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Me waters

Last week I told you all that I could feel good times ahead in 'me waters', and then as if on cue, the

market fell. But I haven't changed my mind, and I explain why in today's note.

Also in the Switzer Super Report, George Boubouras explores Australia's changing media landscape

and analyses four companies in the sector. Paul Rickard tells us about a new high-interest bank

account for DIY super funds. Plus, we look at how to claim tax deductions such as electricity and travel

costs in your fund, and we also have our weekly broker wrap of buy, sell and hold ratings. Have a great

week.

Sincerely,

Peter Switzer
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Did "me waters" get it wrong?

by Peter Switzer

Last Thursday, I suggested, Kath & Kim style, that

“me waters” were telling me that we could be in for a

better time on the stock market, and on cue, Wall

Street dropped 250 points, which of course sent our

market down solidly as well. So, did I get it wrong?

In a word: “Na.”

Short vs. long term

It is a nightmare trying to pick the market in the short

term and that’s why I invest for the long term. I

recommend others do the same unless you are a

professional who can play a very short game – a big

bash, Twenty20, if you like. Lance Lai from

Accountancy Invest, who writes for this report and

whose charts I use to suggest that we could be in for

some upside with stock prices, is that kind of guy.

He invests short-term and his charts are pointing to a

rise in stock prices, but he can look wrong in the very

short-term because news flows can temporarily

disrupt the trend.

Looking at last week’s US sell off on Thursday, you

have to recall that by Friday Wall Street went positive.

The Dow was up 67.21 points or 0.53% to 12,640.78

while the S&P 500 was up 9.51 or 0.72% to 1,335.02.

By the way, the big concern on Thursday was the

banks after Moody’s downgraded a pile of the world’s

biggest, however by Friday, the banks led the charge

as stock prices went higher.

Nervous Nellies

News flow can determine daily market moves and 250

points is no longer a scary move in a volatile market.

Last week, the US Federal Reserve’s failure to go for

or talk up a third stimulus package, combined with

the bank downgrades, the weaker US economic data

and HSBC’s calculations of the Purchasing Managers’

Index (PMI) data for China’s private manufacturers,

didn’t help stock prices. And Spanish bank worries

persisted to rattle investors.

This week we get the official PMI for China, as well as

housing, manufacturing and economic growth

numbers in the USA. Meanwhile, the European Union

(EU) has a big summit on Thursday and Friday that

could help or hurt the market.

The rest of this year remains tricky for investors.

Europe is bound to take its time to come up with a

good economic plan and the Yanks face what is called

a ‘fiscal cliff’ at the end of the year, which means tax

cuts and spending will cease automatically unless

Congress can come up with an alternative.

New Presidential term

The one positive about this is the fact a new

presidential term would have started and you have to

hope that whoever wins will have control over

Congress.

The year ahead promises volatility and I would not be

surprised to see the market head up as Lai predicts,

but then we are bound to see more stock price

slumps, which I have been calling, all year, buying

opportunities. Buying good companies when everyone

wants to sell can be a great long-term strategy,

provided you have 15-20 stocks and you have a

diversified portfolio.

Important information: 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.

Anyone should consider the appropriateness of the

information in regards to their objectives, financial

situation and needs and, if necessary, seek advice.
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Analysis of four Australian media stocks

by George Boubouras

The media sector is a cyclical sector that is going

through significant structural changes, particularly

over the past decade. The sector is very broad with the

traditional newspaper/magazine model increasingly

requiring an online, tablet solution for survival.

Radio and television, both free to air and pay

television, have an increasing emphasis on sports

rights in many of the mature global markets. Further,

film production and distribution combined with

online new media solutions are increasingly playing a

crucial role for future revenues.

The sector effectively captures everything from the

traditional old media (although, this is more a

perception) through to new media and entertainment,

and has tended to be constantly evolving.

Changing times

The current developments underway are very

significant due to the changes in technology and new

media. It is also fair to point out that the market is

still adjusting to the way it should value future

earnings for the sector globally; using historical

media-sector earnings is not as relevant.

The difficulty the market has with valuing Facebook

(FB) is just one example that demonstrates the

uncertainty in valuing new social media. Valuing the

sector based on long-term growth expectations

becomes increasingly difficult in the current

environment. Investing in the sector is a higher

leveraged (higher beta) exposure to future revenue

growth via advertising.

Investing in media

For investors, the media sector is a broad landscape

and one needs to invest in companies with a good mix

in business that is adaptable to the changes in

technology. Therefore, valuations more than two to

three years out become increasingly obsolete for this

sector compared with traditional defensive sectors.

It is difficult to pick the winners in this market

because investors must search for evidence that

earnings per share (EPS) can be accretive when

investing in media stocks. Acquisitions are a way to

deliver for investors, but this needs a management

team with a history of delivering successful

acquisitions in the past.

Ultimately, investors need good diversification in the

sector across many business models and regions.

Regulation also plays a key role and investors must be

wary of business models that have a history of

subsidising underperforming assets.

Domestically, there are many different media

exposures with different models. The tables below

show a selection of companies with basic metrics as

well as the industry wide recommendations.
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Source: UBS. Note: Past performance or forecasts

are not a reliable indicator of future performance.

Taking a look at four briefly:

News Corporation (NWS)

News Corporation is the ultimate diversified global

media and entertainment company. The major

earnings contribution comes from television, cable

broadcasting (particularly sport in key global

markets) and production and distribution of motion

pictures, creating a diversified, but leveraged,

exposure to the sector. Print media is a very small

proportion of the company’s revenues and this area is

undergoing further change. News has been a better

performer for the sector given the global business

model and has been in our various UBS Wealth

Management model portfolios over the past year.

Fairfax (FXJ)

Fairfax has been the more public underperformer in

the sector given the nature of the changes in their

investor profile. Their business model is heavily

dependent on newspaper publishing compared to its

peers. The company has a solid rural press business

model with a good mix of various online businesses.

Their AFR online product is a high-quality offering in

the local market and in my mind very much looks like

the successful Financial Times (owned by Pearson

PLC) model. While hypothetical, the two would be

ideal partners with a natural fit in the Asia Pacific

region.

The valuations for FXJ are very compelling and for

more aggressive investors there is an opportunity to

accumulate towards the $0.50 level as the market

continues to digest the very public cost cutting

initiatives. While traditional newspaper models are

clearly behind us, there will always be room for

quality digital newspapers with a partial subscription

model such as New Corp are currently doing via the

Wall Street Journal and The Australian.

Seek Ltd (SEK)

Seek Ltd is the local online media sector success

story. On a basic multiple comparison, the company

trades expensively versus its peers in the sector, but it

has consistently traded expensively given it has

delivered good EPS growth through its lower cost

online business model. It operates in various online

employment business models in Australia, New

Zealand and globally, particularly in South East Asia

and China. It has also recently increased its stake in

Mexico and Brazil, which are both key growth

regions. The current price correction towards the low

$6 levels in our view looks appealing.

APN News and Media (APN)

APN News and Media (APN) is a mid/small cap

diversified media exposure. The company has strong

regional newspaper business models (with a good

digital platform) combined with radio and an outdoor

advertising business with an Asian presence. It is a

flat performer year-to-date and has given up the solid

gains made in the March quarter. APN is indicative of

the sector in general and requires signs of

accelerating domestic demand, which will only come

from additional local interest rate cuts, to drive an

increase in advertising. The average 12-month price

target by all the analysts on the street is around

$0.92. I would be more than happy if this target were

achieved.

The bottom line

The changing landscape of the media sector will

remain a challenge for all investors. A combination of

new online digital business models with a solid global

presence in a mature market should be the aim.

The sector will remain a high-beta exposure going

forward and there would need to be additional

stimulus domestically to be a catalyst for any earnings

upside. Valuations are clearly discounted, but there

are many different business models and therefore
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risks.

Finally, the ongoing changing landscape will make it

more difficult to target earnings forecasts more than

two years out.

This note was written on 22 June 2012.

George Boubouras is the Head of Investment

Strategy & Consulting at UBS Wealth Management,

Australia.

Important information: 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.

Anyone should, before acting, consider the

appropriateness of the information in regards to

their objectives, financial situation and needs and, if

necessary, seek professional advice.
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Westpac ups the ante in the SMSF deposit war

by Paul Rickard

Westpac has thrown out a very aggressive offer in the

battle for SMSF bank account balances, with an

incentive of up to $1,500 if you open their ‘DIY Super

Solution’ bank account and hold at least $25,000 in

the account for six months. It will be interesting to see

which of the other banks respond, and how.

We reviewed the SMSF ‘tailored’ bank accounts back

on 26 March, and have updated our analysis below.

The Westpac ‘DIY Super Solution’ comes out pretty

favourably in terms of transactional ability, features

and interest rates – so this is an offer certainly worth

considering, particularly with an understanding of the

inevitable fine print.

The offer

The offer is in two parts. The first part is a $500

‘bonus’ interest payment if you transfer at least

$25,000 into a new or existing ‘DIY Super Solution’

account and maintain the increased balance for at

least six months. For new customers, this means

opening an account before 30 September, depositing

at least $25,000 in a single transaction, and holding

that balance for at least six months.

The second part (which for some trustees will be of

limited value) is a rebate of up to $1,000 on

brokerage with Westpac Broking. This applies to

share trades within six months of your broking

account being opened. Opening a share broking

account is an option you can select when opening the

DIY Super Solution cash accounts.

The account

The Westpac DIY Super Solution comprises two

linked bank accounts – a ‘Working’ account and a

‘Super Savings account’. The latter is currently paying

4% on every dollar – 50 basis points above the

Reserve Bank of Australia’s (RBA) cash rate. So, if you

do exactly as per the offer and open an account with

$25,000 and leave it there for six months, the

effective interest rate (with the $500 bonus interest)

is 8% per annum – a bonus rate of 4% for the period!

If you transfer $50,000, the effective rate for the

period drops to 6% per annum – if you transfer

$100,000, it is down to 5% per annum – nothing to

be sneezed at!

Similar to the other tailored offerings from banks to

SMSFs, the Westpac DIY Super Solution has no

monthly account fee. You can, as an option, get a

cheque book (which some Trustees still prefer),

although you will pay $1 per cheque. Direct debits are

also charged at $0.25 per debit.

With its two-account structure, it doesn’t pay a high

rate of interest on the working account – although it

is better than its competitors. To maximize the return,

trustees need to be vigilant and transfer monies as

they are received from the ‘working account’ to the

‘super savings’ account.

Your options

Our updated analysis of the major ‘tailored’ SMSF

bank accounts is detailed below. One important factor

not covered is of course “customer service” – much

harder to assess on a quantitative basis – but a key

factor for many trustees. We would like to know of

your experiences – good and bad!
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Rates as at 22 June, 2012.

Important information: 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.

Anyone should, before acting, consider the

appropriateness of the information in regards to

their objectives, financial situation and needs and, if

necessary, seek professional advice.
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The broker wrap: stock upgrades jump

by Rudi Filapek-Vandyck

Changes to broker ratings in the past week

The past week has been an active one for ratings

changes by the eight brokers in the FNArena

database, with a total of 11 recommendation upgrades

compared with just six downgrades. Total Buy ratings

now stand at 49.64%.

Upgrades

Aquila Resources (AQA) was upgraded by

Macquarie, which lifted its rating to Buy following the

lifting of coverage restrictions on the stock. In the

broker’s view, the share price is simply not pricing in

the value of Aquila’s asset base.

Deutsche Bank upgraded Commonwealth

Property Office (CPA) to Hold on valuation

grounds. It says when the recent acquisition of 10

Eagle Street Brisbane is factored in, the stock is now

trading in line with peers.

The announcement of an equity raising by Echo

Entertainment (EGP) saw brokers across the

market adjust their models, including changes to

earnings per share estimates and price targets. Credit

Suisse expects the stock to trade closer to the offer

price post the issue, which is enough for the broker to

upgrade it to a Hold.

UBS has moved to a Buy rating on Fletcher

Building (FBU) as management has reconfirmed

full-year earnings guidance. The company has also

announced some changes in senior management,

which may see some restructuring and reorganising

more likely in coming months, UBS predicts.

RBS Australia was active in upgrading resource stocks

during the week, lifting Grange Resources (GRR),

Iluka (ILU) and Mount Gibson (MGX) to Buy. In

all three cases the upgrades stem from changes to

commodity price forecasts, which flows through to

adjustments in earnings estimates and price targets

as well.

The changes to commodity forecasts worked the other

way as well, as RBS downgraded both Kingsgate

Consolidated (KCN) and Perseus Mining

(PRU) to Hold on the back of its revised targets and

earnings forecasts.

For Incitec Pivot (IPL), the upgrade to Neutral by

JP Morgan is a valuation call and follows recent share

price weakness. Minor changes to earnings estimates

resulted in JP Morgan trimming its price target.

The rejection of an appeal against the approval of a

temporary operating licence for Lynas (LYC)

brings commissioning of the LAMP project closer in

the view of UBS. This is enough for the broker to

upgrade it to Buy.

Relative share price underperformance is behind
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Citi’s upgrade for National Australia Bank

(NAB), as the broker notes NAB share price

performance has lagged by around 6% so far this year.

This leaves the stock offering compelling valuation

according to Citi, which has also lifted its price target.

With Transfield (TSE) shares having fallen since an

earnings downgrade in April, RBS sees value enough

to upgrade it to Hold. A move to a more positive

rating would require evidence of greater margin

consistency and delivery on guidance for Easternwell.

Downgrades

On the downgrade side, Credit Suisse has cut its

rating for Billabong (BBG) to Sell on the back of the

capital raising and cutting of earnings guidance

announced last week. The lack of earnings certainty

translates into excessive risk in the broker’s view,

while value is also limited given the group’s issues.

An update by Charter Hall Group (CHC) included

the announcement of a contingent liability and this,

plus recent share price outperformance, was enough

for JP Morgan to downgrade it to Hold.

Lower earnings guidance from Jetset Travelworld

(JET) caused brokers to cut forecasts and targets,

while Deutsche Bank has also downgraded its rating

to Hold. The rating change reflects uncertainty from

restructuring initiatives announced with the market

update.

The other resource upgrade was OZ Minerals

(OZL), where JP Morgan cut its rating to Sell after a

change in analyst covering the stock. While OZ

Minerals offers a defensive exposure to the copper

sector, JP Morgan says this is priced in at current

levels.

Note: FNArena monitors eight leading stockbrokers

on a daily basis. The eight experts are: BA-Merrill

Lynch, Citi, Credit Suisse, Deutsche Bank, JP Morgan,

Macquarie, RBS and UBS.

Important information: 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.

Anyone should, before acting, consider the

appropriateness of the information in regards to

their objectives, financial situation and needs and, if

necessary, seek professional advice.
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Claiming tax deductions in your SMSF

by Tony Negline

I delved into the issue of tax deductible expenses in

my last article and promised to talk further about the

ability to claim ordinary expenses in your fund, such

as telephone and electricity costs etc. You can read

my earlier article here if you would like to re-cap.

The provision

General tax law allows self-managed super funds

(SMSF) to make a tax deduction for all losses and

outgoings to the extent they’re incurred in gaining or

producing assessable income. However, those losses

or expenses can’t be of a capital, domestic or private

nature or be involved in gaining or producing exempt

income.

This provision has been in the income tax laws for a

long time and has been the subject of many Court

cases. If you’ve studied Australian tax law at

university, you’ll have enjoyed reading and re-reading

some of these cases several times trying to decipher

how the judges have interpreted these rules and how

it applies to other circumstances! Let’s take a look at

some now.

Determining your deduction

In Private Binding Ruling 17651 (issued in September

2002), the Australian Taxation Office (ATO) points

out that super fund trustees can claim electricity,

telephone and internet expenses as a tax deduction

under this general principle. However, the cost will

only be deductible if you can demonstrate how you’ve

calculated the super fund’s income producing use of

these expenses.

In Tax Ruling 93/30 the Tax Office points out that, “if

a taxpayer merely sits in the lounge room with his or

her family and at the same time does some work

related activity, the expenditure for lighting and

heating/cooling retains its private or domestic

character,” meaning the cost isn’t tax deductible.

“However, if the taxpayer uses the room at a time

when others are not present or uses a separate room,

he or she is entitled to a deduction,” says TR 93/30.

How much can you claim?

The ATO has a formula for determining how much

you can claim: A x B x C, where

A. is the cost per unit used;

B. is the average units used per hour; and

C. is the total hours used for income producing

purposes.

TR 93/30 allows a bona fide estimate based on a

reasonable percentage.

If your super fund also earns exempt pension income,

then you might need to apportion this expenditure

according to the rules provided in my previous article,

Apportioning expenses for tax deductions.

For what it’s worth, I don’t think it’s worth our while

working out these deductions because we don’t need

to spend too much time working on our super fund.

Travelling costs

Now what about the cost of travelling to your

financial planner, bank or accountant? These are tax

deductible to the extent that they are incurred in the

servicing and maintaining of your super fund’s

investment portfolio and are deductible against your

fund’s investment income. You must keep travel

records and be able to demonstrate how you

calculated the deduction.
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Computers and software

Computers and computer software are capital

expenditures and aren’t tax deductible. However, you

may be eligible to claim a depreciation allowance on

these costs. If you use your computer or associated

software to access financial information, then you can

claim a deduction for the decline in value. The Tax

Office usually assumes that software has an effective

life of two and a half years.

Certain rules may permit the full cost to be claimed as

a tax deduction immediately.

Managed funds

What about expenses incurred by a managed fund? In

these cases, the manager of the fund assumes

responsibility for managing the assets, deriving

income from those assets and paying all expenses

related to the earning of income or capital gains.

When calculating net income distributed to

unitholders, managers typically reduce the income by

these expenses. In effect, your earnings are reduced

by these expenses. As these expenses aren’t incurred

directly by unitholders, they can’t claim a tax

deduction for them. This applies even where the unit

trust specifies these expenses and how they apply to

each unitholder.

Training

What about attending training courses to help you

invest your super fund’s money? It will be deductible

to the extent to which it’s used in earning your super

fund income. For example, if you use the information

to derive a personal benefit, then you must factor that

into the size of the deduction your fund is permitted.

Important information: 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.

Anyone should, before acting, consider the

appropriateness of the information in regards to

their objectives, financial situation and needs and, if

necessary, seek professional advice.
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The week ahead

Australia

Tuesday 26 June: Reserve Bank speech by Assistant governor Guy Debelle

Thursday 28 June: Financial accounts (March quarter)

Thursday 28 June: Job vacancies (May)

Thursday 28 June: New home sales (May)

Friday 29 June: Private sector credit (May)

Overseas

Monday 25 June: US New home sales (May)

Tuesday 26 June: US Home prices (April)

Tuesday 26 June: US Richmond Fed index (June)

Wednesday 27 June: US Durable goods orders (May)

Wednesday 27 June: US Pending home sales (May)

Thursday 28 June: US Economic growth (March qtr)

Friday 29 June: US Personal income (May)

Did you know?

You can find out a lot of useful information on SuperTV. For example, hear what John Edwards from Residex

predicts for house prices across the country, or find out what the Commonwealth Bank says about European

debt fears and their impact on domestic bank funding.
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