award

UBS and Morgan Stanley have
shared the award for Block
Trade Deal of the Year with the
sale of Royal Dutch Shell’s stake
in Woodside Petroleum.

In what was far and away the
largest block trade of the year,
Shell sold its 13.3 per stake in
Australia’s biggest stand-alone
oil and gas company for
$3.5 billion.

Block trades are sales of large
parcels of shares, usually direct

to institutional investors instead
of on the open market, and the
sales are generally launched and
executed in a 24-hour period.
The Block Trade of the Year is
determined by the largest parcel
of stock sold.

The Dutch oil giant initially
struck an underwriting deal
with UBS and Morgan Stanley to
sell 8.5 per cent of Woodside.
But once the block trade got
under way, the brokers realised
there was enough demand to
take out the entire stake and
decided to sell its entire stake in
November.

Shell sold out after three
decades as a Woodside

The cream of the
broking community
gathered in Sydney last
week for the 25th
Australian Stockbrokers
Foundation Awards.
Above, Ali Kalcheff and
Candice Bourke of the
ASF at the podium;
while, right, Danny
Dreyfus, the charity’s
founder, was surprised
and delighted to be
inducted into the
Foundation’s Hall

of Fame
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shareholder and two
unsuccessful takeover attempts
for the Perth company.

The next largest block trade
was the sale by UBS of a
$554 million parcel of Tabcorp
shares, which the gaming
company actually owned due to
an equity swap arising from its
merger with Tatts Group.

Next were $456m in
Macquarie Atlas shares and
$373m in Reliance, both
handled by Macquarie. The fifth
largest block trade was $350m
worth of MYOB.

UBS also won Dealing Desk
of the Year, voted on by buy-side
dealers.

nent in Britain, as the likes of Alan
Bond, Robert Holmes a Court and
John Elliott were doing deals.

“There were lots of Aussie bro-
kers in London doing good busi-
ness, introducing clients who
could barely spell Australia into
exciting opportunities,” he says.

Dreyfus says he enjoys the fact
that as a broker “you never get to
complete thejigsaw puzzle”.

“You never get a full picture of
the outlook — the uncertainty
that the future holds. There’s so
many extraneous factors that can
influence your decision-making
ability and the outcome that it’s a
never-ending challenge,” he says.

“The CEO gets hit by a bus.
Bank does a stupid thing. There’s
57 different things that can come
out of left field. The things you
don’t know that you don’t know.
And so, you can never say for cer-
tain that this is going to be a good
business to investin.”

It’s also something he has to
educate retail clients about. Cli-

ents have a much longer memory
for things their broker gets wrong
than those they get right, and as-
sume because brokers are special-
ists and have a lot of resources at
their disposal that they’ll always
get it right. Dreyfus describes it as
“managing expectations”.

Dreyfus says that for the most
part he has avoided going into
management, preferring to stay
close to clients because his view is
that his value to his employer lies
in maintaining strong relation-
ships with those people who pro-
vide the firm’s revenue. “I had the
view that, if youre moving into
management, it didn’t deliver you
any greater ability to improve the
returns of the entity you were re-
sponsible for,” he says.

As more brokerages were ac-
quired by foreign banks, Dreyfus
found some of the restrictions
placed on the work by regional
head offices limiting and so left
after he was approached in 2005
by Brett Spork, then CEO of on-

line broker E*Trade to join as 2IC.
He enjoyed the free hand Spork
gave him and mentoring young
staff, as well as winning the right to
take part in the float of the third
tranche of Telstra — the first time
E*Trade had participated in a de-
mutualisation.

While online share trading has
put pressure on the full-service
broking model, Dreyfus is philo-
sophical about its effect.

“It’s just a reminder that you
pay a price for a level of service
and, ifyou've got the time, the con-
fidence, the technical competence
to do it all yourself, go for it,” he
says. “But if you want someone
who spends 24/7 in that business
who can take some time to under-
stand all the pieces in your jigsaw
puzzle, then that comes at a differ-
entprice, and that's OK.”

Dreyfus left E¥Trade after it
was bought by ANZ and after one
or two other roles joined Morgans
and helped establish their office in
Chatswood. He says Morgans

wins clients from online brokers
but also from other adviser struc-
tures where they don’t have the
same one person advising them.
“They want someone to talk to.
They’re happy to pay for it. They
want to have calls come to them
when action needs to be consid-
ered alongthe way,” he says.

A lack of financial literacy
among Australians is holding back
many people’s retirement savings,
says Dreyfus, although he says this
might be changing: a lot of his cli-
ents are sending their adult child-
ren to see him earlier than they
themselves started thinking about
saving and investing.

He says brokers have not fea-
tured adversely in the recent in-
quiries into the financial services
sector and says heis also frustrated
by the increasing compliance bur-
den, because it’s non-productive
time and “there’s a limit to how
much you can protect clients from
themselves and it comesata cost”.

After more than three decades
in stockbroking, Dreyfus knows
both the industry’s value and its
limitations and this explains how
he came to begin the Australian
Stockbrokers Foundation.

“We’re not trying to make a
better widget or design a blueprint
for abetter widget, but that doesn’t
mean we can’t make a difference.
We can make a difference because
we’re dealing with people’s finan-
cials and that’ll determine how
well they live the rest of their lives
from today onwards,” he says.

“But there’s a chunk of people,
as we know, who don’t have the
luxury of being able to utilise our
services and it’s important to rec-
ognise that. The charity work is an
important area where we can
make a difference.”
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