Issue 127, 15 October 2012

Stay positive
I'm expecting stocks to pull-back a little in the period ahead, but I'm not turning negative on the market.
There are still so many doomsters about and if you've been listening to them, you've missed out on a
42.7% rise in stocks since early 2009. I talk about where this market's headed in today's note.
Also in the Switzer Super Report, Paul Rickard finds you the best rates in term deposits and bank
accounts for SMSFs, while Rudi Filapek-Vandyck brings you the latest ratings from the stockbrokers.
Plus, we look at how the taxable and tax-free components of super impact your death benefits, and
Lance Lai tells you why the market is still behaving according to plan. Have a great week!
Sincerely,

Peter Switzer
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Beware of the negative experts
by Peter Switzer
Recently I watched a rival’s business program and it
started with the possible doom of a Europe-created
worldwide recession. It then went to a group of
experts, where two out of three were either tipping
economic and market Armageddon or were praising
the existence of a negative economist among all of
the positive ones out there!

Most of my favourite experts on my program got the
‘sell in May and go away’ right and they went
positive in June, but they are now expecting a
pull-back into December, when another rally is
expected.

One of the guys, who was forecasting a scary day of
reckoning for the global and the local economies as
well as stock markets worldwide back in December
2008, was still pedalling the same story! He will be
right one day.

We’re now looking at another buying opportunity, but
I don’t think it’s the start of a big sell-off. As I say,
one day the ‘doomsters’ will be right and I’ll be
looking out for it, but you must remember that if you
had listened to the negative ‘experts’ out there and
went to cash after Lehman Brothers failed in late
2008, you would have missed out on the 42.7%
recovery of stock prices since 6 March 2009. Divide
this by 3.5 years and that’s a capital gain of 12.21%
a year! If you had dividends of, say 5%, you would
have made 17.21%; and if you were a retiree with a
self-managed super fund, then you would not pay tax
and would be a about 2% better off via franking
credits and a tax refund.

Ironically, this guy ran this argument on an ABC news
program and I was arguing the case that I thought
Australia could miss a recession – unlike the rest of
the world, minus China – while on the stock market
front, I was advancing my ‘muddle through’
argument that many of you would have seen me put
forward many times before.

Buying opportunity

Interestingly, there was another guy supporting me in
this debate and that was Lonsec’s Michael
Heffernan, who is a regular on my SWITZER program
on the Sky News Business channel.

So that’s nearly a 20% a year penalty for accepting
the negative news from experts.

I’ll be nervous when…

By the way, if you had selected the four big banks,
Telstra and a few other great dividend payers as a
safety strategy, you would be even better off!

Believe it or not, there will come a day when I will tell
my readers that I’m nervous and that if you are too,
then going to cash might be sensible. It will be when
interest rates start to rise, and that’s not happening
now.
Of course, I think a short-term pull-back will be on the
cards until Spain asks for a bailout, the US election is
over and the US ‘fiscal cliff’ of tax hikes and
spending cuts has been averted. Both these issues
have me short-term nervous, but there is no
Armageddon scenario playing out in my head.

Paying dividends
In December last year, Paul Rickard and I put
together an income-based portfolio for the Switzer
Super Report and we started with $100,000 and in
that time the capital gain was $8,252 by the end of
August and so we have to add in the September gain.
And with only half-a-year of dividends the gain was
$4,037. All up, that was a boost to the portfolio of
around 12% with more dividends to be added in!
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History is on the side of stocks and positivity and
while history can be overworked and over relied upon
when it comes to investing, it sometimes is more
reliable than a media ‘expert’ who has cut his teeth
on an old newspaper maxim of ‘if it bleeds, it leads’!
Short story
We had a potential client who had about $6 million to
invest and, before we met him, he had lost a lot of
millions in the hands of himself and some misguided
brokers. He had taken to reading negative
commentators and was still scared a year or so ago.
He stuck with term deposits and made about
$360,000 on his $6 million and that’s why I didn’t
fight him on his strategy, but if he had opted for our
dividend play, he would be up over $1 million.
It’s a big price for being scared by negatively
programmed media people and those who are always
negative.
Remember, one day I will turn negative, but it’s not
now, with quantitative easing (QE) and China’s
export figures coming in double expectations over the
weekend.
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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Shopping for the best rates on cash
by Paul Rickard
With the benchmark interest rate now close to a
record low of just 3.25%, will the Reserve Bank of
Australia (RBA) cut it again before Christmas? The
market seems to think the Bank will, with the
December 90-day Bank Bill futures contract trading
just a few basis points over 3%. The market is also
pricing in a second cut early in the first quarter of next
year, which would take the cash rate down to 2.75%.

investor loyalty by paying an additional 0.10% per
annum when an investor rolls over the full amount of
a term deposit into a new deposit term.
Latest term deposit rates

While the RBA has made a ‘Melbourne Cup Day’
move a regular event over the past few years, I’m in
the camp that says they will wait a little bit longer
before cutting, probably until February, because they
appear to be concerned about the risk of an
acceleration in housing prices. Time will tell. The real
trick will be to work out when the easing cycle has
come to the end. There is no sign of this yet, so the
issue for many self-managed super fund (SMSF)
trustees is how to make their cash work harder in the
short term. Let’s go shopping.
Term deposits
If you can get through the hassle of the account
opening process (ING Direct is probably the standout
with the easiest process), then the interest rate is
really the only consideration when it comes to term
deposits.
One proviso – ask the bank about the notice they
provide when your term deposit is set to mature and
how easy it is to advise them of your new instructions.
Some term deposits are set to automatically rollover
into a new deposit of the same term at the standard
rate (rather than the ‘headline’ or ‘blackboard
special’ rate) and the new rollover rate can come as
a nasty shock to investors who forget to advise their
bank not to do this.
Some innovations are occurring in the term deposit
market, with both ING Direct and UBank rewarding

Rates as at 15 Oct 2012, for deposits of $50,000 and
upwards. Interest paid on maturity, or annually for 5
year term.
UBank’s 5.05% for six months is probably the
standout offer. If you are looking something long term
(five years), the Westpac Group (Westpac, St George
and Bank of Melbourne) options are clearly designed
to grab investor attention! They are priced at around
200 basis points over the swap rate, compared with
around 130 basis points on shorter term deposits.
Bank accounts
I’m somewhat aghast at the number of questions I
get along the lines of “is this bank safe”. Well, maybe
not if you don’t believe in Government guarantees –
for me it’s largely an irrelevant question. Known as
the ‘Financial Claims Scheme’ and administered by
APRA, the Government guarantees deposits
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(including term deposits) of up to $250,000 on a ’per
account holder, per financial institution’ basis. That
is, your fund can have $250,000 in total with Bank A,
another $250,000 with Bank B, another $250,000 with
Bank C, etcetera – and all deposits will be covered by
the guarantee. A financial institution includes the likes
of banks, credit unions and building societies.
So, the question is, how many accounts do you want,
and is it worth the effort to change or open a new
account?
If interest rate is the key determinant, then UBank
and RaboDirect are the clear leaders. UBank, with its
bonus rate of 5.36% paid in any month when there is
no withdrawal, edges out RaboDirect. Of the majors,
Westpac with its integrated two-account structure of a
‘working account’ and ‘savings account’ (the latter
paying 3.45% on the whole balance) is better than the
Commonwealth Bank offering.
Note that unfortunately, if your SMSF has more than
two trustees or two directors, you can’t open an
account with UBank!
If transactional ability is important to you, then it’s
hard to go past the major banks. The online banks
(and some regionals) require a ‘linked bank account’
for making payments/transfers out, and don’t offer
BPay. This can be somewhat self-defeating for an
SMSF as you will then need to maintain a second
account with a bank that provides transactional
capabilities, potentially incurring a monthly fee of up
to $10 per month.

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.

UBank has attempted to address this and a linked
account is not mandatory. It offers a ‘pay anyone’
facility, but this is capped at $20,000 per day and
payments in excess must be done via a linked
account.
Here are the rates and features for those banks
offering tailored SMSF cash accounts:
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The broker wrap: BOQ, BLD and CCL
by Rudi Filapek-Vandyck
Changes to stockbroker ratings in the past week

downgrades recorded all belonged to serial
disappointer Bank of Queensland (BOQ).
Downgrades
Early last week, Bank of Queensland came out and
advised that bad debts are going to come in about
20% higher than the market was expecting. The
regional lender ended up downgrading its full-year
guidance and increasing its bad debt provisions by a
further $15 million. Brokers reacted by cutting
forecasts and downgrading their recommendations
for the most part. Well, all except two. Still, what was
a stock that rated six Buys in the FNArena Database
last Monday is now left with just one.

Last week saw local stockbrokers zoom in on the
domestic Annual General Meeting season in Australia
and expectations are far from exuberant. In a best
case scenario, so it appears, company boards will
re-affirm cautious guidance for the year ahead – or
stay mum.
Those with a less buoyant world view are anticipating
downgrades and early profit warnings. At the very
least, it looks like the next few weeks won’t fly under
the radar.
Last week also proved a big week for stockbroker
recommendation downgrades. As of Friday, the
FNArena Database scoreboard was showing a
whopping 19 downgrades versus just four upgrades
over the course of the week. Note that six of the

Macquarie is the last man standing with a Buy call on
Bank of Queensland, believing the sell-off in BOQ
and across the board downgrades were overdone.
The broker notes the market took away 40 cents per
share when the downgrade and top-up were really
only worth 4 cents per share, in its view. JP Morgan
also bucked the trend, actually upgrading its
recommendation to Neutral from Underweight on a
view that while concerning, the lowered profit wasn’t
that bad, while the topped-up debt provision has more
evenly balanced risks. By the end of last week the
stock was Neutrally regarded in the FNArena
Database, with one Buy, one Sell and six Holds.
What does remain, and cannot be captured in
mathematical models, is the erosion of trust, so it may
take a while before Bank of Queensland is back on
top of the Buy list for many an investor.
BA-Merrill Lynch downgraded Aristocrat Leisure
(ALL) to Sell, claiming the market was
underestimating the force of the headwinds facing the
company. The headwinds were cited as being
persistent US pricing pressure and increasing
competition in the company’s home market,
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Australia. Interestingly, just a few days before,
Deutsche Bank upgraded its recommendation on ALL
to Buy, noting strong earnings growth, a sound
balance sheet and positive momentum in all of the
company’s key markets. The stock garners slight
positive regard in the FNArena Database, with three
Buys, two Sells now and three Holds.
Boral (BLD) was clipped to Sell by UBS last week
after the broker pushed out its timing for a turn in the
Australian construction cycle to early 2014. BA-Merrill
Lynch made the same move about three weeks ago,
while Citi, already at Sell, made similar comments two
days before Merrill. The stock is now a mid level Sell
in the FNArena Database, with just two Buys trying to
face down four Sells and two Holds.
Next on the downgrade ledger is BT Investment
Management (BTT), which reported September
quarter numbers last week. Both UBS and JP Morgan
were fairly positive on the release and upgraded
funds flow forecasts, but Credit Suisse, on the other
hand, was a little less impressed. It trimmed its
forecasts on funds flow levels that were weaker than
expected, while also cutting its recommendation to
Neutral from Outperform given recent strength in the
share price. As of Friday, shares were trading at just
a 3.3% discount to the consensus price target in the
FNArena Database. The stock is Neutrally regarded,
with four Hold calls recorded.
UBS downgraded Coca Cola Amatil (CCL) to Sell on
valuation grounds, noting that while the company
seems to be performing quite well, the share price is
simply too high to support forecast earnings growth.
The stock is a little on the negative side of being
Neutrally regarded, with two Buys trying to fend off
three Holds and three Sells. The Holds and Sells are
all of a fairly similar opinion; great company, too
expensive. A fact demonstrated by shares trading at
a 3.5% premium to the FNArena consensus price
target.
JP Morgan has become the latest in line to
downgrade its view on CSR (CSR). The broker has
cut its call to Neutral citing continuing low aluminium
prices and weakness in domestic construction. Citi
downgraded it to Sell last month, UBS dropped it to
Hold in August and Credit Suisse to Sell in July, all of
them on similar grounds. The stock now rates just

one Buy, four Holds and three Sells in the FNArena
Database.
Fleetwood (FWD) was lowered to Hold from Buy by
RBS, with the broker worried about occupancy rates
in general and occupancy rates at Searipple in
particular. The stock still enjoys three Buys versus
just one Sell and one Hold in the FNArena Database.
James Hardie (JHX) also suffered at the hands of
RBS, the broker cutting its recommendation to Sell
after pushing out its expectation of a recovery in the
construction cycle. The stock is now negatively
regarded in the FNArena Database, with three Sells
out trumping three Holds and one Buy.
Both Macquarie and Deutsche Bank cut their calls on
Lynas Corp (LYC) to Sell last week, with Macca’s
actually cutting down from a Buy call. The company is
beset by court problems in Malaysia that have seen
LAMP processing delayed yet again. While both
brokers are confident of an ultimately positive
resolution, both are also concerned about the impact
all of these delays are having on the balance sheet.
The stock is now negatively regarded in the FNArena
Database, with two Sells trumping two Neutrals and
one Buy. It’s worth noting that the shares currently
offer 43.7% upside to the consensus target, so
probably worth watching when/if these Malaysian
legal issues are solved (but beware of the potential
need for additional equity).
UBS came off of Restriction on Nufarm (NUF) and
promptly cut to Hold, seeing limited valuation upside
over the near-term. Meanwhile, RBS downgraded
Washington H Soul Pattinson (SOL) to Hold on
valuation grounds, otherwise liking the diversified
market exposure and focus on dividends that are
offered.
Citi dropped Orica (ORI) to Neutral, concerned that a
new wave of competition has eroded the company’s
traditional first mover advantage and believing this
will limit earnings growth going forward. Most brokers
disagree, with the stock still rating six Buys, one Hold
and the one Sell in the FNArena database.
Meanwhile, Worley Parsons (WOR) was cut to Sell
by Deutsche Bank, the broker thinking the time of
high hydrocarbon earnings growth for the company
are over. The stock now rates a flat Neutral in the
FNArena Database.
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Lastly, JP Morgan downgraded Westpac (WBC) to
Sell, not liking the direction the bank’s return on
equity levels are travelling. The broker thinks it’s time
for some backbone and suggests the bank should
think twice about continually increasing dividends.
One Buy, one Sell and Six Holds leave the stock at
flat Neutral in the FNArena Database.
Upgrades
The upside is a little less populous than the downside
this week, with the two upgrades already mentioned
(BOQ and ALL) only leaving us two more to discuss.
RBS upgraded both Retail Food Group (RFG) and
Seven Group (SVW) to Buy, albeit for different
reasons. RFG was boosted because not only did the
broker like the Crust Pizza acquisition, but it is also
increasingly positive on the longer term growth
dynamics on offer.
Seven was lifted not so much because the broker
liked the company’s move to drop the Consolidated
Media (CMJ) acquisition on ACCC issues, but more
because of the company’s subsequent move to sell
its CMJ stake at a decent price to News Corp (NWS).
RBS thought it was a brilliant move, noting the
company will pocket about $475 million in November
and also benefit from a much simpler corporate
structure. Both stocks are Positively regarded in the
FNArena Database, each boasting straight Buys with
the exception of one Hold each.

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: 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.

Changes to earnings forecasts (EF) in cents per
share
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How your pension influences tax on death benefits
by Tony Negline
Basic retirement strategies change and evolve over
the years so it’s not necessarily a good idea to
assume the super arrangements you put in place
more than three years ago are still appropriate and fit
for the purpose.
A great example of the changing nature of super
strategies is how to use the taxed and untaxed
components of your super. For instance, these days
you may like to structure these components to reduce
the amount of tax your dependants pay upon your
death.
You can control how much is in the taxed and
untaxed components of your self-managed super
fund (SMSF) in a number of ways, and one I’ll speak
about next week is the multiple pension strategy. But
first, let’s look at how these two components work.
Past strategies
Before Peter Costello’s Better Super changes, many
people took money out of the super system as a lump
sum and then contributed that money back into super
as an un-deducted contribution (now called
non-concessional contributions), then used all their
super to commence a pension.
Given I’m talking about ancient history, I won’t go
into details as to how this used to work, but quickly
point out that these transactions were designed to
increase the amount of tax-free pension income paid.
Another common strategy more than 15 years ago
was to have more than one pension. Back then,
rumours regularly swept through the financial
services industry that the Government would
imminently restrict access to lump sums from a
pension. Investors purchased multiple pensions either
to pre-empt any potential restrictions on taking a lump
sum or to reduce over-exposure to one fund manager

and their products.
The here and now
How relevant are these strategies under today’s
legislative, political and market environment?
Taking money out of super and recontributing it back
into super is still a good idea, but not necessarily
because it reduces the amount of tax paid on annual
pension income (although this may still be the case
for those aged at least 55 but under 60 who are fully
retired). Rather, it’s a good idea because of the
reduced amount of tax payable in the event of your
death.
Before Costello put his super changes in place, there
were at least nine different components to super
benefits and the value of some of these changed
every day. Costello got rid of this mess and we now
only have two components in super: the taxable and
tax-free components.
Here’s how withdrawal and re-contribution works
these days. The split between taxable and tax-free
components of your pension is frozen in time when
you commence a pension.
For example, suppose your pension commences with
$600,000 of which $200,000 is a tax-free component.
The $200,000 tax-free component is equal to 33.33%
of the $600,000, meaning 33.33% of every payment –
including all lump sums – from that pension will be
tax-free.
Therefore, upon your death 66.66% of the account
balance will be classed as a taxable component.
These two percentages will remain the same for the
life of this particular pension.
Tax on death benefits
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Death benefits paid to non-dependants, such as your
independent adult children, can only be lump sums
and the taxable components of such death benefits
are taxed at 16.5%.
Let’s assume for simplicity that at the time of your
death, 66.66% of your pension amount is still equal to
the $400,000 in the example above. The 16.5% tax
on this would be $66,000.
($400,000 x 0.165 = $66,000)
If you took $100,000 out of your super before
commencing your pension, but after your 60th
birthday, then it would be paid to you tax-free. At this
point, your tax-free component would fall to $166,666.
By contributing that amount back into super as a
non-concessional contribution, you would increase
the tax-free component to $266,667 or 44% of your
total benefit. The taxable component would therefore
become $333,333.
The tax payable on that portion of a lump sum
non-dependant death benefit would fall to $55,000, or
a saving of $11,000.
($333,333 x 0.165 = $55,000)
Some issues to consider
1. Are you eligible to make super contributions?
2. Where do you stand from a contribution cap
perspective in the year you want to make the
super contributions?
3. What are the costs of completing these
transactions?
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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Everything's going according to plan
by Lance Lai
There are some weeks where there is nothing new to
report. This is one of them.

moves up, but on an elevator is the way markets
come down.

All the charts and indicators mentioned previously in
recent weeks, combined with topics discussed on
Switzer on 1 October, lead to only one conclusion this
week and that is that one should exercise … patience.

The US market looks ripe for a retracement and gold
looks set to pull-back and take a break from the
recent highs. Meanwhile, China’s market look shaky
as it tries to find a base, but to this date the jury
remains out as to how this will ultimately go.

By now, you should have taken profit on most of the
stocks that you’ve wanted to and you should now be
in a position to ‘buy the dips’.

The US S&P 500, tracking along as expected, but
ripe for a correction

The only stock remaining in this portfolio is Envestra
Ltd (ENV), which I recommended on 19 March 2012
and updated on 10 September 2012. This is a
‘Steady As She Goes’ type stock. Impatient
investors might be tempted to take some profit given
it has already risen 20% in seven months. This stock
is trading at an important level of 90-91 cents, so how
it trades here will give an indication of whether
previously identified higher targets will be reached. I
will keep you updated with any developments.
As I survey the globe, and my key indicators, I sense
we remain in a ‘nice muddle through’ scenario for
the medium term.
Short vs long term
Expectations are that we will track higher in the
medium term due to the range of initiatives
undertaken by monetary authorities around the world,
however in the shorter term, it seems much of the
good news has been already factored in.
Tops and bottoms are notoriously hard if not
impossible to pick from a timing perspective, so it is
easy to be wrong. Tops in particular often take longer
than expected to see through, which is why, when we
see falls that follow tops, they occur violently. There is
an old saying: An escalator is the path the market

Below is a summary of the pros and cons I see
around the globe:
Positives
1. A pull-back in global markets is not a
negative. It is necessary so that markets
don’t get too far ahead of themselves,
avoiding a large crash.
2. Given what has gone on globally over the past
three years, a muddle through scenario is the
best one can hope for at this stage.
3. It is an election year in the US, and China is
preparing to hand over the reins of its
leadership. Nothing too bad should happen
right now.
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Negatives
1. Shanghai’s Index remains a concern.
2. Markets can have a confluence of negative
events, all unforeseeable from a fundamentals
perspective when markets begin to fall.
Please note: my views are not for the long term. My
method results in views expressed that relate to an
outlook that lasts weeks or at most months. For
example, my view on Shanghai’s Index has for now
been met and completed since 22 March 2012, 11
days later. The stocks recommended as ‘Steady as
She Goes’ may be held for the longer term, which for
me means months.
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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The week ahead
Australia
Tuesday 16 October: Lending finance (August)
Tuesday 16 October: Reserve Bank Board minutes
Thursday 18 October: Imports of goods (September)
Thursday 18 October: Detailed labour force (September)
Thursday 18 October: Speech by Reserve Bank Assistant Governor Malcolm Edey
Overseas
Monday 15 October: US Retail sales (September)
Tuesday 16 October: US Consumer prices (September)
Tuesday 16 October: US Industrial production (September)
Wednesday 17 October: US Housing starts (September)
Thursday 18 October: US Philadelphia Fed index (October)
Thursday 18 October: US Leading index (September)
Friday 19 October: US Existing home sales (September)

Did you know?
Ron Bewley was on Switzer last week to talk about the outlook for the stock market. Are we back to the start of
the bull run? Find out on SuperTV.
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