Issue 77, 23 April 2012

Anxious wait
There are some good signs in the stock market, but there are still a lot of issues out there that are going
to keep our nerves on edge over the coming months. In today's Switzer Super Report, I prepare you for
the anxious wait ahead.
As we enter this period, Paul Rickard updates you with our recommended sector weightings for your
stock portfolios. Plus, we have our weekly broker wrap of stock ratings and we kick off a two-part series
on the ten steps you need to follow to start a pension, and there's quite a bit of paperwork involved!
Have a great week.
Sincerely,

Peter Switzer
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We're entering 20 weeks of anxiety
by Peter Switzer
Like it or not, we now face about 20 weeks of investor
anxiety where week-by-week and even day-by-day,
there will be a market test of US and Chinese
economic data. As well, there will be a general watch
on anything out of the European Union (EU) that
could disturb debt repayments, yields on sovereign
bonds, the stability of the banking system and the
course of Europe’s expected recession.

• Around 180 companies will also report in the US.

Sure, US company news will also be watched closely
and every word Ben Bernanke utters will be analysed,
dissected and assessed to ascertain if QE3
(quantitative easing, package three) – that is, more
monetary stimulation – is in the pipeline for the
Yanks.

• The French elections will be important as well, with
the Socialist Francois Hollande favoured to beat
current president Nikolas Sarkozy!

• There is an interest rate meeting where US central
bank policy going forward will be hinted at.
• There will be a lot of US economic data on housing,
durable goods orders, economic growth and
consumer sentiment.

• Key PMI data out of China and the eurozone should
tell us how manufacturing is travelling in those two
regions.

Good signs
I genuinely hope QE3 won’t be needed as it will show
that the US recovery has solidified. Right now,
economic data is softening in the US, but this is not a
reason to be too negative because there are some good
signs for the future of the economy as well as Wall
Street.
One of these is that of the 121 companies in the S&P
500 that have reported over the past two weeks, 81%
have beaten expectations! Also, the latest US leading
indicators were positive for growth ahead.

• Locally, we get the crucial inflation reading on
Tuesday that will seal the fate of the May interest rate
cut.
Well, that’s the stuff to watch this week, but my focus
is on the next 20 weeks or so from May to the end of
September. These were not pleasant months for
investors last year and some doomsday merchants
want to predict that we will do a replay this year.
Spain’s current bond yield predicament means you
can’t easily dismiss these negative views.
What I like

Another good fact is the market’s start to the year,
with the Dow up 0.5% to 13,029.49 on Friday and it’s
now up 6.65% for the year while the S&P 500 is up
9.62% at 1,378.53.
Watch this

That said I like the new stance of the European
Central Bank (ECB), the build-up of euro in the EU
rescue funds and the fact that the International
Monetary Fund (IMF) has secured a promise from the
G20 for US$430 billion worth of loans in the event of
a need for emergency funding.

This week I will be watching the following:
• Apple’s reporting story as it has been trashed in
recent weeks with a 10% fall in share price.

These safeguards were not around last year and they
add to my belief in the muddle-through thesis, which
I argue will end in a pretty big spike for our shares,
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which have lagged behind Wall Street.
If our inflation comes in on the low side this week and
the RBA cuts rates next week followed by another cut
a few months later, then I expect our dollar to soften,
consumer demand to improve and share prices to
start playing a bit of catch-up.
But we have 20 weeks of anxiety and anticipation
ahead after which October arrives, and given there is
a US election in November, I would expect a good old
Santa Claus rally. You can nearly set your clock on the
Yanks and their Christmas passion for stocks.
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.

03

Is it time to reweight your share portfolio?
by Paul Rickard
The Australian stock market is up by 7.6% in price
terms this calendar year; on an annualised basis,
that’s almost 25%! Who said we are not in a bull
market?
Having said that, there is a little bit of ‘lies, dammed
lies and statistics’ in these numbers, as the last couple
of weeks in December 2011 were a shocker, meaning
the rise is coming off a very low base. However, the
inescapable conclusion is that the market seems to be
slowly ticking higher.
If this trend continues, how should we approach our
sector allocation? Is it time to reweight, potentially, to
some of the resource stocks?
On the macro side, little seems to have changed since
we last reviewed our weighting: there is a little more
calm in Europe, intermixed with regular panics over
bond auctions; the US is slowly recovering; Australia
is moribund (apart from the mining services sector);
metal prices have fallen (though not collapsed); and
China continues to grow at a healthy rate of around
8.2% per annum. The doomsayers continue to preach
about the imminent collapse of the Chinese property
market, but the glass half-full cadres say the moderate
slowdown in Chinese growth is being carefully
orchestrated by the government.

particularly interesting.
Financials
In the Financials, negligible revenue growth and the
regulatory pressure coming through Basel III for
increased capital will cloud the growth prospects of
this sector. In a sustained market rally, this sector will
lag. However, it is very hard to go past the high fully
franked dividends and hence our view is to remain at
index weight. Stick to the major banks.
Others
Of the other sectors, we continue to stay underweight
in consumer discretionary, although it appears to
have bounced off the lows in February and some of
the second-tier stocks have done well. Healthcare is
the interesting one; CSL is on a roll and Ramsay just
goes from strength to strength. We remain
moderately overweight ‘healthcare’.
Our views on the major industry sectors that
comprise the ASX200, and their sector weights, are as
follows:

Commodities
We remain a believer that the industrialisation and
urbanisation of Asia will drive demand for Australia’s
commodities (iron ore, copper, gas and coal) and that
an overweight position in the ‘materials’ and ‘energy’
sectors is the way to go. Surprisingly, the Materials
sector is now priced on a price-to-earnings (PE) basis
that is below the market average – not what you
would expect for a so-called growth sector. Charlie
Aitken’s strong endorsement last Thursday in the
Switzer Super Report to buy BHP at these levels was
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Myer.
Price Returns by Sector

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.

*Weightings are as at 19 April 2012.
Finally, can we learn anything from how the market
has been trading since the start of the year? All
sectors are up and interestingly, with not that much
variation between the best and the worst (see below).
It is not that surprising that in a rising market,
Telecommunications (which is largely Telstra) and
Consumer Staples bring up the rear. The interesting
point is that it is the Industrials, particularly those
servicing the mining and resource industries, and the
Consumer Discretionary sector that are leading on
price returns. In the latter, it is those companies in
the Consumer Services subsector such as Crown,
Tatts Group and Flight Centre that are driving this
sector rather than Harvey Norman, DJs, JB Hi-Fi or
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The broker wrap: 12 stocks upgraded
by Rudi Filapek-Vandyck
Changes to stockbroker recommendations in
the past week

Ranger.
BA-ML has also upgraded Alacer Gold (AQG) to
Buy from Sell, reflecting the broker’s view that the
market is too concerned about the group’s Australian
assets to the point that value is emerging at current
levels.
Interim earnings from Australian
Pharmaceutical (API) were good enough for
Macquarie to lift its earnings estimates and its price
target, justifying an upgrade to a Buy.
Following a strategy update, UBS has upgraded
Commonwealth Bank (CBA) to Buy as the broker
sees strategy execution delivering relative
outperformance.
UBS similarly upgraded CSL (CSL) to Buy on news
Baxter faces delays with its HyQ product that should
provide something of an earnings boost to CSL. Other
brokers covering the stock have revised earnings
expectations and price targets on the news.

The past week has been a busy period for changes in
broker ratings as the eight brokers in the FNArena
database have upgraded recommendations on 12
stocks while downgrading 14. This means the trend of
more downgrades than upgrades continues. Total Buy
ratings now stand at 50.59%.

News Fleetwood (FWD) will build an
accommodation village in Gladstone caused RBS to
upgrade it to a Buy as the expectation is that this will
deliver an earnings boost from fiscal 2014.

Upgrades

Credit Suisse sees value in Perseus (PRU) posting a
solid quarterly production report where output was
solid and costs fell, while increases to earnings
estimates for Tatt’s (TTS) from higher win rates on
fixed odd bets are enough for the broker to move to a
Neutral rating.

The only stock receiving multiple upgrades was
Energy Resources of Australia (ERA), with both
BA Merrill Lynch and UBS raising it to Buy. The
upgrades reflect a more positive view post an update
by the company on the progress of operations at

While not changing its earnings forecasts, Macquarie
has upgraded UGL (UGL) to Buy, suggesting
ongoing contract wins and the continued integration
of DTZ which will act as catalysts for the stock in
coming months.
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Downgrades
On the downgrades side, UBS has cut its rating on
AMP (AMP) to Neutral on valuation grounds post a
review of its model, while JP Morgan has similarly
downgraded Aristocrat Leisure (ALL) on the back
of recent share price strength.
For the same reason, RBS has downgraded
Automotive Holdings (AHE) to Hold, while
Credit Suisse has similarly downgraded Caltex
(CTX) to Neutral given recent share price strength.
Centro Retail (CRF) has been downgraded to
Neutral by JP Morgan on news the company is to sell
some of its assets. The broker says while the group’s
balance sheet will be strengthened overall, asset
quality will be reduced.
BA-ML suggests it is getting tougher for Newcrest
(NCM) to achieve production guidance this year and
this implies consensus earnings estimates are too
high. It’s been downgraded to Neutral. Newcrest will
release its March quarter production report in the
week ahead.
While domestic market conditions are supportive,
conditions for Nufarm (NUF) in other markets are
more difficult and this has prompted Citi to
downgrade its rating to Sell, while Spark
Infrastructure’s (SKI) proposed expansion away
from electricity is not a great move in the view of
Macquarie. The broker downgraded it to Neutral.

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.

The most downgrades were applied to Westfield
Group (WDC) with UBS, Credit Suisse and
Deutsche Bank all lowering ratings to Neutral.
Westfield has announced plans to sell non-core assets
and this news has been well received, but valuation
has been the key driver behind the cuts in ratings.
Changes to earnings forecasts (EF) in cents
per share
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How to start a pension in your DIY super – Part 1
by Tony Negline
We put a whole lot of effort into building our super so
that one day we can retire on a comfortable pension.
But, as with most things in a DIY super fund, there’s a
bit of paperwork that goes along with the switch from
the accumulation to pension phase of your fund.
This week, I begin a series of two articles that outline
the 10 steps you need to follow to begin a pension in a
self-managed super fund (SMSF).
Step One
Don’t try to take shortcuts. You must deal with
everyone at arm’s length throughout the process,
including yourself.
Step Two
Check your fund’s trust deed before you begin your
pension. Many deed provisions will influence what
type of pension can be paid, when pension income
can be paid, how those pensions are to be structured,
operated and administered, and what type of member
can be paid a pension. It’s generally not wise to rely
on general compliance or catch-all clauses.
Step Three
You need to determine why the pension is being paid.
Broadly, there are four possible reasons to pay a
pension:
1. You’ve asked to start the pension. Your
super fund’s trustee will need documentation
to show that your Preserved Benefits and
Restricted Non-Preserved Benefits can be
released. If you’re aged less than 65 and
ceased gainful employment (that is, doing a
material mental or physical activity and
receiving a tangible benefit for the work, such
as money) before reaching age 60, you need

documentation to show that the employment
has ceased. You also need documentation
that states you don’t ever intend to work for
more than 10 hours per week.
2. You’re aged at least 60 and ceased gainful
employment after age 60, then a “gainful
employment arrangement must have come to
an end”.
3. You’re aged over sixty-five and your fund’s
governing rules demand that a pension be
paid or you’ve requested one be paid. (Note:
the super laws no longer make it essential
that you take super benefits at age 65.) If any
of these occur, the fund must pay the
member’s super assets out either as one or
more lump sums or as one or more pensions.
4. You’ve requested a Transition to Retirement
pension. That is, you’re over your
preservation age (if born before July 1960
this is age 55) and you haven’t satisfied a
preservation condition of release. In most
situations this means you’re aged under 65
and not permanently retired.
Step Four
The trustee must prepare a Product Disclosure
Statement.
According to the Australian Securities and
Investments Commission (ASIC), a Product
Disclosure Statement (PDS) is meant to help
“consumers compare and make informed choices
about financial products”.
A trustee must provide a PDS to members who are
beginning a pension. This is the case even for super
funds that are old.
There are formal detailed rules that outline what
should be in a PDS. ASIC has also issued guidelines
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which assist financial product issuers work out what
should and should not go into a PDS.
Most SMSF trustees won’t have time to go through
the legislation and other documentation. Fortunately
some legal firms have created generic PDSs that can
be amended for specific circumstances.

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.

On 1 July 2012, the size of your PDS must be no more
than eight pages.
Before a trustee completes a PDS, they may need to
use the services of other professionals. For example, a
trustee may need to value the assets of the fund to
work out the market value of its assets. This will help
a trustee provide accurate information to a member.
You then work out what suits your personal
circumstances.
A PDS must specify all the details of the pension to be
paid. The PDS should also tell you what information
the trustee needs to begin a pension. Ideally this
information should be detailed on an application
form which you complete.
Details you need to provide
The following information is necessary to begin a
pension:
The commencement date (this is the official
start date of the pension; on this date the
assets backing the pension begin to be taxed
at 0%).
The date of first payment (generally this
date isn’t the same as the commencement
date).
Specific pension product characteristics, such
as the amount of money to be used to buy the
pension, the first year’s pension income, the
number of pension payments per year and
death benefit options, etc.
The trustee may want a member to detail
what assets should be sold to make pension
payments.
To be continued next week …
Important information: This content has been
prepared without taking account of the objectives,
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The week ahead
Australia
Monday 23 April: Producer prices (March quarter)
Tuesday 24 April: Consumer prices (March quarter)
Thursday 26 April: Skilled vacancies (March)
Friday 27 April: New home sales (March)
Overseas
Tuesday 24 April: US Case-Shiller home prices (February)
Tuesday 24 April: US Consumer confidence (April)
Tuesday 24 April: US New home sales (March)
Wednesday 25 April: US Durable goods orders (March)
Wednesday 25 April: US Federal Reserve rates meeting
Thursday 26 April: US Pending home sales (March)
Friday 27 April: US Economic growth (March quarter)

Did you know?
Peter hosts a radio show on superannuation on Sydney's 2GB 873AM from 9-10pm, Monday to Friday. But you
don't need to be in Sydney to listen. Go to www.2gb.com tonight and click 'listen live' to hear the show through
your computer's speakers.
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