Issue 173, 2 April 2013

The wrong war at the wrong time
There appears to be a double threat to markets at the moment in the form of Wayne Swan and Labor's
proposed changes to superannuation combined with the rumblings going on in North Korea. The US
market was a tad off on Friday night but I believe that was inconsequential.
Back to our property special, and this week we have Paul Rickard's table of the best loans for SMSFs
looking to borrow to buy property. This is crucial information for anyone exploring this option. We also
explain what you need to look for when you approach your bank.
Sincerely,

Peter Switzer
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Which is the bigger threat - North Korea or Wayne
Swan?
by Peter Switzer
Wall Street was a tad spooked by North Korean
threats and a weaker than expected ISM
manufacturing figure for March but the sell-off was
inconsequential. That was because most
professionals are punting on a good year for stocks,
though they expect volatility to pick up in the second
quarter. But first I want to deal with the super cynical
campaign being waged by Labor on super trustees
before the Budget.
Don’t believe the hype
You will see plenty of newspaper articles talking
about super and how the rich are rorting the system.
These are fed to stooge journalists who accept
Treasury’s figures and then point the finger of blame
at the rich.
My basic point is that all Australians – rich and poor –
have access to super and, if they follow the rules set
down by government, they are not rorters. If the rules
are stupid or inequitable, then the Government can
change them, but they shouldn’t be trying to cast one
group of Aussies as ‘super evil’ because they have
money and they play by the rules.
I’m also worried whom Wayne Swan will define as
rich in the May Budget as reports suggest it will be
those with $1 million plus in super. If he tries that, the
Government’s loss in the September election will be
bigger than it is already set to be.
I don’t know exactly what Swan will go for, but he is
likely to be looking at contributions tax changes for
higher income Aussies, salary sacrifice, the transition
to retirement pension rules and capital gains tax
adjustments, especially pertaining to property.

Fortunately, if the proposed law changes are
draconian, the Parliament could reject them, and we
even have Simon Crean talking about voting against
his own party!
Of course, the Switzer Super Report will closely
analyse any changes and offer some ideas to combat
the worst of them.
North Korean threat?
On North Korea, I suspect this is the annual rubbish
these guys go on about and, while it seems hotter
than usual, the market reaction suggests that experts
on the madmen who run that country are not too
fazed.
My main preoccupation is what will happen to stocks
in the short-term and for the rest of the year. I’m
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strongly expecting a great year for stocks, despite the
fantastic run up so far. In fact, this makes me even
more positive. Check out some of the reasons for my
pro-stocks view:
The Dow is up over 8% in the first quarter and
whenever this has happened historically,
stocks have always finished up for the year.
The Fed’s $85 billion a month addition to
liquidity won’t end this year and so that keeps
me positive on stocks.
Inflation in the USA is 1.3% and that won’t
worry the Fed.
US consumer spending keeps on increasing –
up 0.7% in February – and 70% of US GDP
comes from the consumer.
Both Deutsche Bank and Goldman Sachs
have raised their targets for the S&P 500 for
the year. Goldman went from 1,575 to 1,625!
Sam Stovall from S&P Capital IQ, who has
been on the money for a couple of years and
gave me confidence when I was telling you to
buy stocks during scary times, has also
bumped up his 12-month target from 1,550 to
1,670. (CNBC)
And while I think a pullback has to come, April
is the best month for US stocks!
That said, over the past few years we’ve
seen second quarter pullbacks ranging from
10-20% and then there is the old “sell in May
and go away” maxim but this does not always
hold – it just has a good strike rate.
For this year I’m looking for great small cap
companies that pay dividends. Small cappers often
get left behind but they then play a good catch-up
game. That’s what I’ll be searching for, for you, so
watch this space.
I think Wayne Swan will be like any eventual pullback
– he will only be a short-term threat.
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 best bank loans for buying property through
your SMSF
by Paul Rickard
Comparing super loans (more correctly known as
‘limited recourse borrowing arrangements’) is
fraught with danger because the complexity of
individual fund arrangements means that the best
loan for my fund may not be the best loan for your
fund. For example, the availability of an interest offset
account is very high on my list of priorities. However,
if your fund keeps minimal cash balances or you are
more than satisfied with your current deposit account,
it won’t be high on your list. So, before getting to the
“winner”, let’s review the features and the fine print.
Super loans – features and the fine print
How much can I borrow?
Known as the ‘LVR’ or lending valuation
ratio, you can typically borrow up to 80% for
residential property if your fund has a
corporate trustee, and 72% if your fund has
individuals as trustees.
Eligibility
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
Can your SMSF service the interest on the
loan? Most banks count 80% of the net rental
income from the property and any
concessional contributions (up to $25,000).
More enlightened banks consider dividend
and other investment income in the fund.
Interest rates
Most banks use the ‘standard home loan
rate’ for loans secured by residential property
– some use business rates. Check carefully.
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.
Application fees
Competition is bringing these down – for
residential loans, these range from $1,500 to
$350.
Loan servicing fees
Typically, these are around $10 per month for
loanssecured by residential property.
Bank legal fees
Costs charged by the Bank to review your
SMSF trust deed and (potentially) your
property custodian deed. These range from
$1,500 to $2,150, however they 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.
Independent financial advice?
Most banks (not all) require the trustees to
obtain advice from a qualified financial adviser
to confirm 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.
The banks
The table below shows the key attributes of super
loans secured by residential property from the major
lenders – AMP, BOQ, CBA, NAB, St George and
Westpac. Other lenders include Bendigo, Liberty
Financial, Macquarie, State Custodians and Suncorp.
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And the winner is?
Competition is really increasing in this market and
since we started surveying the banks, there has been
considerable improvement in their product offerings.
Application fees have been crunched, offset accounts
are becoming more common, and LVRs are edging
higher. Watch this space – it will change further over
the next 12 months.
If you are in the market today for a loan secured by
residential property, our vote goes to St George
ahead of AMP, and then Bank of Queensland
followed by Westpac. The offset account for us is a
critical feature – the ability to save considerable
interest expense by using this as your basic deposit
account for your SMSF is a big plus. While the quoted
standard variable rates of both banks are largely the
same (St George 6.49% and AMP 6.50%), St George
has lower fixed rates. With a little more experience in
the super borrowing market, St George just edges out
AMP – for now!
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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Clearance rates – the lull before the perfect storm
by Penny Pryor
Easter is a particularly quiet week when it comes to
auctions and there was only a handful reported in the
capital cities of Sydney, Melbourne, Adelaide and
Brisbane on Saturday.
Many of the auctions that did occur were in popular
vacation spots, according to APM senior economist,
Dr Andrew Wilson.

Auction Results: Saturday, 23 March 2013

“Punters are feeling that the current loosening cycle
has reached its bottom,” he says.

“That tends to be what happens,” he says.
Auction Results: This Saturday, 30 March 2013

That doesn’t mean there will be an interest rate hike
anytime soon, merely that there are not too many
more cuts on the horizon.
Strong winter ahead

A breather as rates on hold
The thin results make it difficult to draw any real
conclusions from the weekend but it might be best to
consider it as the market taking a breath from the
pre-autumn season as it heads into winter.
The Reserve Bank left rates on hold at its meeting
today.

The economy is picking up and the residential market
is heading into a strong winter that may be driven by
investors, rather than first home buyers, for a change.
“I think we’re in line for the strongest selling winter
season for at least three years”, Wilson says.
Strong auctions activity will return this weekend with
numbers in the four hundreds scheduled for the
coming Saturday in both Melbourne and Sydney.
Auction Results: Saturday, 31 March 2012

In its statement the bank said: “The Board’s view is
that with inflation likely to be consistent with the
target, and with growth likely to be a little below trend
over the coming year, an accommodative stance of
monetary policy is appropriate. The inflation outlook,
as assessed at present, would afford scope to ease
policy further, should that be necessary to support
demand.”
Wilson also reports they are hearing anecdotal stories
of buyers looking to lock in fixed interest rates.

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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How to find the best landlord’s insurance
by Tony Negline
As a super fund trustee, your job, whether you like it
or not, is to protect your fund’s assets in the same
way a prudent person would look after another
person’s money. So if your SMSF owns real estate
then you’ll have to give some thought to landlord’s
insurance and if you’ve borrowed to invest, it will
most likely be a requirement of your lender.

insurers offering products.

As you, your relatives and your close business
associates can’t rent residential premises owned by
your super fund, you never really know how well your
fund’s investment is being treated by its tenants.

A frequent mistake most property investors make
about landlord’s insurance is to purchase on price
only. Naturally you don’t want to over pay for this
insurance, but you do need to make sure that all
aspects of your fund’s property you want insured are
covered by the insurance you purchase.

Protecting your super fund’s real estate investment
isn’t only about protecting the building structure from
fire, water or storm damage and your contents from
theft. Break-ins and vandalism can also result in a
loss of value, or large repair bills.
Landlord’s insurance is quite similar to homeowner’s
insurance but there are some important differences.

It therefore seems good commonsense for an SMSF
trustee to carefully shop around each year for the
best deal. Ask the insurer how many complaints they
have received and how many have been forwarded to
their External Disputes Resolution Scheme.

An important point to note – all the brokers I spoke to
for this article seem to push specific product provided
by one insurer. If you want to deal with a broker,
make sure they have the ability to offer product from
a range of insurers.

All of the recent claims experience and problems
about home insurance applies to landlord’s
insurance as well. (For example flood and storm
damage.) Insurers go through good and bad patches
in relation to their claims’ experience. Comments
about poor claims treatment from 12 months ago on
the Internet may no longer be valid.

Rental losses

Shop around every year

In some ways, you’re at the mercy of your tenants.
While you’ll have legal recourse for unpaid rent and
accidental or deliberate damage, it may be hard to
collect what your tenants owe you. If your tenants
simply decide not to pay and abscond before you can
reclaim the arrears, your super fund’s income may
be significantly lower.
Many policies only provide insurance four weeks after
a tenant leaves. This means it’s important to have a
full month’s rental bond. Rental losses are a highly
variable area of landlord’s insurance. Make sure you
protect what your fund needs.

The landlord’s insurance market is very competitive
and insurers are adjusting their policies all the time.
Some offer discounts for multiple policies and some
banks offer discounts if you have a mortgage, credit
card, term deposit or bank account with them.
Because of the constant changes to policy terms and
the cost of insurance, it’s not a good idea to assume
that today’s best insurer will be top of the pops
tomorrow. At the moment there are more than 20

You also need to consider if you need to insure for
the loss of rent. This might be particularly important if
your super fund needs the rental income to pay fund
expenses, pension payments or interest on a Limited
Recourse Borrowing Arrangement.
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Property damage

Strata-titled property

Bad tenants who don’t keep property in good order
may end up costing you a great deal in repairs.
Tenants who make their own misguided alterations or
deliberately vandalise fixtures can end up creating
even more expense for you as the landlord.
If the property is furnished, or comes equipped with
other items that can be taken away, theft or damage
to the property’s contents may be an issue. Much of
this expense may be covered by the tenants’
deposit, but if the costs are higher than the deposit
amount, you may find yourself out by the difference.

Finally, here’s a short note about strata-titled
property. The body corporate should be paying
insurance that protects the property. However this
insurance won’t cover the contents you might
provide in your super fund’s property, for example,
dishwashers, curtains, blinds, carpet and so on. If
your super fund owns a strata-title property you
should consider insuring against the damage or theft
of these particular items (as well as the loss of any
rental income for the reasons we discussed above).
As an SMSF trustee you should consider getting
“strata title protection” in case the body corporate is
under-insured.

Here are some items that should be included:
Wall and floor coverings (typically wallpaper
and carpet or tiles)
Appliances
Sewerage and drainage
Wiring
Pipes
Gas and plumbing systems
Pool, spa
Carports and awnings.

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.

Legal liability insurance is another important issue.
You need protection if your tenant or a visitor to your
property is injured and it can be proved it was your
fault.
Building insurance needs to cover full or partial
destruction of your property as well as loss of rent
while the rebuilding or major repairs are being
completed.
Important common terms used in landlord’s
insurance
The following terms are some of the key issues you
need to examine closely before purchasing
landlord’s insurance, as it is these provisions that
drive how good your insurance is.
Accidental damage insurance
Vandalism or malicious damage
Damage to the contents
Legal liability coverage
Legal cover
Rental default
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Weekly broker report – Bluescope and Tabcorp
upgraded to buy
by Andrew Nelson
Brokers were a bit busier with upgrades and
downgrades last week, seemingly spurred on by the
impending break and determined to make a
difference before we all headed off for Easter. The
good news for the market is that upgrades again
outweighed downgrades. The score by Thursday was
12 up and eight down.
Upgrades
We’ll start off with Billabong (BBG), which was
upgraded to Hold from Sell by UBS. The broker took
the chance to re-evaluate the stock now that final bids
for the company are expected this week. UBS does
not expect the $1.10 bid to become a binding offer
because of the 10% earnings downgrade and $534
million in asset impairments taken since the initial bid
was made. A lower offer is expected, but the worst
case scenario could be the withdrawal of both bids.
The upgrade is predicated by the assumption of a
65% probability that a bid will get up, but probably at
a lower price. Broker sentiment for the stock in the
FNArena Database reads neutral.
BlueScope (BSL) was lifted to Buy from Neutral by JP
Morgan, who noted the company is now leaner and
more focused and thus ready for a recommendation
upgrade. The broker cites the fact that Coated &
Industrial Products is now close to break even after
two years of making losses. Global Building Solutions
also looks to be on a strong growth path. Despite a
strong rally from the five-year low the shares hit last
year, JP Morgan believes there’s more upside
available based on the aforementioned turnaround.
Sentiment is positive for the stock.

Boart Longyear (BLY) was upgraded to Hold from
Sell by JP Morgan, the broker believing the current
share price more than covers current downside. At
the same time, JP Morgan also sees little chance its
price target will be challenged any time soon given
the complete lack of catalysts. Sentiment for the stock
is negative. The broker also lifted Fortescue Metals
(FMG) to Buy from Hold, citing the sharp fall in the
share price and the belief selling has been overdone.
Despite the headwinds of iron ore price weakness, JP
Morgan sees a good chance for some upside once
the market returns to focus on the compelling
valuation support. Sentiment is positive.
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year, which means higher earnings. Meanwhile,
CIMB was taking a look at bank sector net interest
margins for FY13-15 and found risks remain skewed
to the downside. While NAB’s dividend yield to the
Australian government bond yield is supportive, the
broker thinks the more fundamental valuations, like
NAB’s, look stretched. Sentiment is positive.

There was one last upgrade from JP Morgan.
Tabcorp (TAH) was bumped up to Buy from Hold, the
broker believing the company is showing some
promise after a period of underperformance. The
improved regulatory outlook, defensive revenue
growth and possible future restriction on wagering
advertising all bode well, according to the broker.
Sentiment is positive.
Myer (MYR) also saw an upgrade to Buy from Hold,
with Deutsche Bank lifting its call on the belief the
market still has a steady appetite for discretionary
retailer stocks. In this case, Myer represents the best
opportunity given a reasonable valuation and strong
free cash flow. The company is also delivering
like-for-like sales growth and is addressing structural
issues, said Deutsche. Despite the upgrade,
sentiment for the stock is negative.
Analysts at Credit Suisse made two moves higher,
lifting both Lend Lease (LLC) and Premier
Investments (PMV) to Buy from Hold over the course
of last week. For Lend Lease, Credit Suisse thinks
investor concerns such as earnings uncertainty and
weak operating cash flow are overstated, noting the
stock’s price/earnings relative to the ASX has fallen
31% below the 10-year average.
Downgrades
National Australia Bank (NAB) had a busier week.
Upgraded to Buy by Macquarie, but downgraded to
Hold from Sell by CIMB. Macquarie notes institutional
and corporate borrowing appears to be improving in
the mining states, with signs of improving demand for
equipment finance. Macquarie believes access to
credit may become easier in the second half of the

Bank of Queensland (BOQ) is down to Hold from Buy
on the books of BA-Merrill Lynch, the broker noting
the stock is trading in line with its long-term
price/earnings ratio and dividend yield and on par
with regional peers. Deutsche Bank dropped
DuluxGroup (DLX) to Sell from Hold saying that while
the company may be strong and well managed, the
market is still overestimating the leverage to improved
housing activity and thus not worth the current
premium. Sentiment remains positive for both stocks.
Our last two downgrades are both to Hold from Buy
and both come from CIMB. The broker thinks Redflow
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(RFX) has done the hard yards on lowering operating
costs, although the application of a 60% discount
because of delays in securing a strategic partner
sees the rating moved lower. Any success with
partner negotiations is expected to prompt a review.
Sentiment is neutral.
>The broker also took a closer look at Whitehaven
Coal (WHC) and came to the conclusion the issues at
Narrabri may end up lasting longer than first
anticipated. There are a number of other important
hurdles that soon need to be cleared as well such as
construction at Maules Creek, which hasn’t even
started despite off-take commitments already
building. The broker now sees little in the way of clear
information, while first coal from Maules Creek has
been pushed back to 2015. Broker sentiment for the
stock remains positive.
Note: FNArena monitors eight leading stockbrokers
on a daily basis and the tables are based on data
analysis from the week past from these experts. They
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.
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The week ahead
Australia
April 3 International trade (February)
April 3 Performance of Manufacturing (March)
April 4 Retail trade (February)
April 4 Building approvals (February)
Overseas
April 2 US Factory orders (February)
April 3 US ADP national employment (March)
April 3 US New home sales (February)
April 5 US Non-farm payrolls (March)
April 5 US International trade (February)
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