Issue 133, 5 November 2012

Super Tuesday
It's all happening tomorrow, with the US Presidential election, a Reserve Bank interest rate decision, a
$100 million Oz Lotto draw and the Melbourne Cup! Believe it or not, history suggests the stock
markets will perform better if Obama wins. I tell you why in today's note.
Also in the Switzer Super Report, Paul Rickard tells you about a managed product that makes money
off both rising and falling stocks. Our property expert Margaret Lomas warns you about shonky real
estate sharks on the hunt for SMSF trustees. Plus, we look at how a multiple pension strategy can
reduce the amount of tax your dependants need to pay in the event of your death. Have a great week
and here's hoping for a win and a rate cut on Cup Day!
Sincerely,

Peter Switzer
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Why stock markets need Obama to win
by Peter Switzer
The Republican supporters think it looks like a dead
heat finish between Mitt Romney and Barack Obama,
but the consensus of polls really point to an Obama
win, though as the old cliché goes “this is too close to
call”.

as well, then the fiscal cliff issue would be settled
quickly, which would be good for the stock market.
But there are too many “ifs and buts” in that analysis.

Of course, we care about this election in terms of how
it will affect our investments, so what would be the
best result for us?
Stimulus addiction
This question comes just as a weird Wall Street
reaction happened over the weekend with a
better-than-expected jobs report – 171,000 new jobs
in October rather than the expected 125,000 – and
the Dow gave up 139 points or 1.05%! Why? Well the
simplest answer is that if the US economy is
improving quicker than expected, then stimulus
through quantitative easing, or ‘QE Forever’ as
some have called it, could see the pin pulled on it.
History actually shows that despite the fact the
Republicans are the party of choice for Wall Street,
the Democrats are better for stocks, maybe because
they are bigger spenders. However, there has been
work to show that this belief about the Democrats is
exaggerated when adjusted for market volatility.
I argue it actually gets down to the policies of the new
administration and while Obama may worry some
Wall Street big players, his spending programs and
his support for US Fed boss Ben Bernanke would be
better for stocks. Tax, health and other regulatory
changes could have a big impact on stocks and
investment.
On the other hand, a Mitt Romney win would be good
for negotiating the fiscal cliff issue because the
Republicans are bound to win the House of
Representatives. If they surprisingly win the Senate

History lesson
Ned Davis Research looked at over 100 years of
elections and stock market data and found if the
incumbent won the election, it was better for stocks.
Stock results averaged a 15.1% return on the Dow
Jones if the incumbent won, but a -4.4% if he lost.
On a party basis, the result was stronger for a
Republican incumbent, but that’s irrelevant for us
with a Democrat in power.
Forbes adds more curry to the story pointing out that
the stock market likes a Democrat president and
Republican Congress, which looks likely if the recent
polls can be believed. Forbes says the average return
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is 21.3% on the S&P 500 index if you get that unholy
mix, but only 4.5% when it is flipped on its head.
The bottom line
From my point of view, the fiscal cliff negotiations are
the big short-term issue. It will be resolved, but the
markets will be under pressure until it is. A Romney
win would be good for stocks short-term, but if history
is any guide, an Obama win would be better for
stocks next year. After that, it will depend on whether
the President has the guts to reel in the deficit.
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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Road Test: a safe hedge fund for SMSFs?
by Paul Rickard
So called ‘long/short equity funds’, once the domain
of the institutional market, are starting to gain some
traction with self-managed super funds (SMSFs) and
other retail investors as fund managers introduce
retail versions of the product.
These sorts of products are technically classified by
the Investment Rating Agencies as being in the
‘hedge fund category’, and while a bit of a
misnomer, the phrase is enough to scare away many
trustees. With that pretext, we thought a product road
test of the ‘Blackrock Australian Equities
Opportunities Fund’ might be a good way to review
the category of ‘long/short equity funds’ and see if
there is such a thing as a safe hedge fund.
What is a long/short fund?
A long/short fund is like a normal equities fund in that
it invests in shares. Buying shares is known as a
‘long’ position and these shares are expected to rise
in value. Long positions are complemented by short
selling other shares, that is, shares expected to fall in
value. ‘Shorting’ is selling something that you don’t
actually own. To do this, the fund manager ‘borrows’
the stock from another institution or bank, and returns
it at a later date. If the price of the stock falls, a profit
is made by buying the stock back at a lower price,
and conversely, if the price of the stock rises, a loss
will be crystalised when the stock is repurchased.
Effectively, the fund seeks to establish long positions
in the most attractive stocks, and short positions in
the least attractive stocks to enhance potential
returns in both rising and falling markets.
Understanding beta
Most long/short funds are, in a ‘net’ sense, long and
aim for a portfolio beta of 1.0. This is a statistical
measure of how closely the portfolio is correlated to

the overall market. A beta of 1.0 means the portfolio
should give ‘market performance’ – for example, if
the overall market goes up 10%, the portfolio should
go up 10%. They then adjust the portfolio by taking
long and short positions according to their active
investment style to (hopefully) generate better than
‘market performance’.
The ‘net’ long position is achieved by taking long
and short positions, which typically might look like
this:
Gross Long Position: 160%
Gross Short Position: 60%
Net Long Position: 100%
The BlackRock Australian Equity Opportunities
Fund
From the world’s largest asset manager,
the BlackRock Australian Equity Opportunities Fund
is the retail version of the BlackRock Equitised Long
Short Fund (BELSF). The latter has been in operation
since November 2001 and as the chart demonstrates,
makes a fairly powerful case for long/short investing.
(See chart on next page)
The Australian Equity Opportunities Fund invests in
units of the BlackRock Equitised Long Short Fund.
The objective of the fund is to return 8% (before fees)
above the S&P/ASX200 Accumulation Index over
rolling three-year periods.
The fund manager uses an active quantitative
approach (BlackRock calls it “scientific”) to exploit
market inefficiencies, by systematically calculating
forecast returns across a wide universe of stocks.
Earnings expectations, relative value, earnings
quality, market signals and style timing are all inputs
to the model.
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Complementing the broad-based construction of the
portfolio, the fund also seeks shorter-term return
opportunities by participating in dividend
re-investment plans, initial public offerings
(IPO)/secondary market offers, and managing index
changes.
Key details are:

A hedge fund that is safe?
No investment is ever 100% safe, but it is probably
wrong to think of long/short funds as hedge funds.
However, they are definitely on the higher side of the
risk spectrum and an SMSF with growth objectives
should consider what an appropriate weighting for an
investment like this would be.
BlackRock suggests that within an equities portfolio,
perhaps up to 20% could be allocated to alternatives
like long/short funds, with the other 80% in a mix of
core and satellite holdings. My sense is this is a little
high.

What we like
the performance. For the nine months to the
end of September, the fund has returned (net
of fees) 16.69%, compared with the
Accumulation Index return of 12.45% – an
outperformance of 4.24%. As the retail fund
has only been in existence for around 12
months, a better guide may come from the
underlying BELSF fund, where the
performance since inception in Dec 2001 has
been 16.55% pa (gross of fees), an
outperformance of 9.39% pa;
The base management fee of 0.30% pa is
low; and
the manager’s investment approach.
What we don’t like

The bottom line
If your fund had a growth or high growth objectives,
an overall weighting of around 5% of your total fund
would be as far as I would go.
BlackRock is not alone in providing a retail long/short
equities fund – others include the Regal Long Short
Australian Equity Fund, Perpetual Wholesale
Share-Plus Fund and the Acadian Wholesale
Australian Equity Long/Short Fund.
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.

For a direct investor, the minimum investment
size of $100,000 takes the fund out of reach
for some SMSFs. If you invest through a
platform, such as a Macquarie or BT Wrap,
the minimum investment size will be lower
and based on the platform’s rules;
The performance fee. It isn’t unreasonable to
have one, however, it is paid on any
outperformance relative to the benchmark, not
outperformance relative to the fund’s
objective. For example, if the fund’s
performance is the Accumulation Index +
4.0%, the manager takes a performance fee
of 1.2%, leaving the investor with a return of
Index + 2.8%.
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Real estate sharks targeting DIY super trustees
by Margaret Lomas
I’ve lately been alarmed at the number of self-styled
‘Property Investment Advisers’ (and their
companies) who have set about targeting
self-managed superannuation funds (SMSFs) to
move real estate that they are having difficulty selling
to individual investors. That alarm grows greater
when I see the number of SMSF trustees who blindly
acquire these same investments, using significantly
less care and due diligence than they would were
they to be considering that same investment as a
direct purchase.
The dodgy spruiker has become part of the property
investment landscape and they are easy to spot;
generally the deals offered are of a type that is a
departure from what we would normally recognise as
being a standard residential or commercial property
investment.
Spotting a shark
Such deals are often characterised by features such
as:
Some kind of incentive, such as a rent
guarantee, to lure an investor into feeling like
the yield is in some way protected.
The deal is offered via a telemarketer or a
seminar (sometimes a telemarketed seminar!)
There is usually a middleman – a marketer or
developer’s agent who on-sells the property
on behalf of the developer, usually for a large,
undisclosed commission.
The properties usually exist in a state other
than the one in which they are being
marketed.
They are often off-the-plan, or of a niche
market variety, such as tourist
accommodation, or offered under some
government scheme such as NRAS. At their
worst, they can be properties in the US or in a

high-risk area within Australia.
There are always great, glossy brochures and lots of
‘forecast’ information, usually designed to reduce
your need to do your own independent research.
A house of cards
Prior to the global financial crisis (GFC), there were
plenty of unsuspecting investors available to buy
these properties. We were in a time of property
abundance, and pretty much any property purchased,
as long as it was held for a few years, did well and
grew in value.
In some cases $20,000-$30,000 worth of commission
had been added to the purchase price, but the growth
that was occurring everywhere masked this and
usually the underlying value of the property caught up
pretty quickly. Valuers were returning property
valuations at this inflated ‘purchase price’ confident
that in a few months to a year the actual value would
support this, and banks hadn’t yet rationalised their
panels of valuers, as they did subsequent to the GFC
when they realised so many older valuations could
not be trusted.
Once property markets everywhere began to stabilise
and falter, as they do in fairly predictable cycles,
property investors began to exercise caution and
leave the market – at least for a while. This was
occurring at around the same time that the new
SMSF borrowing rules were being developed and
pretty soon, hungry marketers looking for new
avenues to shift stock realised that a whole new
opportunity existed.
SMSFs easy targets
For some reason, many SMSF trustees have a
tendency to be less careful with where they invest
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their fund’s money when it comes to property. The
distance created between them and what will one day
become their only source of income creates a
disjointed sense of ownership, as if the funds aren’t
really theirs and more risk can be taken with them.
And so SMSFs became easy targets for almost any
dodgy deal and the fallout has yet to become
apparent.

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.

Make no mistake, the funds within your self-managed
super are perhaps the most precious you have. They
determine, in some cases completely, the standard of
living with which you can expect to live out your
twilight years.
A property purchased over market value, with
unconfirmed tenant demand in areas where there are
no significant growth drivers, or in areas at risk, such
as single-industry or mining towns, will result in a
vastly different outcome than one that has a proven
demand and is situated in areas with identified growth
drivers. To put it in dollar terms, well bought property
within a super fund may result in sufficient income to
ensure a sound retirement income stream, whereas a
property in a high-risk category that doesn’t work out
may result in a super fund with no capacity to deliver
income when you need it most.
Buy smart
Due diligence is more important when buying in a
super fund than it is when making that purchase in
any other entity because it is your long-term future at
risk. A super fund, as a tax-sheltered environment,
can potentially deliver a sound retirement income
stream, but the advantageous tax treatment of these
funds doesn’t assure that outcome if the underlying
assets are poor performers. A poor property choice is
still a poor choice within the super fund environment.
So, ramp up your research skills and take extra care
when considering property for your super fund. A
poor property purchase in your own name while you
are young is a situation you may ultimately recover
from. But, buying an inferior investment in your super
fund will impact you at your most vulnerable – the
years when your capacity to earn an income
elsewhere is diminished and you are relying entirely
on the choices you made in the past.

08

The broker wrap: Downgrades for NAB, Oz Minerals
by Rudi Filapek-Vandyck
The past week saw nine stocks upgraded compared
with 27 downgrades. Total Buy recommendations in
the FNArena database now stand at 42.77%.
Upgrades
Both Dexus Property (DXS) and IOOF Holdings
(IFL) received two upgrades during the week. For
Dexus, news the company intends to sell its
remaining US assets to reinvest in the Australian
market prompted Macquarie to move to a Neutral
rating and JP Morgan to go one better and lift its
rating to Buy. In both cases the asset sale is seen as
a likely positive catalyst for the stock.
Both Citi and Credit Suisse upgraded IOOF to Buy
following the incorporation of the recent Plan B
acquisition into earnings models, which resulted in
increases to earnings estimates and price target.
Credit Suisse also sees value given the stock is
trading below historic average multiples.
Credit Suisse has also moved to a Buy on Goodman
Fielder (GFF), this on the back of increases to
earnings estimates given signs of improvement in the
company’s bread operations. The changes to
forecasts resulted in an increase in price target.
With Archer Daniels Midland confirming an indicative
proposal to acquire Graincorp (GNC), UBS has
upgraded it to a Buy to reflect the fact the stock is
now in play. Given a potential list of suitors for
Graincorp, the broker has lifted its price target above
the proposed offer price.
Ten Network (TEN) delivered a disappointing
full-year result, but Deutsche Bank has upgraded it to
Hold. While the long-term value in Ten’s
broadcasting licences is unlikely to be realised for
some time, Deutsche takes the view the sale of the
Eye Corp assets means a capital raising is now

unlikely to be needed.
RBS Australia has upgraded WorleyParsons (WOR)
to Buy after an investor day, largely on valuation
grounds as both sector and peer multiples have
improved in recent weeks.
JP Morgan was in a minority in upgrading OZ
Minerals (OZL) to Hold post the company’s quarterly
production report. The lift in rating reflects the
broker’s view value is now less likely to be destroyed
via merger and acquisition activity, while there is also
seen to be a lack of negative catalysts for the share
price at present.
Downgrades
Others didn’t agree, as Citi, BA Merrill Lynch and
Deutsche Bank all downgraded OZ Minerals during
the week, the former to Hold and the others to Sell.
Citi’s downgrade reflects what they see as a lack of
upside in the near-term given the stock is close to
their valuation, while BA-ML takes the view rising
costs will at some point have a more significant
impact on earnings. Deutsche’s downgrade is largely
a valuation call.
A number of other stocks also received multiple
downgrades, one being Mirvac Group (MGR). Both
JP Morgan and Credit Suisse moved to Hold
following the group’s quarterly update, both
highlighting valuation as the reason for the rating
change given recent gains in the share price.
National Australia Bank (NAB) was downgraded by
both Macquarie and BA-ML, the former to Hold and
the latter to Sell. Macquarie sees scope for the bank
to have to deal with additional impairment charges in
coming months given ongoing soft economic
conditions, while BA-ML remains cautious on the
outlook for the bank’s UK assets as well.
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Macquarie extended the weaker outlook to Westpac
(WBC) as well, trimming earnings estimates and
downgrading its rating to Underperform.
Lower margin and revenue assumptions have seen
estimates for Programmed Maintenance Services
(PRG) lowered by Macquarie, while Credit Suisse has
also adjusted down its forecasts and price target for
the stock. In both cases the brokers have
downgraded ratings to Neutral given an increasing
risk profile.

building materials companies.
Credit Suisse also downgraded Goodman Group
(GMG) to Sell on valuation grounds following a review
of the REIT sector, while Deutsche downgraded
Charter Hall Retail (CQR) on the same basis given
the market is looking through Poland execution risk,
where assets need to be sold to fund the group’s
development pipeline.

On the resource side of the market, BA-ML
downgraded Alacer Gold (AQG) to Sell to reflect risk
of further production disappointments following a
weaker than expected quarterly production report.
Credit Suisse also downgraded Gindalbie (GBG) to
Neutral following the incorporation of an equity raising
for the Karara project into its model for the company.
In the broker’s view any such raising is unlikely to be
well received by the market.
Citi has cut its rating on Oil Search (OSH) to Neutral
following the company’s quarterly, largely on a
valuation basis as results for the period were broadly
in line with expectations. Higher than expected costs
saw UBS lower earnings estimates for Panoramic
Resources (PAN) and with the potential need for
additional funding factored in, the broker has moved
to a Hold rating.
Among the industrials, BA-ML downgraded Ansell
(ANN) to Sell on valuation grounds and RBS
Australia has downgraded Australian
Pharmaceutical Industries (API) to Hold on the
same basis following the group’s full-year profit
result.
RBS also downgraded both Biota (BTA) and
Bradken (BKN) to Hold, the former as part of ceasing
coverage on the stock given its imminent de-listing in
Australia and the latter to reflect a full valuation given
the expectation of a further softening in the group’s
markets.

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.

Fletcher Building (FBU) saw a rating cut to Hold by
Credit Suisse following solid share price gains, the
broker noting the recent run in the stock has come
before evidence the cycle has actually turned for
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Leave your kids with a smaller tax bill
by Tony Negline
The reason for taking more than one pension is
nearly always based around potential estate tax
advantages. It’s very easy to focus solely on the tax
benefits and forget that running more than one
pension will nearly always cost more money to
administer. But for some, a multiple pension strategy
may have benefits.
So what is a multiple pension strategy and is it
something that will work for you?
Background
Five years ago it often made good sense for a retiree
to run two pensions. This is because before the 2007
Better Super changes you could more easily control
the tax paid on lump sum withdrawals prior to death
from multiple pensions. Many years before 2007
there were even some additional Centrelink – or
Department of Social Security as it was known back
then – benefits available from running more than one
pension.
A major change of the Better Super regime did away
with your ability to choose the tax components of
lump sum withdrawals. Now days, when a pension
commences, the Taxable and Tax-free Components
are worked out at that point and then never change
(read, How your pension influences tax on death
benefits).
Another major change made under the Better Super
amendments was to deny adult non-dependent
children the ability to take a pension with their
parents’ super death benefit. More to the point, these
children have to pay 16.5% on the Taxable
Component of any lump sum death benefit paid to
them.
These three issues sometimes demand restructuring
a person’s super accounts and the taking of multiple

pensions. This is best explained by an example.
How multiple pensions work
Suppose your aged 64 and are about to retire with $1
million in your super, which is all in the Taxable
Component. You need $50,000 per year income to
live and so you decide you need the entire $1 million
to deliver you that income.
At this point in time, because you’re under 65, you
have the ability to use the bring forward
Non-Concessional Contribution strategy – that is, the
ability to make three years’ worth of contributions
($450,000) at once. Let’s assume that you haven’t
used this strategy to date.
You have indicated that in the event of your death
you would like your spouse to receive 50% of your
account balance as a pension, with the remainder to
be paid to your adult non-dependent children.
At present the $500,000 payable to your children
would face 16.5% tax or $82,500 whilst the pension
paid to your spouse would be paid to them tax free.
Using a multiple pension strategy, you can reduce the
amount of tax your children will have to pay.
The strategy works like this: Prior to retirement, you
take out $450,000 as a lump sum withdrawal, which
is tax-free because you are over 60 years of age.
You’re taking out $450,000 because you want to
ultimately contribute this money back into your super
using the bring forward rule, and this is the maximum
non-concessional contribution you can make.
With the $550,000 left in your fund, you commence a
pension with using $500,000 of which you take
$25,000 in income. This pension will be a 100%
Taxable Component. At the commencement of this
pension you nominate your spouse as a reversionary
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so that in the event of your death, the pension
continues to be paid to them.
You then use the three-year bring forward
non-concessional contribution rule to contribute the
$450,000 lump sum payment back into your super.
With the $500,000 account balance ($450,000 plus
the remaining $50,000 in the fund) you commence a
second pension which will be 90% Tax-free
($450,000 = 90% of $500,000). As noted, this
percentage will not change.
From this second pension, you take $25,000 in
income, pushing your combined pension income up
to $50,000.
On the second pension, you use a Binding Death
Benefit Nomination in favour of your adult children.
Any lump sum death benefit paid to them will be from
the 90% Tax-free Component. If the death benefit is
$500,000, then only 10%, or $50,000 will be taxed at
16.5%, meaning the tax payable is only $8,250
compared with $82,500 without the strategy.
Will it suit you?
In my view, this is the only reason you might consider
taking multiple pensions in the current legislative
environment. A major consideration before
implementing this strategy is the cost of putting the
structure into place and the additional ongoing
administration charges.
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 6 November: Reserve Bank Board meeting
Tuesday 6 November: Tourist arrivals/departures (September)
Thursday 8 November: Employment figures (October)
Friday 9 November: RBA Statement on Monetary Policy
Overseas
Monday 5 November: US ISM services index (October)
Tuesday 6 November: US Presidential Election: Obama vs Romney
Thursday 8 November: US International trade figures (September)
Friday 9 November: US Consumer sentiment survey (November)
Friday 9 November: China monthly economic data (October)

Did you know?
Term deposit rates continue to fall as banks reign in interest rate expectations. You can find a comparative table
of leading term deposit rates on the Switzer Super Report website.

Lance Lai
Our chartist Lance Lai is off on overseas business for the next two weeks, but he'll be back shortly with his
weekly technical analysis reports.

14
Powered by TCPDF (www.tcpdf.org)

