Issue 163, 25 February 2013

Look for the opportunities
On Friday the market came back 38 points after a 2.3% loss on Thursday. Was it a sucker's rally and
are we ripe for a pullback? Well I don't know but I do know SMSF investors should be long-term
investors and treat any market 'digestion', or fall of less than 5%, as an opportunity to get in. Lance
Lai's chart analysis of the ASX/S&P 200 also examines the signals you need to be watching.
Also in today's Switzer Super Report Paul Rickard dissects borrowing in your SMSF, Penny Pryor
rounds up the interim reporting results and Rudi Filapek-Vandyck looks at the big broker movements.
Tony Negline explains why cost shouldn't be the only consideration when it comes to the best structure
for your SMSF.
Sincerely,

Peter Switzer
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A bout of indigestion
by Peter Switzer
Was Friday’s market comeback of 38 points, after
the 2.3% loss on Thursday, one of those sucker’s
rallies? Are we ripe for a pullback and is the US
expert Dennis Gartman right when he tips a 7%
slump in stocks is on the cards?
Right now I am as popular as Sally Pearson after she
took gold in London, with everyone wanting to know if
it’s time to get in or get out of stocks?
Regular readers know I have been arguing a pullback
was overdue but I have also speculated that any
sell-off would be shallow because there are lot of
over-cashed up investors dying to get into the market.
Some will take any dip, while others will wait for a real
slump, hoping to get a real bargain.
If Gartman, who writes a widely followed newsletter,
is right then a 7% slide would be a “yes, sir, thank
you very much” event for waiters but if the market
slump is more a slip, then the waiters are back where
they started.
Trader or investor?
Let me recap on my Friday meeting with my financial
planners and my business partner Paul Rickard, the
ex-boss of CommSec, who is a pretty smart market
assessor.
We have new clients who were 100% in cash when
they came to us and so my planners wanted to know
how to play this tricky issue around the pullback.

If I am a trader I am chasing short-term profit and so
now is a time for high anxiety. However, if I am a
long-term investor, it really is a situation of low
anxiety, though I understand if someone is anxious as
any capital loss is hard to take especially if I lost
when the market went down in 2008 and I’ve missed
the rise since March 2009, which is around 60% plus
dividends!
So, when pressed by my planners, I could sum up my
attitude this way: “I don’t know. I don’t care.”
Forget about timing
Of course there is a bit of bravado in this but as a
long-term investor and long-term watcher of markets,
I know timing the market is hard. I argued in the
meeting that they should tell clients in this “out of the
market” bind to consider where the market will be at
Christmas when the Yanks bring their typical Santa
Claus rally. I am tipping 5,500 but others have it
higher.
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Geoff Wilson of WAM this week says he can see the
market going to 6000 or even 6,300 easily.

short-term anxiety for some long-term, very broad
smiles and better-looking investment nest eggs.

He says we are in the early stage of a bull market and
you will know we are in the mature stage when “a
stock like Lynas is a $30 stock!” (Editor’s note –
Lynas is currently about $0.58)

To be honest, I do care but as I don’t know what
happens in the short-term, I am punting on my
knowledge of history, economics and that crazy
money-making – and losing – machine called the
stock market.

History also says a stock market will pass its old high
before it thinks about diving and it usually goes a way
above it. Sure history can let you down but on this
one there is a lot of support for its relevance for
investors trying to guess how high the market can go.
The big picture
This week we have lost 0.4% on the S&P/ASX 200
index but since reporting season started we are up a
tick over 2% and over the past three months there
has been a 15% run up. That’s huge and it’s why a
7% pullback would not be surprising, though I reckon
we will need a big left-field, X-factor event for that to
happen.

I have faith that being in the market is better than
being out for 2013.
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.

By the way, as the p-word will be around as long as
there is talk of a sequester issue in the US Congress
and then there will be the usual “sell in May and go
away” challenge some time this year (as the Yanks
head for the beach and holidays), I should probably
explain what a pullback is.
A market fall of less than 5% is called a digestion,
which few people know or use. Between 5% and 10%
is a pullback, 10% plus is a correction and 20% plus
is a crash.
Glass half full
I am anticipating some digestion opportunities to get
into the market but waiting and trying to time it will not
be good for your hairline – nor your sleep!
Fund managers now have most of the reporting
season to analyse and they are saying we’re at the
end of the earnings downgrade cycle and the
economy is showing green shoots — both here and
abroad.
I would like our planners to be right all year for our
clients but I think we might have to cop some
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SMSF property loans – how do the banks compare?
by Paul Rickard
The property market is showing signs of life. Auction
clearance rates are up – with Australian Property
Monitors reporting clearance rates of 76.3% and
71.6% for Sydney and Melbourne respectively this
weekend despite a surge in listings. Sydney’s rate
was the highest recorded for some years.
Rising confidence from the sharemarket rally, interest
rates with a big figure of five in front of them, the
prospect of further out of cycle rate decreases and
the natural evening out of excess supply seem to be
sparking renewed investor enthusiasm for residential
property.
Investing through their super fund is one option on
the table for many investors, with an obvious
attraction being that if the property is held through to
the ‘pension phase’, it will effectively become free of
capital gains tax. Most of the banks now offer “super
loans” (or ‘Limited Recourse Borrowing
Arrangements’ as they are technically referred to
under the SIS Act), and as the loan features and
costs can be quite different, we thought it was time to
review the products available.
Questions to ask
How much can I borrow? Known as the
‘LVR’ or lending valuation ratio, for
residential property you can typically borrow
up to 80% of the property’s valuation if your
fund has a corporate trustee, and 70% to 72%
if your fund has individuals as trustees.
Commercial property LVRs are typically
around 65% – some banks will only lend if the
SMSF trustee is a company.
Who is eligible? Some banks require all the
members to be in the accumulation phase,
others look for the SMSF to have a minimum
net asset position (excluding the proposed

property). You should check any eligibility
requirements.
Servicing – what is counted by the bank to
determine whether your fund can pay the
interest? Most banks take 80% of the net
rental income from the property, and
concessional contributions (up to $25,000).
More enlightened banks consider dividend
and other investment income in the fund.
What interest rates are used? Most banks use
the ‘standard home loan rate’ for loans
secured by residential property – some use
higher or even business lending rates. Check
carefully. For loans secured by commercial or
rural property, the rates are often based off a
business line of credit.
What about mortgage insurance? Typically
not required, although some of the non-bank
lenders require LMI if the LVR is 70% or
more.
Offset account? A couple of banks offer an
‘offset account’ for residential property loans
– this can be particularly cost effective for an
SMSF that holds cash for liquidity or other
purposes.
What are the application fees? Competition is
bringing these down – for residential loans,
fees range from $1,500 to $350. On the
commercial side, the application fee is
typically 0.5% to 0.8% of the loan amount.
What are loan servicing fees? Typically,
around $10 per month for property secured by
residential property.
What are the bank’s legal fees? These are
costs charged by the bank to review your

04

SMSF trust deed and (potentially) your
property custodian deed. These range from
$1,500 to $2,150, however can go much
higher. Some banks provide a “panel of
solicitors” and/or offer a template of the
custodian deed, which tends to drive these
costs down.

needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

Independent financial advice? Most banks
(not all) require the trustees to obtain advice
from a qualified financial adviser that the loan
is in keeping with the fund’s objectives and
that the trustees understand the risks. If you
haven’t got an adviser, this means an extra
upfront cost.
Personal guarantees? Most banks will require
the trustees (as individuals) to provide
personal guarantees. If providing a guarantee,
you may need to get independent legal
advice.

How the banks stack up
The table below shows the key attributes of the super
loans from the major lenders – AMP, Bank of
Queensland, Commonwealth Bank, NAB, St George
and Westpac. Other lenders include Bendigo, Liberty
Financial, Macquarie, State Custodians and Suncorp.
As competition is increasing in this market, the banks
are no doubt negotiable on some of the loan pricing
aspects. And, because of the complexity of the loans
(in particular the upfront documentation
requirements), it really will pay to find someone in a
bank (or a mortgage broker) who knows what they
are talking about.
Important: This content has been prepared without
taking account of the objectives, financial situation or
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The S&P/ASX 200 – how long will the bull play out?
by Lance Lai
The current upward thrust we have enjoyed in our
market as represented by the S&P/ASX 200 was
ushered in on the formation of a “Golden Cross”
around the week of 27 August 2012. This is marked
on the chart by a red vertical line. The index was at
4,316 and the 40-week moving average was crossed
from below by the 10-week moving average.
Co-incidentally, the last time I wrote about the
Australian Market as represented by the S&P/ASX
200 was 27 August 2012 where on a short term
basis, lower levels were predicted due to an imperfect
“tweezer top” and falls of 3% to 4,212. We did have
falls but only 2% to 4,261.
The week of 27 August 2012, had contradictory
signals. We had a bearish short-term signal, and a
bullish longer-term signal.
We got both, a short-term fall, and now, a longerterm
bullish run.
The resolution of the bulls winning was around the
beginning of December 2012 post my “Switzer TV”
appearance on 29 November 2012, when the market
was “finely balanced” either way.
Our market has, along with most other markets, been
exceedingly bullish in the past 3 months. In fact, from
the recent low of 16 November to 20 February
2013’s recent peak, we’ve gone up virtually in a
straight line 17.8%.
The only reprieve we’ve had was last Thursday when
we had an “engulfing Bear” bar, where five days of
upward trading was “engulfed” by one day’s falls.
This is a “top” indicator.

Weighing the likely direction in the coming weeks,
below are eight bearish signals versus three bullish
ones.
Importantly, we are still 16.7% up since mid
November 2012, and on that number alone,
technicals aside, the market has an annualised return
of 66.8% if that continues. This rate of rise is too high
to be comfortable and reasonable.
It is reasonable that we have a healthy pull back to
the support levels “S” and “S” marked on the chart.
These two levels would represent falls of 4.6% to
4,828 and 5.7% to 4,770.
Bearish indicators
1) 4,828 would be a healthy level to fall back to,
representing a 4.6% fall from here.
2) 4,770 is another healthy level to fall back to,
representing a 5.7% fall from here.
3) The 200-day moving average is very far away –
12.5% lower at 4,426
4)

16 Nov 2012’s low of 4,334 to the current peak
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of 20 Feb 2013 5,106 represents a rise of 17.8% in
three months. This is HUGE, and points to a
percentage increase that is unsustainable. A pause is
reasonable, and even desirable for long-term health.
5) 4,980 ie, the 5,000 level in round numbers,
represents support that is expected to be taken out
that ought to see the way for falls to lower support
levels marked “S” on the chart identified in points
one and two above.
6) Thursday 21 Feb 2013, ie last Thursday’s falls,
created a bear engulfing bar.
7)

Weekly pause bar created

8)

5,124 resistance held, going as high as 5,106

Bullish indicators
1) Higher resistance levels 5,158 and 5,177 are
broadly marked as “R” on the chart and represent
resistance to higher levels. If this level is taken out,
then the short-term bullish outlook could continue
longer.
2) No weekly divergences, indicates medium term
upside is reasonable and possible.
3) 10- and 50-week moving averages crossed from
below on 20 August 2012 at 4,213, giving a “Golden
Cross”.
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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Woodside, Coca-Cola, BlueScope end week up on
results

by Penny Pryor
Last week was another bumper week for companies
reporting their interim results, but the market wasn’t
too enthused by what it saw, closing down by less
than a half a percent.
According to AMP chief economist Shane
Oliver’s wrap up of the season so far, for the 70% of
companies that have revealed all to the market, it’s
been a fairly positive season.
Less than half of the companies reporting, 46 %,
have exceeded expectations but that’s the best
result in three years. And in good news for the SMSF
investor seeking dividends, more than half, or 55%,
have increased dividends compared to a year ago.
Oliver isn’t the only one suggesting that this reporting
season signals a “bottoming in the profit cycle”. That
means the current pullback is probably more of a
digestion. If you don’t know what that means, check
Peter’s note for today if you haven’t already.
Only three companies report today but another 24 will
have announced by the end of this month.
Resource companies mixed
Thursday was a massive day for companies and
there were plenty of big names surprising, and
unsurprising, the market (see table for our top 25).

We wrote about changes at the top of BHP last
Thursday but it seems the market is still a little unsure
as its share price dropped by 4.5 %. One to watch
carefully.
Also in the resources sector, Woodside Petroleum
had a better than expected result, its 24.5% increase
in underlying profit was up on most market analysts’
expectations.
It will pay investors a US65c dividend. Woodside is
benefiting from its focus on exporting gas – its Pluto
development began adding to the company’s bottom
line in April. The stock ended up the week 2.2 %
higher (Friday close to Friday close).
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One of the biggest movers in our top 25 was
BlueScope Steel, which closed 16.2% higher.

our Thursday newsletter for the low-down on the
whole season.

It announced a loss but that was better than market
expectations.

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.

Like all resource related companies, it has suffered
from a drop in commodity prices, which has impacted
its balance sheet. However in Bluescope’s case the
outlook is improving
“In the second half FY2013 we expect a continued
improvement with a small underlying net profit after
tax (before period-end net realisable value
adjustments, subject to domestic demand and
margins, spread and FX),” the company said in a
statement when it realised the results last week.
Insurers surprise on the upside
Insurers Suncorp and Insurance Australia Group both
ended the week strongly.
IAG almost tripled its profit during the period, partly
due to the lack of disasters in the six months to
December. Interim dividend was also pushed up to
11c from 5c, but that was below market expectations
of 12.3c per share.
Suncorp saw net profit up 48% and an increase in its
interim dividend of 25% to 25c. That yielded a fairly
low payout ratio of 52% of cash earnings per share.
The outlook for both IAG and Suncorp may not be so
good given the disasters in the first quarter of this
year.
Coca Cola Amatil announced its final results but was
more in the news for rumours about chief executive
officer Terry Davis stepping down by the end of the
year.
The beverage company announced a dividend of 32c
plus a special dividend of 3.5c, which was partly to
compensate for a franking level of just 75%. Those
dividends bring total dividends for the year to 59.5c,
which the company said was up 13.3 % on the
previous year.
Look out for James Dunn and JP Morgan’s articles in
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Weekly broker wrap – Coca Cola, Drillsearch and
Echo Entertainment upgraded to buy
by Rudi Filapek-Vandyck
Research issued by stockbrokers is pretty much fully
occupied with the domestic reporting season these
days. The week past saw 13 upgrades being
outnumbered by 40 downgrades and that kept the
negative momentum for stockbrokers’ ratings for
individual stocks in Australia alive and kicking.
In the good books
Boart Longyear (BLY) was boosted up to Hold from
Sell by Macquarie, on hopes an earnings trough is
now in sight combined with an 8% drop in the price
post the release of the FY result. Meanwhile, UBS cut
from Hold to Sell, with the result missing the broker’s
estimates by 12%. The broker also believes
underlying conditions remain weak and a recovery is
not likely soon. Post the revisions, the stock has
maintained its negative sentiment.
Coca-Cola Amatil (CCL) was upgraded to Buy from
Hold by JP Morgan, the broker citing increased free
cash flow, improved Indonesian operations and the
stock’s underperformance over the last six months.
Sentiment remains positive.
Drillsearch (DLS) and Echo Entertainment (EGP)
were both upgraded to Buy from Hold by Macquarie.
Higher margin crude production, a continuing reserve
upgrade trend and a knocked down share price were
the reason for the move on Drillsearch. For Echo, the
broker likes the medium term prospects for Star and
the announced cost reduction program, while M&A
upside also looks attractive. The upgrade moves
Echo from a neutral to positive sentiment read, while
straight Buys for Drillsearch mean its sentiment is
now at the highest level.

PanAust (PNA) is also up to Hold from Sell on the
books of Credit Suisse despite Phu Kham’s reserve
update, with a weaker outlook disappointing the
broker. The broker also lifted Specialty Fashion (SFH)
to Hold from Sell on an upgraded valuation.
Sentiment for PanAust is strong, while the upgrade
also moves SFH into positive territory.
Southern Cross Media (SXL) is moved to Hold from
Sell by JP Morgan, the broker citing the fact that, in a
difficult revenue environment, the company has
managed to implement strong cost controls while the
shares otherwise trade at a significant discount to
market multiples. UBS disagrees, downgrading to
Hold from Buy after a strong share price re-rating.
The changes leave the stock with a positive
sentiment read in the database.
Downgrades
Citi has lowered ARB Corp (ARP) to Sell from Hold,
with shares too expensive despite the inarguable
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earnings upside. The stock have now moved to a
neutral sentiment footing. UBS dropped Ardent
Leisure (AAD) to Hold from Buy given the broker
wants to see a return to growth for theme park
earnings for a re-rating. Sentiment remains positive.
Aristocrat (ALL) was cut to Sell from Hold by Credit
Suisse, the broker citing a “too high” share price.
Sentiment moves to negative. Asciano (AIO) is also
cut to Sell from Hold, but in this case it’s by
Macquarie. The broker citing a “too high” share price
and the belief management’s medium term 15%
growth target is looking a bit ambitious. Ausenco
(AAX) is down to Hold from Buy on JP Morgan’s
books, the broker thinking now is probably a pretty
good time to take some profits. Aristocrat moves to a
negative sentiment read post the adjustment, while
both Asciano and Ausenco remain positive.
Credit Suisse cuts Fortescue Metals (FMG) to Hold
from Buy on share price appreciation, although
sentiment remains positive. Macquarie dropped
Goodman Group (GMG) to Hold from Buy, noting
valuation doesn’t quite fit with growth prospects.
Sentiment remains negative. CS cut GPT (GPT) to
Sell from Hold on valuation grounds post a good FY
effort, while Citi cut GWA Group (GWA) for the same
reason. Sentiment for both is negative.
Iluka (ILU) was forced to wear a double downgrade
post its FY result, with CIMB and CS concerned
about the prospects for the next year or two, noting
product prices are still plummeting and production is
being actively scaled back. CIMB moved from Hold to
Sell, while CS went down to Hold from Buy. The
moves still the leave the stock with a positive
sentiment reading in the database.

stock, says the broker, it just thinks it prudent to move
to a Neutral rating. Sentiment has dropped deep into
negative territory.
Sonic Healthcare (SHL) also got a double dose, with
both BA-ML and JP Morgan shifting from Buy to Hold
on a weak first half and concerns that the FY target is
now looking more than a bit of a stretch. Despite the
downgrades, the stock has managed to hang on to a
positive sentiment bias.
And finally, Macquarie cut Woodside (WPL) to Sell
from Hold while Citi shifted down to Hold from Buy.
Macquarie cites share price strength coupled with
limited near-term catalysts, while Citi thought it was a
strong result, but the latter also notes that the bulk of
growth options are still pretty long dated. The
sentiment read has hung on to a positive bias.
Note: FNArena monitors eight leading stockbrokers
on a daily basis and the tables below are based on
data analysis from the week past concerning these
eight equity market experts. The eight experts in casu
are: BA-Merrill Lynch, Citi, Credit Suisse, Deutsche
Bank, JP Morgan, Macquarie, CIMB (formerly 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.

It was a busy week for Monadelphous (MND) and not
good busy either. CIMB and Macquarie have moved
from Buy to Hold, while BA-ML, UBS and Deutsche
are all down to Sell from Hold. In fact, the only
brokers who didn’t downgrade the stock were Citi
and JP Morgan and that’s because they were
already at Sell to begin with. CIMB summed it up well,
noting that shares have performed strongly over the
past two years. Now that the industry is facing a
period of consolidation, CIMB suggests the same is
going to happen to the company’s growth, and to its
share price. There are no structural problems with the
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Why you should consider a corporate trustee
by Tony Negline
There are significant advantages in using a
corporation as trustee of your SMSF but for some
reason this has never taken off.

to be changed.

According to the ATO data, the vast majority of
SMSFs (75% at June 2012) use individual trustees.
For SMSFs established in the 2011/12 financial year
the ATO says over 90% of these funds elected to use
individual trustees.

Our job as trustees is to run our super fund well and
minimise risks where possible. Problems with
individual trustees typically arise with death, disability
and disputes between family members. We never
know what the future holds so we need to cater for
one of these events occurring.

Understand the risks of an individual trustee

Cost factors
I suspect one of the primary reasons people don’t
want to use corporate trustees is the perceived cost.
It costs money to establish a company as well as
having to pay the annual regulatory fee to ASIC. For
many, the benefits of using a trustee company
probably don’t seem to justify the costs.
Sadly I have heard some SMSF administrators claim
that corporate trustees are unnecessary and
ultimately just add administrative hassle and cost.
But for some SMSFs the benefits could outweigh this
apparent expense. Corporate trustees provide a level
of certainty and simplicity that individual trustees
can’t provide. Corporate trustees also provide a level
of control not available with individual trustees.

An added problem with individual trustees is that in
some cases personal assets easily get mixed up with
super fund assets. The super laws are quite strict in
demanding that your personal assets and your super
fund’s assets are kept very separate. The Tax Office
recently addressed this and said, “the easiest way to
comply with these rules is for your fund to have a
company set up solely for the purpose of being the
corporate trustee of the fund. If there is a change in
directors of the company, you don’t have to change
the name on the ownership documents for each fund
asset as the trustee of the fund is still the same.”
The cost of running a corporate trustee is not as
expensive as you might think. It can be as little as
$100 per annum for 10 years as I’ll show you.
How to set up a corporate trustee

And, if you are looking to buy an investment property
and borrow through a limited recourse borrowing
arrangement, most banks will lend more money to an
SMSF with a corporate trustee than a fund with
individuals as trustees.
I have seen many cases when the use of individual
trustees has caused a lot of unnecessary stress when
there has been a sudden, unexpected or unforeseen
change in the membership of an SMSF, which has
altered the trusteeship of the SMSF. When this
occurs, the ownership of all the SMSF’s assets has

So what’s the right way to set up a corporate trustee
for your SMSF? Firstly you will need a written
constitution for the company. It’s technically possible
to set up a corporation without a written constitution
but the Corporations Act specifically says that a
special purpose company needs a written
constitution.
There are many organisations in the market that can
help you set up your SMSF trustee. The rough
average market price for either corporate structure is
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$700. It pays to shop around as there are some
organisations that charge more. Almost $500 of the
set up cost is paid to ASIC.
If you don’t set up a special purpose corporate
trustee then the annual ASIC fee is $230 per annum.
The total cost is therefore $3,000 over 10 years or
$300 each year. That’s the $700 plus $230 multiplied
by the 10 years.
On the other hand, a special purpose company’s
annual ASIC fee is $43. So the total cost is reduced
to $1,130 over 10 years.
However you can pay the ASIC fee 10 years in
advance for $324 or $32 per year. Our total cost is
just over $1,000 for 10 years or $100 per year.
In my view the special purpose company paying the
annual ASIC fee 10 years in advance is a bargain.
I accept that changing your current SMSF trustee
from individual trustees to a corporate can be a
hassle, (I’ll discuss some of these issues in the near
future) but the benefits in terms of security could be
well worth it.
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
February 26 Balance of payments (Dec quarter)
February 27 Construction work done (Dec quarter)
February 28 Business investment (Dec quarter)
February 28 Private sector credit (January)
March 1 RP Data-Rismark home prices (February)
Overseas
February 26 US Home prices (December)
February 26 US Consumer confidence (January)
February 26 US New home sales (January)
February 26,27 Testimony by Federal Reserve chief, Ben Bernanke before Congress
February 27 US Durable goods orders (January)
February 28 US Economic growth (Dec quarter)
March 1 US ISM manufacturing (February)
March 1 US Personal income (January)
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