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Investing beyond the noise
We can all get caught up in market swings and stock price falls. Today Charlie Aitken gives his case
for Telstra. Despite its challenges and all the market noise, Charlie says the telco is set for
outperformance.
Also in today’s Switzer Super Report, Tony Featherstone unearths four LICs that are trading at big
discounts and Tony Negline gives his take on the ATO’s recent rules on borrowing. In Buy, Sell, Hold –
what the brokers say, one oil producer has been upgraded while another is in the not-so-good
books. We also welcome insights from one of our subscriber’s – Mick the Farmer. Mick wrote to me in
January saying he was up 50%. He thanked our Report but has clearly picked some winners. Today,
he gives us a look into managing his SMSF.
Sincerely,

Peter Switzer
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Telstra: dividend certainty in an uncertain world
by Charlie Aitken
Investing is full of choices. You can buy an
Argentinian 10yr bond on an 8% yield or Telstra
(TLS) on a 6% fully franked yield…I choose TLS.
Today, I want to write about why I think the worst is
behind Telstra’s share price and why TLS should
deliver solid total after tax returns from this point. I
forecast capital gains, dividend growth and franking
credits in a world where reliable income streams will
continue to be sought.
In an Australian context, I have tried to consistently
make the point about dividend growth and dividend
sustainability over pure short-term dividend yield. In a
world where the average 10yr bond yield is 1.30%
(record low), it’s tempting, yet will prove a huge
mistake simply to buy high prospective short-term
dividend yields. Anyone who bought resource or
mining services stocks for yield has learnt this lesson
the hard way.

central bank largesse is flawed in my view. That’s
why my investments focus on structural growth where
I can find it in Australia and around the world. There
are always companies growing, even slowly, in a
world where growth is hard to find and central bank
bullets are becoming less and less effective on asset
prices.
Obviously, Telstra has been a disappointing
performer over the last year. The shares have
dropped but I think the worst is behind the share price
for a variety of fundamental and technical reasons.
Firstly, the initial move down in TLS was a global sell
off in high dividend yield defensive stocks on the view
that the Federal Reserve would raise interest rates
this year and bond yields would rise. The complete
opposite has occurred. The Fed appears on hold and
bond yields have raced to new lows.

My view remains that interest rates are going to stay
low (or even lower) for a VERY LONG TIME. I believe
we are in a low growth, low inflation world where
governments and corporates are not spending. In
fact, they’re cutting back on spending and capex.
Most companies favoured share buybacks over
capex. Without corporate or government spending, it
means the sole tool is monetary policy and as you
can see, that’s getting to the point of pushing on a
string.

The second leg down in TLS shares were concerns
about the sustainability of the dividend on the basis
that TLS management was intent on spending money
on new growth initiatives. Recently, the complete
opposite has occurred, with TLS backing away from
an expansion in the Philippines and also reaping a
$2.1b windfall from the sale of their stake in US-listed
Chinese car website Autohome (ATHM). Those two
events have completely changed perceptions about
the sustainability of the dividend and, rightly so, in my
opinion.

Interestingly, Reserve Bank of Australia Governor
Glenn Stevens confirmed that view in a speech in
New York this week when he said “it is surely time
that polices beyond central bank actions did more in
this regard (foster growth)”. In terms of the effect of
monetary policy, he also said “but surely diminishing
returns are setting in”. He is 200% right in my view
and ANY investment strategy that relies solely on

The final leg down was driven by the series of mobile
network outages Telstra had recently and a view that
competition was increasing in Australia. While the
network outages were unfortunate and frustrating, I
remain of the view they were not a sign of any
structural problem in TLS network and, most likely,
marked the nadir of sentiment towards the stock. I
also don’t believe competition has markedly
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increased in Australian telecommunications and that
TLS maintains a major network advantage over all
competitors.

de-rating over the last 12 months from around 17.5x
to 15.2x.

During all this noise, consensus analyst forecasts for
TLS changed very little. This is an important point.
Below is a chart of TLS consensus FY16 EPS
estimate and the TLS share price. Note very well that
over the last 12 months, the TLS share price has
fallen from $6.40 to $5.40 (-15.6%), while EPS
estimates are down -4.5%. Also note well the recent
POSITIVE EARNINGS REVISIONS FOR TLS (red
line). The first in 12 months.

Conversely, TLS prospective FY16 dividend yield has
risen from just under 5.00% (fully franked) to just
under 6.00% ff.

Now let’s look at consensus TLS dividend per share
forecasts vs the share price. During the same period,
TLS shares fell -15.6% yet consensus FY16 annual
dividend forecast fell from 32c to 31.5c, or just -3.1%.

Technically, TLS shares have broken a basic
downtrend line, while they have also broken the 50
and 100 day moving averages. The important
200-day moving average lies at $5.57 and will be
challenged shortly, in my opinion.

Really, all we have seen is TLS experience a PE
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warned on very slow Sydney property sales. Whether
that’s true or not, it’s a convenient excuse that more
Australian companies will use over the next few
weeks and months to explain weak sales.
All in all I believe the worst is behind TLS on all fronts
and, for the first time, my fund now owns TLS shares.
I think they are now cheap and have dividend
certainty. I also think they will outperform the ASX200
on a total return basis from this point.
Broadly I have confidence in TLS under CEO Andy
Penn. I think Andy will sail a steady ship, as
evidenced by walking away from the Philippines and
booking a huge profit in the sale of Autohome. I also
thought he handled the PR nightmare of the network
outages pretty well, given the circumstances.

Put it this way, if over the next 18 months the TLS
share price did recover to $6.00, the capital gain
would be +10% and 18 month dividend yield 8.8%ff.
Add on the value of franking credits and there is the
potential for a +20% total return in TLS over the next
18 months, if I am right and the recovery continues.

As I mention above, it was very pleasing to see
analysts react to these developments by
UPGRADING TLS consensus EPS forecasts for the
first time in 12 months. To me, that’s a fundamental
inflection point in TLS and is a classic example of the
knife sticking in the deep value floor. That’s why I
picked up the vibrating knife (bought some), even at
share prices a little above recent lows.

Of course, it all needs monitoring as we progress but
I think this is a major turning point for TLS and I’ve
put my fund’s money where my mouth is.

To me, TLS is all about the dividend and the dividend
appears secure. As investors and analysts come
around to this view, I would expect TLS to experience
a P/E re-rating driven by dividend yield compression.
My first price target is the 200-day moving average at
$5.57 and if that hurdle is jumped, it is not outrageous
to forecast TLS to recover to $6.00, which would
represent a 5.25% fully franked, FY17 dividend yield.

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.

It’s worth noting analysts currently forecast TLS’s
FY17 dividend to RISE from 31.5c to 32.3c. That’s
+2.5% dividend growth in a world where resource
dividends are going backwards and bank dividends
will be flat at best. Woolworths (WOW) dividend is
also at risk, which means almost the entire top 20 in
Australia offers flat or falling dividends, while TLS is
RISING. This is the key point of today’s note.
The final star that aligns for TLS outperformance is
the Federal election. Obviously, long campaigns can
create uncertainty and we have already seen Qantas
(QAN) warn on domestic demand due to consumer
confidence falling ahead of the election. McGrath also
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4 newer LICs to watch
by Tony Featherstone
A Listed Investment Company (LIC) manager recently
told me that investing in LICs was a “no-brainer”.
Sell those trading at a premium to their net asset
backing and buy those trading at a discount. If only it
were that simple.
I have watched many LICs over the years trade at
seemingly permanent discounts to their asset
backing, frustrating their managers and shareholders.
It means the LIC is worth less than the market value
of investments in its underlying fund.
I have also seen LICs trade at hefty premiums for
longer than most expected. Investors paid more for
the LIC than its assets were worth because they rated
the manager and expected continued strong
performance. The LIC’s asset value kept rising and
so did its share price.
To recap, LICs are essentially listed managed funds
that trade on the ASX. Unlike unlisted unit trusts, LICs
have a fixed pool of capital (that can be increased if
the manager raises capital). The fund’s size is not
influenced by fund flows and market movements,
meaning the LIC manager does not have to manage
according to fund inflows and outflows.
LIC managers say this is a big advantage. It means
they do not have to buy expensive stocks when fund
inflow is strong, or sell cheap stocks to meet fund
redemptions in bear markets. It should mean greater
dividend and franking credit certainty compared with
unit trusts.
High, fully franked LIC dividends partly explain why
they have become popular with self-managed
superannuation funds (SMSFs). Lower annual
management fees (compared with unit trusts and
even some exchange-traded products) and the
preference of many SMSF and self-directed investors

Thursday 21 April 2016

to invest in listed entities are other factors.
However, LIC critics say the structure favours
underperforming managers who keep all their fees
regardless of performance (although poorly
performed LICs inevitably get taken over). Also, too
many LICs trade at a discount to the value of their
assets.
Cynics argue that the latest LIC IPO boom is more
about fund managers, who were better known for unit
trusts than listed investments, looking to cash in on
rising LIC hype and “gather assets”. Their poor
collective performance since listing had made it
harder for other LIC IPOs.
Watch the premiums and discounts
For all the complications, LIC discounts and
premiums are valuable information if used correctly.
Rather than view them in isolation, look at a LIC’s
five-year average premium or discount and compare
it with the current figure (easily accessible through the
handy ASX/Morningstar monthly listed managed
funds reports).
LIC premiums and discounts have a tendency to
revert to their mean over longer periods. So a LIC
trading at a premium that is well above its long-term
average has a higher chance of premium
compression, and one trading at a larger-than-usual
discount is worth following.
However, that strategy is not much help with a batch
of larger LICs that have listed on ASX in the past two
years. They do not have much trading history, so
investors have to form a view on the appropriateness
of the premium or discount in isolation.
I have followed the LIC Initial Public Offerings
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reasonably closely, partly because I had
foreshadowed a coming boom in the LIC market two
years ago and because some of the new LICs were
launched by several of the market’s most prominent
investors. They include Platinum Asset Management,
PM Capital, Ellerston Capital, Perpetual and Argo.
Most of these high-profile LICs are trading at a
discount to their asset backing. The Ellerston Asian
Investments LIC, for example, traded at a 9.3%
discount to its pre-tax Net Tangible Assets (NTA) in
March 2016, ASX data shows.
The Perpetual Equity Investment Company traded at
an 8.5% discount, the Argo Global Listed
Infrastructure Fund traded at a 7% discount, and the
PM Capital Global Opportunities Fund traded at a
16% discount.
To put that in perspective, investors could buy a
dollar of assets in the PM Capital Global
Opportunities Fund for 84 cents, through a LIC
managed by PM Capital, one of most consistent
outperformers in global equities.

1. Bailador Technology Investments
Co-led by former Fairfax Media CEO and All Blacks
rugby captain David Kirk, Bailador (BTI) is one of the
market’s more interesting LICs. It is the only one to
focus exclusively on privately-owned technology
companies in the growth phase – a market that is
traditionally the preserve of venture capital/private
equity funds and hard for retail investors to access.
I rate Bailador’s management, strategy and record in
technology investing. It raised $24 million in a
November 2014 IPO and its share price has finally
edged past the $1 issue price, despite good asset
revaluations and a pre-tax NTA in April of $1.16.
As a new LIC, Bailador deserves some discount, but
10% is a touch excessive.
Chart 1: Bailador

However, care is needed with raw figures on LIC
discounts/premiums. Option issues that accompany
most LIC IPOs, and potentially lead to greater share
issuance, can distort the real figure and are not
considered in most published premium/discount data.
IPOs, by their nature, distort LIC premiums/discounts
because the offer’s considerable costs come out of
the asset backing. A dollar raised might only mean 97
cents is available to be invested after all IPO fees are
paid, so the LIC immediately trades at a discount.
Moreover, the discount/premium varies depending on
whether one looks at pre-tax or post-tax NTA (I prefer
pre-tax).
And the LIC could trade at a large, sustained discount
to its NTA, if the manager has a record of
underperformance, the dividend record is patchy, or
the market is concerned about the LIC’s underlying
investment class (emerging-market equities, for
example), or their liquidity (with micro-cap stocks).
Caveats aside, here are four newer LICs worth
watching at current prices:
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Source: Yahoo!7 Finance, 2016
2. Argo Global Listed Infrastructure Fund
Argo is one of the market’s best-known and largest
LIC managers through the $4.9 billion Argo
Investment LIC. It raised $286 million for the global
LIC (ALI) and listed on ASX in July 2015 through an
IPO. Its $2 issued shares trade at $1.79 at a decent
discount to NTA.
It’s hard to go past Argo as a LIC manager (even
though it outsources stock-picking in the global fund
to an infrastructure specialist) and I like the long-term
outlook for global infrastructure equities and
fixed-income securities.
Management fees are a touch high at 1.2%, but
global infrastructure has a useful role in portfolios, as
does using a well-regarded manager to invest
through a fund approach.

06

Chart 2: Argo Global Listed Infrastructure

4. Ellerston Global Investments
Launched in late 2014 through a $75 million IPO, the
LIC (EGI) was one of several global equity funds that
listed on the ASX when the Australian dollar was just
below parity with the US dollar and increasing
exposure to global equities was an obvious strategy.

Source: Yahoo!7 Finance, 2016
3. PM Capital Asian Opportunities Fund
The PM Capital Asian Opportunities Fund (PAF)
listed on the ASX via an Initial Public Offering, raising
$55 million through the issue of $1 shares. They fell
to 84 cents, before recovering to 92 cents – a big
discount to the latest NTA of $1.08.
Asian equities are trading near historic valuation lows
and PM Capital has a good record in this region. The
price-to-book ratio for the MSCI Asia (ex-Japan)
index, a favoured valuation metric, was 1.3 in March
– low by historic standards.

The Ellerston Global LIC is trading at 91 cents, well
below the $1 issue price and latest pre-tax NTA of
$1.09. Since inception in November 2014, the
Ellerston Global Investments portfolio has returned
14.81%– well ahead of the 2.15% return in its
benchmark MSCI World Index. The NTA discount in
the global LIC will have to narrow if Ellerston
maintains that outperformance.
The LIC is 80% invested in US equities and hedged
for currency exposure. It looks a cheaper way to gain
exposure to US equities at a discount, but as a $69
million LIC, it suits investors comfortable with
micro-cap companies.
Chart 4: Ellerston Global Investments

Eagle-eyed investors could spot a double discount of
sorts in the PM Capital Asian Opportunities Fund: a
LIC trading at a discount to its underlying Asian
equities, which in turn are trading at a discount to
their long-term valuation averages.
The LIC is worth a look for long-term investors, who
want exposure to Asian equities (ex-Japan) and
understand the risks of investing in the region.
Chart 3: PM Capital Asian Opportunities Fund

Source: Yahoo!7 Finance, 2016
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Source: Yahoo!7 Finance, 2016
– Tony Featherstone is a former managing editor of
BRW and Shares magazines. This column does not
imply any stock recommendations or offer financial
advice. Readers should do further research of their
own or talk to their adviser before acting on themes in
this article. All prices and analysis at April 20, 2016.
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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Buy, Sell, Hold – what the brokers say
by Staff Reporter
In the good books
Oil Search (OSH) Upgrade to Neutral from Sell by
Citi B/H/S 4/3/1
Citi is busy updating its commodity prices forecasts.
Its global analyst team remains on the bullish side for
crude oil. Citi’s forecasts are for crude to gradually
recover to US$52/bbl by 4Q 2016, and further to
US$60/bbl in 2017. For Oil Search the update has led
to an upgrade.
Perseus Mining (PRU) Upgrade to Outperform
from Underperform by Macquarie B/H/S 2/1/1
The company has released a revised life-of-mine plan
for Edikan. This offers some improvements on the
prior plan, Macquarie observes. Of most importance,
it should allow sufficient cash flow for the company to
consider going ahead with Yaoure.
The broker considers the merger with Amara and the
new Edikan plan position the company to achieve its
long-held ambition to develop a second mine. Yaoure
should double production in FY21, Macquarie
suggests.
In the not-so-good books
Beach Energy (BPT) Downgrade to Neutral from
Buy by Citi B/H/S 1/3/1
Despite Citi’s bullish view on crude oil, Beach Energy
is the sole stock that has received a downgrade in the
wake of the broker’s commodity forecast update.
GPT (GPT) Downgrade to Underperform from
Neutral B/H/S 1/4/1

defensive real estate investment trust (REIT), but
Credit Suisse notes GPT’s returns have meaningfully
underperformed of late across all of retail, office and
industrial. The broker believes super-regional malls
are best placed to outperform at this stage in the
cycle. Credit Suisse thus sees Scentre Group (SCG)
as a better placed REIT at present and has
downgraded the stock on valuation.
Rio Tinto (RIO) Downgrade to Sell from Neutral
B/H/S 4/3/1
Citi analysts updated their prices forecasts for
commodities and for the first time in a long while new
forecasts went up, not down. But it’s not universal
good news as the analysts remain bears on nickel,
while retaining a sceptical view on bulk commodities
once the strong steel restart/restocking in China has
run its course. In Citi’s view, the iron ore crunch that
was meant to happen in 2016 may just be pushed out
to 2017.
South32 (S32) Downgrade to Neutral from Buy by
Citi B/H/S 3/4/1
As noted above, the broker has revised their
forecasts for commodities. For South32, the outlook
for manganese is of crucial importance and here Citi
believes prices have peaked, without likely going
back to the lows seen earlier in the year. A bearish
outlook for nickel has an impact too.
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.

GPT is popular with investors as a high quality,

Thursday 21 April 2016

08

The ATO’s new borrowing rules
by Tony Negline
This article is about you or your business loaning
money to your super fund. Some people have already
done this and a few have even wanted to loan this
money for very low – even zero – interest rates.
As I will explain, you can do this but you will likely
face paying high tax rates inside your super fund.
Two weeks ago, the Australian Taxation Office (ATO)
released a document about what it thinks are the
terms for an arm’s length loan for real estate and
listed shares. At the bottom of this article, I have
reproduced what they expect for a property loan.
You might have seen these ATO terms and
conditions called “safe harbour” rules.
This term signifies that certain behaviour will be
deemed not to have breached the relevant laws.
In this case, it means that if your loan to your super
fund mirrors the ATO’s terms and conditions, then
your super fund will be deemed not to be earning
non-arm’s length income and hence not subject to
tax penalties.
Do you have to follow these new ATO rules?
The short answer is no. It may be that you can find an
arm’s length lender who will offer better terms than
ATO basic rules. If that is the case, then as long as
you can keep documentation of those terms and
conditions – on the lender’s letterhead – then that is
acceptable. For example, the ATO’s guideline
doesn’t contain terms for an interest only loan.
You might find someone in the market place willing to
offer your super fund this type of loan on favourable
terms. If so, you could simulate their loan terms and
keep their documentation on file when loaning the
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money to yourself. Similarly, you could use the terms
and conditions of a principal and interest loan
provided by a third party lender.
What’s the purpose of the ATO material? By
releasing this material, the ATO has saved everyone
the hassle of trying to work out what an arm’s length
arrangement may be.
The benefits of borrowing
Borrowing by super funds has certainly become a hot
topic.
There are many reasons why you would want your
business to loan money to your super fund. These
include:
1. Asset restructuring – this is best explained by
an example. Suppose your business owns its
business premises. It seems that the tax rates
in the super fund are lower than what your
business pays, so you would like to somehow
transfer the asset into super. One problem
you have is that your super fund doesn’t have
enough money to buy it outright. Depending
on your circumstances, there are a number of
ways around this issue but one way around it
may be for your fund to pay a deposit and
your business to provide vendor finance to
fund the rest. With this transaction, it’s
important to consider all the possible
transaction costs such as legal fees, stamp
duty and CGT on disposal.
2. Tax and retirement planning – you would like
to move money into super for your retirement
but you also know that it doesn’t make sense
to lock money away in super before it’s
necessary, given you can’t get access to it for
many years.
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3. You would like to contribute to super but are
concerned about the government changing
the rules and want to leave your options open.
4. You want to contribute more into super but
can’t do so because of the contribution caps.
To put any of the above, or similar, ideas into play
you would need to put in place what is called a
Limited Recourse Borrowing Arrangement or
LRBA. Given the new ATO rules, understanding the
main features of a LRBA and the terms of your loan
will ensure you comply with the new rules.

security required, the loan-to-value ratio and other
terms and conditions have to be similar to that offered
in the normal market. If you don’t follow this rule,
then the income of your super fund from this
investment can be taxed at 47%.
What the ATO expects from a property loan – the
terms of a safe harbour
- Please see next page

The main features of a LRBA
1. A lender, in this case you or your business,
loans money to your super fund which then
uses that money to buy an asset.
2. The purpose of the loan must be that your
super fund wants to buy an asset. That is, you
loan money to your fund, which it then uses
for any purpose, such as paying its expenses.
3. The asset itself, once purchased, needs to sit
in a trust – called either a bare or holding
trust. There are restrictions on how this asset
can change while it is held in this trust. For
example, if the asset is real estate, then it can
be repaired and maintained but, in general
terms, it cannot be improved. If the asset is
listed ASX shares, then you cannot participate
in many corporate restructures or dividend
share purchase plans, which would see a
change in the number or type of shares held
by the holding trust.
4. The asset your fund buys can be anything that
it is allowed to own. If the asset is residential
real estate, then you or your family can’t use
that asset. There are restrictions on what your
fund can purchase from you or entities related
to you, such as your business or family trust.
Similar restrictions apply to your relatives and
entities that they own or control.
The terms of your loan to your super fund
The terms of your loan must always be structured
properly. By this I mean it must be based on what you
can obtain in the market.
That is the interest rate, the term of the loan, the

Thursday 21 April 2016

10

Source: ATO
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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My SMSF
by Michael Georgeff
Michael Georgeff is from a second-generation wheat
farm in a very marginal rainfall area of WA. He retired
seven years ago and gives us an insight into his
SMSF and his passion for investing.
How old are you?

My figures for the last three financial years were very
pleasing:
2012-2013: 21%
2013-2014: 20%
2014-2015: 18.4%
Up until December 31st 2015: 19.4%

65 years.
Why did you start up?
I decided I was too young to go fishing and bowling
and wanted to control my own financial future rather
than put it entirely in someone else’s hands. Also I
got rid of my theatre room and turned it into a large
spacious office, which gives me a “Warren Buffett”
feeling.

What is your asset allocation?
Up until December 2015, I was 50% exposed to the
internet sector; 20% to telcos and health; and the
remaining 30% in managed funds.
For the last three months, I have split this up into two
separate accounts: one with blue chips, which are
mainly static holdings chosen from, say, the top 50,
which comprise about 20% of my SMSF value.

How large is your SMSF?
About $3 million.

The other part of the investment portfolio consists of
mainly small caps, which are higher risk/speculative.

How difficult is it to manage?

The blue chip portfolio has about 20 stocks.

At first I thought “this is very difficult”, especially
when my first purchase was Rio Tinto (RIO) at $130 –
not a good start! But as good fortune would have it,
my timing was at the end of the 2008 GFC and as we
know in the stock market, ‘timing is everything’.

I do try and pick the stocks that are either earning an
income or very close to it.

Do you enjoy managing it?
It’s the best job I could ever get used to. I can be
lying back in some exotic overseas hotel and still be
watching the market and trading shares, thanks to
modern technology.
Are you pleased with the performance of your
SMSF?
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The remaining 30% is in managed funds, which, over
time, I have been fine-tuning over about five years
and I am happy with the ones I am holding now.
These include the Smallco Small Caps fund and a
microequites fund managed by Ausbil.
What investments do you have outside of your
SMSF?
I lease some of my original farmland, which I still own
and play around with a land development in
Tasmania, which only just breaks even.
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Do you use an advisor or any kind of service
provider?
In the order of value I use the following services:
Foxtel, Your Money Your Share
The Switzer Super Report
Intelligent Investor
Under the Radar
Kosec
Fat Profits
Motley Fool
It’s worth an outlay of a few thousand dollars per
year to collect information, which is a small price to
pay, compared to the amount you have invested.
I also network with my neighbours. There is a wealth
of untapped talent out there in the retirement world.
My network consists of:
Terry, the ex-bookie, managing his own super fund,
studied the share market for 40 years mainly in small
cap mining resources;
John, an engineer and a very senior BHP
ex-employee, who manages his super fund; and
Jill, a former private secretary to leading Australian
company CEO’s, and former personal assistant to an
ex Premier of WA during the first mining boom. Jill
also does my book-keeping!
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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Vocus Communications and model portfolios
by Questions of the Week
Question: I recently had my M2
Telecommunications shares merge with Vocus
Communications (VOC).
Is there any reason why Vocus shares continue to
rise, even though their yield is only about 2%?
Should I take profit on offer now or is there
continued upside to share price to any particular
level?

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.

Answer: (Paul Rickard): The three major brokers
who cover the stock have buy recommendations on
the stock, and the consensus target price is $8.87.
Like you, I am a bit surprised at how well Vocus has
done.
While there is an old adage in markets about “letting
your profits run”, there has to be some execution risk
with the realisation of the merger benefits, so I would
probably be inclined to take a profit or two.
Question: I want to model the Australian equities
component into my SMSF based on your income
portfolio. What’s the best way to keep track of
the changes you make to the portfolio? Do you
have any notification services?
Answer (Paul Rickard): It is a model portfolio, which
is meant to demonstrate an approach to portfolio
construction. For that reason, we do minimize the
changes.
Typically, these only occur at the end of the month –
and no more than a couple of times each year – or
when we are forced to change due to a corporate
action.
There haven’t been any changes yet in 2016.
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