Issue 197, 24 June 2013

Time to get in – more
Dear valued readers, I believe a clarification is in order. Just because I've been talking about 'getting
back in' doesn't mean I ever 'got out'.
Also in today's report we have Paul Rickard putting his fine-tooth comb over the banks and Greg
Fraser, of Kimber Capital, explaining everything you need to know about the new News Corp - it may
not be that much of a dog after all.
Also please contact us at subscriber@switzer.com.au if you'd like to be featured in our new My SMSF
section, where you tell us all about what you do in your SMSF. We'd love to hear from you!
Sincerely,

Peter Switzer
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Getting in doesn’t mean I got out
by Peter Switzer
The other week I suggested it was getting close to the
time when we get back in, which, not surprisingly, led
some subscribers to ask the question: “When did
Peter get out and why didn’t he tell us?”.
The simple answer is: I have not gotten out and
that’s why I didn’t share this advice with anyone.
However, I did use the term “get back in” incorrectly
and what I meant to say was that it was “time to do
some buying again.”
An explanation
Let me explain how I play my SMSF, which I share
with my wife, Maureen and my two sons Alex and
Marty.
Despite our age difference we have the same
high-risk profile and therefore we are heavily invested
in stocks. Sure, Maureen and I will one day become
more cautious, but my sons, who are 29 and 33 years
of age, can be risk-takers for some time yet.
We buy quality companies at low to good prices and
sometimes we hold back on our next round of
purchases when we think the market has gotten
ahead of itself. From about March I was thinking that
and regularly told you – my subscribers – that I
expected a sell-off or correction was due to happen.
It has happened, and that’s why I say we are now in
buying opportunity territory but I have also kept
stressing the fact that we were down about 8% while
the US market was down only 2% or so. I suspected,
and I argued it here, that when the Yanks start
dumping stocks, no one is going to say: “Oh, the
Aussies have had their sell-off and so they won’t
have to follow Wall Street.”
We saw last week that this would be a silly

proposition to believe in. Mind you, it is possible that
the Yanks won’t sell-off deeply because there are a
lot of owners of cash on the sidelines, hoping to get
into stocks with bonds and other fixed-interest
investments looking so unrewarding.
What’s the deal?
In other words I’m getting close to buying the local
market. However I wouldn’t be surprised to see
another leg down when the start of QE3 taper begins,
therefore I might put half of my cash in now and hold
some cash back as my hedging plan.
Alternatively it could be played out over the next few
weeks, but it would need a trigger of a shock event or
a run of bad economic data. The former I can’t
predict, while I expect the opposite when it comes to
US data – I reckon it will pick up.
So I could wait to see if an uptrend takes hold or I
could gamble and buy on some big down days
holding back a portion of cash in case my stocks fall
further – I am always happy to dollar cost-average
stocks I want to hold.
Like Geoff Wilson of Wilson Asset Management, who
I spoke to on my Sky Business program last week
(you can watch that here) I expect stocks to rise over
the next two or more years. But I will get more
nervous when interest rates in the USA start to get
back to normal levels.
That’s when I might opt to go to cash but when that
happens, you will be the first to know.
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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Stock in focus – the Cinderella story of new News
Corp
by Greg Fraser
The separation of News Corporation into ‘new
News’ and 21st Century Fox should shed more light
on the breadth and depth of the content in both
companies.

common element of compelling content. The content
is distributed across a range of platforms from print
(newspapers, books, magazines) to pay TV,
television and movies.

Part of the rationale behind the separation was the
perception, mostly by US investors, that the
publishing businesses within News Corporation were
a drag on the valuation and earnings of the group.

In this note, we look back at the creation of News
Corp and its evolution into new News Corp. We will
leave aside the 21st Century Fox business for
another time.

That perception worked against a higher valuation for
the very high growth Cable Network Programming
division relative to its US peers. By separating the
‘publishing’ assets from the ‘entertainment’ assets,
the market would be better able to value the
components.

The Rld News Corporation
Most of us are familiar with the Australian roots of
Rupert Murdoch’s newspaper empire, started by his
father in Adelaide in the 1950s. That empire grew by
acquisition to include some of the world’s best known
mastheads in the UK and America, as well as
Australia.
Back then, it was true to say News was an
advertising-based print company.
But the key to understanding News Corporation, is
that it is a content company first and foremost.
Throughout the 1980s, the company began
accumulating content (such as the English Premier
League through BSkyB, and American Idol) and
creating content (such as the Fox News Channel and
The Simpsons) that formed the basis of the content
powerhouse that drives it today.

That’s the theory, but the reality is actually more
positive.
There are two popular misconceptions about News
Corporation – that it is mainly a newspaper company
and that its earnings are dominated by advertising.
In fact, the group earnings of News Corporation are a
mixture of subscription and advertising, with the

In 2007 when News Corporation initiated a prolonged
US$5 billion hunt for Dow Jones & Co., the owner of
The Wall Street Journal, most observers declared
that Murdoch’s renowned tabloid journalism would
kill one of the most prestigious titles in newspapers.
But the critics were wrong, as Mr Murdoch set about
expanding the quality journalism at the WSJ to take
on its nemesis, the New York Times. The strategy
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propelled the WSJ past the NYT and then beyond
USA Today to become the largest newspaper by
circulation in America.
The strategy was even more exciting given the early
establishment of a paywall at the WSJ, which now
boasts more than a million subscribers around the
world.
Dow Jones, however, is much more than a collection
of mastheads – it is a global financial brand.
It was the beginning of the recognition that although
News Corporation was already a global company, in
order to survive it needed to be a digital company as
well.
The company made some mistakes along that digital
road, including cooking more than US$500 million on
the investment in MySpace.
News Corporation has adapted much of its content
for a digital world that is now dominated by mobile
devices. That has enabled advertisers to follow the
audiences and users into broadband and mobile
platforms.
New News Corp
The new News Corp will be a combination of print
publishing, digital and mobile and broadcast assets
across Australia, USA and the UK. Roughly half its
revenue will be generated from advertising with the
balance from circulation, subscription and other
sources. Geographically, its revenue will be spread
across Australia (36%), WKHUS and Canada (41%),
Europe (21%) and other countries for the balance.
Its news and information services business includes
the Dow Jones and Wall Street Journal brands that
are expanding globally and digitally.
The News International division houses the UK
newspaper titles of The Sun, The Times and The
Sunday Times which form the core of a leading
position in UK publishing.
A good example of how the company can leverage its
content is the launch of mobile highlights of all
English Premier League matches to subscribers of
The Sun’s digital product. The same is happening at
the other titles, encouraging new subscriptions and

hanging on to existing ones.
Australia contributes its newspaper and magazine
assets along with the key assets of Foxtel (50%), Fox
Sports Australia and REA Group (61%).
The Harper Collins book publishing business remains
a global leader in a consolidating industry. The
advent of eBooks has allowed the business to evolve
and compete in a market that is thriving, not dying, as
is often thought. It’s not well known, for example, that
Harper Collins is the number one Christian publisher
in the world.
New News Corp also has an education business
called Amplify that is targeting an under-resourced
US education market. News believes this market
could be worth US$17 billion in instructional materials
and technology alone. Intuitively, the opportunity
seems plump but execution will take time and some
cunning ideas to extract value. We doubt the market
will attribute any value to this nascent business for
some time yet.
Should you own it?
To some extent, new News Corp has to prove that it
can flourish without the cash flow protection of its
former ‘entertainment’ stable mates now in 21st
Century Fox.
The company begins its new life with a clean balance
and about $2.5 billion in cash.
With pro forma revenue of just over $9.1 billion in the
2012 financial year to 30 June, it generated operating
earnings (EBITDA) of $1.1 billion in that period.
The company has a proven management team
headed by Robert Thomson.
We think this company may be underestimated and
even disregarded by some investors as the rump of
the old group. But it could turn out to be the
Cinderella story of the family company.
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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Which Bank – NAB or ANZ?
by Paul Rickard
My 10 December article said “buy NAB, sell CBA”. I
argued that Commonwealth Bank was 38% more
expensive than the National Australia Bank, and
despite it deserving a premium rating, the ‘mean
reversion’ theory said that this was too much. A
return to a more “normal” level of 20% was on the
cards. What has happened since then?

As can be seen in the above table, the return over the
last six months from investing in NAB has been
almost double that of investing in CBA. In terms of
“expensiveness” (based on forecast PEs), CBA is
now around 23% more expensive than the NAB.
And the point of this story? The recent market
pullback has made banking stocks attractive again
(given the yield gap to the cash rate and relative
predictability of earnings), leading to these questions
from subscribers and others. CBA or NAB, or perhaps
more importantly, what is your number one banking
stock?

largely be the same.
As markets aren’t efficient, one bank is going to be
cheaper than the others. The theory goes that over
time, they will largely revert to the mean – the
cheapest stock today will become (on a relative
basis) more expensive, and the most expensive stock
will become cheaper.
The theory aside, Commonwealth Bank has
maintained its premium rating over the last decades
due to its sound leadership, investment in technology
and arguably, a stronger domestic franchise. It has
consistently delivered the highest performance (in
terms of Return on Equity) and accordingly, the
market has consistently priced it as the most
expensive banking stock in terms of forward price
earnings multiple. The question is – just how much of
a premium is warranted?
The Banks
Before dealing with the numbers, let’s take a quick
look at the strategic issues. The table below sets out
our view on the major “pros” and “cons” of each of
the major banks.

The ‘mean reversion’ theory
Australian banking is an oligopoly, and unless one
bank kicks an “own goal” (like NAB did more than a
decade ago when it purchased Homeside in the USA
and then made a foray into UK banking), the ‘mean
reversion’ theory tends to hold sway. The theory
goes that in a mature, highly regulated market, it is
very difficult for one of the participants to make major
competitive gains over the other participants.
Changes in market share are hard won and at the
margin, cost bases are largely the same, they make
use of similar technology, they tap the same talent
pool, they share similar lending exposures etc. As a
result, their profitability and return on capital will
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The numbers and the market’s view
The table below lists the market consensus forecast
estimates for the 2013 and 2014 fiscal years (based
on Friday’s closing price). According to FN Arena’s
sentiment indicator (where a measure of +1.0 is the
most positive, and -1.0 is the most negative), the
broker analysts are most bullish on ANZ (with a
collective rating of 0.9), and least disposed to CBA
with a reading of -0.3). Also, ANZ is furthest away
from its consensus target price being 13.1% below.

The bottom line – our view
It is hard to argue with the broker analysts. Our sense
is that while CBA still deserves a premium rating, the
23% premium to the NAB is too much and there is an
increasing risk of ‘mean reversion’ as the other
banks start to catch up and/or complacency at being
on top for so long starts to take a toll.
As to our preferred pick, we narrowly favour the NAB
over the ANZ. The additional dividend yield, lower
PE, more focused investment in Australia and the fact
that ANZ’s Asian strategy is really still only in its
infancy swings us to the National.
Bottom line – while we really don’t see that much
difference between the majors at the moment, our
current investment ranking is:
1. National
2. ANZ
3. Westpac
4. Commonwealth
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

0

ANZ upgraded – pegged to benefit from QE
tapering
by Rudi Filapek-Vandyck
Last week brokers took action on companies that
were impacted, both positively and negatively, by the
falling Australian dollar and the expected tapering of
QE following Ben Benanke’s speech. There were
20 revisions to recommendations and for the third
straight week, upgrades significantly outweighed
downgrades.
In the good books
ANZ Banking Group (ANZ) was upgraded to
Outperform from Neutral by CIMB. CIMB has
identified ANZ Bank as a major beneficiary of Fed
“tapering” with the bank to experience benefits
through its Asian and Institutional businesses. Longer
term, argues CIMB, higher US short-term rates in
particular should benefit ANZ’s Asian operations.
Cash EPS forecasts have been increased by 1.1%
and 2.5% respectively for FY14-15.

Dexus Property Group (DXS) was upgraded to
Neutral from Underperform by Credit Suisse and to
Buy from Neutral by UBS. Credit Suisse analysts
noted that Dexus has the highest risk profile among
office REITs in Australia, with some 36% of all leases
expiring by June 2015. This is a higher percentage
than for its peers. However, CS analysts also believe
this higher risk profile has been accounted for in their
rather conservative estimates.
Management seems to be working hard on improving
value for shareholders and CS was also of the view
that Dexus has the highest quality portfolio in
Australia. Better-than-expected leasing outcomes
should help drive a re-rate from here. Dividend
forecasts were also lifted.
Dexus is one of UBS’ top picks in the sector and its
favourite office REIT play. EPS growth is about the
best in the space, the portfolio is well set up to reap
the benefits of cap rate compression and the
company has acquisition capacity. The broker
expects 4.5% average EPS growth out to FY16 and a
yield of 7.2%. It all added up to an upgrade to Buy.
Macquarie Atlas Roads (MQA) was upgraded to
Outperform from Neutral by Macquarie. With 100% of
MQA sales sourced in euro, the toll roads group is a
logical beneficiary (or victim) of foreign exchange
movements. Macquarie substantially lowered its AUD
estimates for the two years ahead, noting there
should be a straightforward positive impact. Also,
lowered EUR projections should, on Macquarie’s
assessment, translate into double-digit boosts to
dividend payouts. The valuation impact was
immediate, stated the analysts, hence they raised the
price target to $2.40 from $2.16. In addition, the
refinancing of the Eiffarie debt, and potential for a
concession extension are both additional sources of
value,
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Senex Energy (SXY) was upgraded to Overweight
from Neutral by JP Morgan. Senex boasts valuable
conventional assets in the Cooper, but the broker has
been concerned over the risk of SXY’s 100% owned
unconventional assets, which pose a challenge for
such a small company. But industry discussions
suggest a farm-out may be achieved in the next 12
months, which provides more confidence. In the
meantime the market has sold down SXY to levels
the broker believes are overdone, hence the upgrade.
In the not-so-good books
Nufarm (NUF) was downgraded to Neutral from
Overweight by JP Morgan. The northern summer has
been unseasonably cold and wet, impacting on US
and European planting. The broker was also
concerned that Sinochem’s entry into the local
market will impact on NUF’s margins. The lower A$
will benefit but the broker has cut FY13 forecast
earnings by 9%. The net result was the target rose to
$4.88 from $4.77, but the rating was downgraded.

well have dropped a bomb on Bridge Street - claiming
foreign competition, predominantly from the UK, and
changes in consumer behaviour, favouring fixed
odds, are re-shaping the industry.
The impact on Tabcorp is anticipated to be a
significant negative. The analysts noted their revised
forecasts for FY14-15 were no less than 13% and
23% below Bloomberg consensus, respectively.
The FNArena database tabulates the views of eight
major Australian and international stock brokers:
BA-Merrill Lynch, CIMB, Citi, Credit Suisse, Deutsche
Bank, JP Morgan, Macquarie and UBS.
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

Oroton Group (ORL) was downgraded to
Underperform from Buy by BA-Merrill Lynch.
Consumer discretionary stocks have pulled back by
around 15% over the past month and the broker
remains bearish on the sector. What’s worse, it is
expected to become even tougher for retailers in
FY14, which means further downside risk to share
prices. Forecasts were lowered across the board and
are now sitting around 8% short of consensus.
Like-for-like sales growth is expected to dry up and
operating costs to push higher, thus the outlook for
margins and earnings is not positive. For Oroton this
meant a downgrade and lower forecasts and price
target.
Tabcorp Holdings (TAH) was downgraded to
Underperform from Neutral by CIMB. Sometime in
between early February this year and last week,
CIMB had ceased/interrupted coverage of Tabcorp.
Last week marked the resumption and CIMB might as
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Yes you can run a trading business
by Tony Negline
SMSFs running businesses have always been a
tricky affair. In fact, for many years it was thought that
it wasn’t allowed.
Sometimes an investor might want their super fund to
own a typical small to medium enterprise such as a
retail or manufacturing business. The preference for
using a super fund to own these common SMEs
might simply be for capital management or tax
planning purposes.
Business or pleasure
A more sophisticated reason is to have your super
fund deemed by the Tax Office to be running an
investment business, such as a share trading
business with your shares defined as trading stock. In
order to gain this status your super fund would have
to demonstrate that it was a highly active trader of
shares or some other financial market.
The advantage of running a share trading business is
that all gains will be taxed at normal rates (that is, no
allowance for CGT discounts) and, more importantly,
all losses will be tax deductible.
In truth most super funds have never bothered to be
classed as running a share trading business.
However the Global Financial Crisis encouraged
many funds with substantial losses to consider
applying to the Tax Office for share trader status so
they could immediately claim their capital losses as a
tax deduction. In many cases these super funds had
been happy to use the normal capital gains tax rules
for years but the size of losses forced them to look for
another solution.
Government reaction
The Government was so concerned about this
situation – and its potential revenue impact – that

they banned all super funds from being able to class
a range of investments as trading stock. This range of
investments includes company shares, units in a unit
trust and rights or options over the list of items that
can no longer be trading stock.
This ban applied from 7:30pm (Canberra time) on 10
May 2011. But as the saying goes, there is more than
one way to skin a cat.
Just recently the Tax Office published a Private
Binding Ruling (No. 1012450094901). In this ruling,
the taxpaying super fund told the ATO that they were
a regular trader in Contracts for Difference – CFDs.
During the 2012 financial year the super fund had
made trading profits of more than $100,000 and
trading losses of more than $200,000.
CFDs are an interesting investment structure. In the
Private Binding Ruling (PBR), the Tax Office defined
these products concisely as, “a form of cash-settled
derivative in that they allow investors to take risks on
movements in the price of a subject matter (the
‘underlying’) without ownership of the underlying”.
Financial CFD’s include those relating to share
prices, share price indices, financial product prices,
commodity prices, interest rates and currencies.
“Unlike share trading, the non-margin amount of a
CFD position is merely a deposit. When a transaction
is made, the deposit is not included in the calculation
of gross receipts.”
Care required
Importantly the SMSF in question had a process for
investing in CFDs which formed part of a business
plan that was reflected in the fund’s investment
strategy.
The fund held one third of its assets directly in ASX



listed shares, another third in CFDs (mostly covering
Australian and international equity indices and
commodities) and the final third in cash deposits. The
super fund used borrowing when they purchased their
CFDs but this had been done in such a way that only
one third of the fund’s total assets were at risk from
adverse market movements.
In the PBR, the Tax Office noted the following – “in
the year ended 30 June 2012, the factors that gave
the overall impression that you [ie the super fund]
were in business are:
“You traded regularly, you opened and closed
many CFD positions. Some positions
remained open at 30 June 2012; and
“Turnover was high; you made gains from
profitable trades of over one hundred
thousand and made losses from losing trades
of over two hundred thousand.
“You operate in a business-like manner and
your trading has a degree of sophistication.”
As a result of its deliberation the ATO deemed that in
the 2012 financial year the super fund was carrying
on a share trading CFD business, which means that
the losses became a tax deduction.
This is a very significant ruling and one that other
SMSF investors might like to consider for their own
super fund in some select instances, while remaining
fully aware of the inherent risks of using complex
instruments like CFDs.
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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Property market the place to be
by Penny Pryor
Melbourne remains the auction king with a massive
number of cleared auctions, 490, according to RP
Data for last weekend (see below) and 686 reported
auctions in the updated, and more accurate, data for
the week of 15 June on the APM statistics.
As compared to the same weekend last year, the
most recent clearance rates reflect the ongoing
robustness in the property market (see below).

Preliminary auction clearance statistics for Sydney
revealed a rate of 74.7% on APM’s measure (see
below) and 72.5% on RP Data’s. The APM rate for
Melbourne was 68.6% and the RP Data rate was
69.3%.

RP Data reported that there were 1,626 auctions
scheduled across the combined capital city markets
and the weighted average clearance rate for the
seven markets it monitors was up to 67% from 63.3%
the previous week.
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

The Brisbane property market, as measured by the
number of cleared auctions, continued to struggle
(see below). Although the RP Data reveals a larger
number of reported auctions, the clearance rate on
both measures was low.
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Chart of the week - Rising jobs in health
The continued news of mass layoffs has made us all a little anxious about our jobs. But the reality is that not all
industries are contracting and some are even growing. We know that manufacturing employment rates are
falling but the chart below shows that jobs in the health industry are actually expanding.

For the 12 months to the end of May, there was a net gain of 127,000 jobs. Education and health now employ 20%
of he work force and manufacturing, just 8%.

The week ahead
Australia
June 27 Financial accounts (March quarter)
June 27 Job Vacancies (May)
June 28 Private sector credit (May)
International
June 25 US Durable goods orders (May)
June 25 US Home prices (April)
June 25 US Consumer confidence (June)
June 25 US New home sales (May)
June 26 US Economic growth (March quarter)
June 27 US Personal income (May)
June 28 US Consumer sentiment (June)
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