Issue 176, 11 April 2013

All power to property
This week in our property special we look at the top regional areas for houses. Even areas away from
city centres offer good prospects for growth. Wollongong is the area forecast to grow the most per
annum over the next five years. In Victoria we have Shepperton and in Queensland, Noosa. Our
exclusive data from Residex reveals all.
We have a very interesting subscriber response on the proposed super changes, which we wanted to
share with you because Anne raises some very interesting points. Lance Lai tells us why gold is so
important in his chart analysis and economist JP Goldman takes a good hard look at what's going on
in North Korea.
Sincerely,

Peter Switzer
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Top 20 regional areas – coastal areas shine
by Penny Pryor
Today we look at the top regional areas forecast to
grow across Queensland, New South Wales and
Victoria for houses.
Median prices in our top 20 areas are all under
$600,000, which makes them all quite affordable. The
top six areas are all in NSW and, bar the Blue
Mountains, are all coastal.
Our top location, Wollongong, is forecast to grow by
over 7% per annum for the next five years. It also has
a solid yield of 5.08% and upward movements in rent.
The data from the Australian Bureau of Statistics
reveals that the statistical area of Wollongong had a
population of 120,524 at Census and 33.9% of people
in the area own their home outright. There are still a

large percentage of renters – 32.6%, which provides
plenty of opportunity for investors. The median rent
for the area is $260, lower than the state average of
$300 and the national average of $285.
Noosa is the first area outside of NSW to make it to
our list with forecast growth of just under 5%. But
yields there are reasonable as well. It has a
population of 35,896, and 33.7% of residents are
renters. The median rent is much higher there at
$350, offering good yield prospects.
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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Seven tips for buying an investment property
by James Dunn
Whether a residential investment property is owned
within super or outside super, the principles of making
the investment don’t change. You’re looking to buy
the best possible property to give you the highest,
most sustainable income stream possible.
Here are seven tips on the choices you’ll have to
make: location first, and then property.
1. Look for ‘lifestyle’ locations.
There will always be demand from both
owner-occupiers – who set property prices – and
renters. It’s all about thinking like the tenants you
want to attract. If you’re looking for affluent young
professionals with disposable income, you want to be
near the café scene, restaurants, cinemas, or
beaches, in some cities; while also being close to
public transport links to the city. Families will place
more importance on proximity to good schools (or the
public transport links to make good schools
accessible), nearness to hospitals, parks and
shopping centres.
Tenants drawn to lifestyle hubs are more likely to
wear higher rent (and rent increases) than families in
outer areas.
2. Don’t go for the lowest common denominator.
You’re looking for a suburb (or regional area) where
there is high rental demand: there will usually be
something that generates that demand, and a
palpable buzz of activity – for example, a university or
a big hospital. That’s fine, by all means ride on the
wave of lifestyle that these kinds of neighbourhoods
bring, but that doesn’t mean you should be looking
for a low-quality house to rent to students or nurses.

3. Try to buy in an area that is going through
‘gentrification.’
As certain suburbs graduate to hip lifestyle hubs, they
get more expensive. But the spillover effect from
disappointed buyers and renters starts to seep into
adjacent postcodes. Try to identify this cycle, and
play it. Buy where there is limited land available – not
where there’s a lot of new developments, or lots of
open spaces. If there is plenty of scope in the area for
new development, then that could push down prices.
4. Don’t go on gut feel – use all the research
tools you can.
As with investing in shares, these days there is a
large amount of historical performance data and
research on residential property [see our exclusive
data above]. There are many data sources that you
can use to track and forecast the performance of your
residential investment, such as Australian Property
Monitors, RP Data, Residex, SQM Research, Ironfish,
Metropole and www.propertyobserver.com.au. Prices,
capital growth, rental returns, vacancy rates – you
can never get enough information on the suburb in
which you’re thinking of buying.
5. Both buyers and renters will pay a premium for
peace and quiet and convenience.
Everyone wants a quiet, tree-lined cul-de-sac close to
a park, but they’re rare. You do need to look for
some sort of ambience. If you’re looking at a
property in what you think is a quiet street, try to
make sure that it is that way all the time: try to check
out what it is like during the morning and afternoon
‘school runs’ – it might be a cut-through street – as
well as the office peak hours. If it is close to a lifestyle
hub, just make sure that it is not too close to that
late-closing pub that does great business at
weekends.
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6. Detached houses versus units
Detached houses tend to provide better capital
growth than units, because of the underlying land
value. But apartments often generate higher income
yields. Remember that an established property has a
better history to it, you can get comparable sales
history, and you have at least the opportunity to buy
below intrinsic value.
Then you have to think about the ‘feel’ of the
property: again, thinking like your potential tenants. If
you want to attract families, the more bedrooms you
can offer, the better. Don’t go for one-bedroom or
studio apartments – it cuts your options, even if it
makes it more affordable. If you do want to go for
smaller apartments, a good rule of thumb is to look
for properties larger than 50 square metres –
especially if you are borrowing from a bank as many
have a credit standard that prevents lending for an
apartment under this size. If possible, try to offer a
functional floor plan, a balcony, internal laundry and
off-street parking space – the kinds of things that
tenants want.
7. Get help and get it right.
Before you buy, get all the professional help you
need. A building survey, property inspection and pest
inspection are a must and will tell you what condition
the property is in, and give you a good idea of the
required maintenance spending for which you will
need to budget. It never hurts to get more than one
opinion either. Then, when you are ready to buy, use
the help of a buyer’s advocate or some other form of
professional help – at least run your checklist past a
property professional. Be careful from whom you get
advice – a project marketer won’t charge you
anything, but he or she could be in line for a 10–15%
fee from the developer. If the advice is free, be
cautious about 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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Mistakes to avoid when buying property in your
SMSF
by Jo Heighway
Buying and holding property in a self-managed super
fund has never been more popular.
It certainly makes sense for trustees to consider
investing in property in their SMSF. There can be
significant tax advantages, not to mention the
opportunity to diversify the fund’s investment
portfolio.
Promoters of borrowing to buy property in an SMSF
have certainly had a role to play in increasing the
numbers of super funds holding property, rightly or
wrongly. Limited recourse loans are great for some,
but not a strategy that fits all.
Whether investing in commercial or residential
property, special rules apply when buying a property
in your SMSF. Even the most experienced property
investors can find it easy to make mistakes.
Here is a list of the top five mistakes I see every
day:
1. Transferring your residential property into your
SMSF
If you own a residential rental property, you cannot
sell or transfer it into your self-managed super fund.
The only property your SMSF can buy from you or
any of your relatives is “business real property”property used wholly and exclusively in a business.

the trustee of the bare trust, not the trustees of the
super fund. If the property is registered in any other
name, you should seek immediate legal advice to
correct the land title records.
3. Leasing residential property to members or
their relatives
Only commercial property can be leased to related
party tenants.
NEVER let any member or relative of a member rent
a residential rental property from your SMSF. In fact,
don’t let members or their relatives use your
SMSF’s residential rental property at all, whether
they pay rent or not. This includes holiday houses.
4. Failing to collect rent from related party tenants
It is a common strategy for an SMSF to buy a
commercial property and lease it back to members for
their business.
It is also an extremely common mistake for the
business to forget to sign a written lease agreement
and/or forget to pay rent.
Rent must be paid by the business to the SMSF on
commercial arms-length terms. So I recommend
obtaining a rental valuation, documenting a written
lease agreement, and ensuring rent is physically paid
to the SMSF monthly in advance.

2. Registering property ownership
5. Borrowing without the right documents in place
It is very important that the property is registered in
the name of the trustee company or individual
trustees of the SMSF with the relevant state land
titles office.
Alternatively, if the property was purchased using a
limited recourse loan, the legal title should be held by

When you borrow to buy property in your SMSF,
there is a series of important documents that must be
put in place. The loan must be a limited recourse
loan, and the property must be held under a bare
trust arrangement. Seek advice from a specialist
SMSF advisor before borrowing in your super fund to
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make sure you get these documents right.
If in doubt, ask your auditor! There is no reason you
have to wait for the end of the year to show your
auditor what you’ve been up to. If you want to get it
right first time, communicate with your auditor and
make sure you get your strategy right before you
finalise anything.
NB: On Monday Tony Negline examines some
common mistakes when it comes to stamp duty.
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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Resmed offers investors a good night’s sleep
by Roger Montgomery
CSL and Cochlear are two stocks in the healthcare
sector that I consider to be extraordinary businesses
– both companies produce technically-superior
products in their respective fields, which have
provided them with strong reputations, pricing power,
fortress-like balance sheets and bright long-term
growth prospects.
Fill your portfolio with these characteristics and over
the long run, you cannot help but beat the market.
Cochlear and CSL are two companies we have no
hesitation in accumulating when their share prices dip
below their intrinsic values but such opportunities are
rare as companies of this quality do not come cheap
very often. In saying that, there is another health care
company that we believe could be mentioned in the
same breath as Cochlear and CSL – and that is
Resmed.
Healthcare at the right price
Resmed is a designer, manufacturer and distributor of
flow generators, masks and accessories for sufferers
of Obstructed Sleep Apnea (OSA) – a condition
causing the airways to temporarily close while
sleeping (apnea means “without breath”). OSA is
increasingly being linked to very serious health
problems, such as heart disease, stroke and diabetes
in addition to the frustration experienced by sufferers’
partners who have their own sleep disrupted by
snoring – a common symptom of OSA.
Early treatments of the condition involved surgery,
though for obvious reasons this was only prescribed
as a last resort. Today, flow generators can
effectively maintain the airway pressure of patients in
the comfort of their own home. As flow generators
alone can retail for thousands of dollars, the global
sleep apnea market has become very lucrative – and
also very competitive!

Resmed’s main competitor is Respironics, which was
acquired by Philips in 2008. Respironics is
synonymous with sleep apnea products in the United
States due to its ‘first mover’ status. Despite this,
Resmed has been gaining market share by not only
producing superior products, but by also investing in
an efficient supply chain, ensuring product is brought
to market quickly. Resmed is able to distribute its
products quickly and economically by basing the
majority of its manufacturing facilities in Singapore,
which has a low cost base, a favourable tax rate of
less than 10% and obvious geographical advantages.
Research and development focus
Resmed invests heavily to ensure that its products
are as comfortable as possible – this leads to greater
patient compliance, which in turn leads to brand
loyalty. The company spent $110 million, or 8% of
sales, on research and development in 2012.
As a result of a strong product line and an efficient
cost base, Resmed has maintained a gross margin of
over 60% – this is astounding when compared to its
peers. Philips has a gross margin of 38% on a
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firm-wide basis, while Cochlear and CSL have gross
margins of 56% and 48% respectively. Even Apple,
the revolutionary electronics producer, has a gross
margin of 44%.
The major risk to Resmed’s growth prospects is
reforms to the Medicare reimbursement system in the
United States. The US health care system is very
inefficient, with Medicare paying three to four times
more than what pharmacies or retail stores charge for
the same medical equipment. Given the state of the
US budget, there has been a considerable push to
rein in spending in the public sector, and these
excess reimbursements present low-hanging fruit.
In the US Medicare has recently announced that
reimbursement rates will be reduced by 47% for sleep
apnea products. While Resmed has considerable
bargaining power with distributors, the size of the cuts
will have a significant impact on distributors’ margins,
and it seems that Resmed will be forced to bear some
of the pain. Ultimately though, Medicare
reimbursements only account for around 20% of the
flow generators markets in the US, and the cuts will
not apply to the entire US population until 2016.
Despite these medium term risks, the prospects for
the sleep apnea market is very attractive – globally,
100 million people are thought to have some form of
sleep apnea, with 80% estimated to be undiagnosed.
Resmed’s extraordinary fundamentals should
continue to extract value for shareholders from this
growing market for a long time to come. Investors
who are patient and are able to accumulate shares
well below estimated intrinsic value should, over the
very long term, be able to rest as easily as the
company’s patients.
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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What does North Korea mean for markets?
by JP Goldman
As if the global economy hasn’t got enough to worry
about, we can now add to the list, renewed tensions
on the Korean peninsula. An increasingly desperate
(and wacky?) North Korean regime has started
making bellicose threats to launch nuclear strikes on
the South.
Of course, should the North carry out its threat it
would likely spark retaliation by both the South and
the United States. It goes without saying that a
nuclear tit-for-tat in the Asian region would not be
helpful for global markets, and we’d likely witness a
major slump in risk markets worldwide – perhaps not
unlike that seen following the September 11, 2001 US
terrorist attacks, Peal Harbour in 1941, or even the
September 1987 collapse.

After all, despite its threats, North Korea remains a
relatively small and impoverished economy that
would be quickly annihilated in any stoush with the
South and its American ally. It has a population of 24
million, which eke out an existence with average
annual per-capita incomes of only $US 2000. By
contrast, South Korea’s population is twice as large
and its economy 40 times larger – South Koreans
enjoy annual per capita incomes of just over $US
30,000. The North would be crushed, probably even
more quickly than Iraq in the two wars with the US
since 1990.
Considering that North Korea’s per capita GDP was
once higher than that in the South following the
Korean war, their growing income divergence is yet
another example of the failures of communism.

Markets nonplussed
But what’s remarkable about the stock market, is its
ability to bounce back in the face of seemingly
serious setbacks. Note that following the 2001
terrorist attack, the S&P 500 slumped by 4.9% when
markets re-opened on September 17, and by a total
of 11.6% before bottoming a week later. But those
losses were soon recovered, leaving the market to
re-focus on the dotcom crash and the gathering
recession.
Back in October 1987, the market dropped by almost
30% in a few days, but recovered its losses within two
years. Even the 1941 attack on Pearl Harbor saw US
stocks slump over the two following days, only to then
recover.
In a Korean worst case – though still remote –
scenario, the likely knee jerk slump in world markets
would probably also represent a great buying
opportunity, providing the North’s attacks did not
extend beyond the South. And any losses investors
faced should be quickly recovered.

Of course, an attack on South Korea could be
devastating for its economy and populace. But it
would not necessarily be devastating for the rest of
the world. South Korea’s economy is the 13th largest
in the world, accounting for 2% of global GDP. Its
economy is about a tenth the size of the US
economy, and 50% larger than Australia’s.
Sticks and stones
Any thinking North Korean in a position of power,
likely knows any attack on the South would quickly
mean obliteration of the still comfortable lifestyle of
the ruling clique that runs the country. It would be
mutually assured self-destruction. Indeed, it can’t be
in the interests of the North Korean power elite to
make good their threat, which is why global markets
and the US and Korean Governments are taking the
taunts in their stride.
More likely, North Korea is once again angling for
re-instatement of concessions lost following recent
missile tests – such as food aid and global financial
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transactions. There’s also a suspicion it reflects
attempts by its new young leader Kim Jong-un to
consolidate his power, and test the openness of
newly re-elected US President Barack Obama to
direct talks and greater recognition of the North’s
nuclear might.
Historically, North Korea has usually managed to
wrangle new talks and concessions from the United
States following an escalation in verbal threats. In a
game of bluff and brinkmanship, America is perhaps
hoping to stand firm this time around. But the US may
well eventually conclude some concessions are the
least bad option – given one can never underestimate
the possible irrationality of the opposing side.
While common sense should eventually prevail – with
a de-escalation of threats on both sides – we should
not forget Iraq was stupid enough to goad the US
(and its allies) into invading it back in 2003.
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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Suncorp brings new hybrid to market
by Paul Rickard
Suncorp has launched a new $500 million hybrid
securities issue. Qualifying as Tier 2 capital for the
group, this hybrid uses a structure that makes it more
like a “debt” instrument – 10.5 year term, callable
after 5.5 years, no discretion around the payment of
interest – rather than an “equity” instrument.

Details of the issue are:

The Suncorp Notes will pay interest quarterly at a
margin of between 2.85% and 3.10% over the 90-day
bank bill rate. With the bank bill rate around 3.05%,
and assuming a margin of 2.85%, this is equivalent to
5.90% per annum for the first quarter.
While the notes mature in 10.5 years on 22
November 2023, with the approval of APRA, Suncorp
may elect to redeem the notes in 5.5 years time (from
22 November 2018), and then on every interest date
thereafter by repaying the outstanding principal and
interest.
The notes are subordinated and unsecured. They
rank behind all secured creditors, bonds, and general
creditors, and ahead of preference shares such as
Suncorp CPS2 (ASX Code SUNPC) and Suncorp
ordinary shares. Interest payments cannot be
deferred and are not discretionary, however interest
will not be paid if Suncorp is not solvent.
There is also the standard ‘non-viability’ trigger –
which essentially allows APRA to determine that
Suncorp is in serious financial trouble and that the
Notes are to be immediately converted into ordinary
shares. Interestingly, APRA has not provided any
guidance as to how it would determine that a financial
institution is “non-viable”.

The institutional book build scheduled for next
Wednesday will set the final margin.
Pricing
This issue is almost identical to issues last year by
the ANZ, NAB and Westpac (ASX stock codes
ANZHA, NABHB and WBCHA respectively). These
were all issued at a margin of 2.75% over the 90-day
bank bill, and as at the COB Wednesday, were
trading in the secondary market on the ASX at the
following effective margins (assuming redemption on
the call date):
ANZHA
NABHB
WBCHA

1.89%
2.08%
1.95%

Suncorp is rated one to two notches below the major
banks, and this issue may not have the same liquidity
as the issues above. While it is likely that the prices of
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the major bank issues will weaken in the days ahead,
as investors make room for the new issue (which will
of course increase the trading margin), at more than
75 basis points over the majors, this Suncorp issue
looks like a reasonable bet. Expect this issue to be
well bid, particularly if demand continues to be strong
out of Japan and Asia for Australian “high yielders”.
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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Fundie’s favourite – Australian Ethical on Alchemia
by Andy Gracey
How long have you held the stock?
We first purchased Alchemia shares late in 2011
when the company raised monies at 24 cents per
share. We also participated in the recent 30 cent
capital raise.
What do you like about it?
There is now a classical opportunity to invest into
Alchemia after it failed to sell-down its oncology
assets. Sentiment is also being weighed down by the
recent share placement and shareholder purchase
plan. We believe this negative sentiment will pass
and investors are getting two businesses for the price
of one.
Alchemia, with its Indian partner Dr Reddy’s, today
claims a 25% market share in sales of fondaparinux
in the US market. This drug fondaparinux is primarily
used in the prevention of deep vein thrombosis during
orthopaedic surgery with US profits shared evenly
between Alchemia and its partner.We like the fact
that today’s market-cap ($102 million at 32.5 cents)
is largely justified by Alchemia’s share of
fondaparinux profits alone, which we expect to
approach $15 million per annum within 12 months.
The real upside for investors, however, sits with
clinical success of the company’s late stage
chemotherapy drug in metastatic colorectal cancer.
We expect the company will report its clinical results
in early calendar year 2014.
Their drug in development combines a compound
called hyaluronic acid (HA) with Irinotecan, which is
an essential ingredient in a well-known chemotherapy
regime called FOLFIRI. We believe a successful
clinical trial will enable HA-Irinotecan to significantly
penetrate the FOLFIRI market, which we
conservatively estimate at $400 to $500 million.

How is it better than its competitors?
The Alchemia collaboration with Dr Reddy’s sells a
generic (chemically identical) version of fondaparinux
and is one of three competitors in the US market,
which include GlaxoSmithKline and Apotex.
HA-Irinotecan, if successfully commercialised, will
improve the standard of care in metastatic colorectal
cancer. The therapy will have 10 plus years of patent
protection and will be ultimately sold into all major
global markets generating high gross profit margins.
What do you like about its management?
The company has developed a generic version of
fondaparinux and successfully taken it through to
commercialisation, which is a respectable
achievement for an Australian biotech. We
acknowledge there have been many bumps in the
road but the company, to its credit, has persevered.
This experience improves our confidence in
management’s ability to successfully commercialise
the chemotherapy drug.
Is it a liquid stock?
The stock liquidity is reasonable for a $100 million
capitalized company.
What is your target price on Alchemia?
We believe today’s market-cap of $102 million (at
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32.5 cents) is largely underwritten by future profit
streams from sales of fondaparinux, so investors are
currently getting a free option for the oncology asset.
The upside for investors will come with a successful
phase three clinical trial. We conservatively see $200
million value being ascribed to the metastatic
colorectal cancer programme should the clinical trials
be successful.
History suggests around 50% of all drugs in phase
three of clinical development will ultimately be
commercialised, so we derive a probability adjusted
valuation for Alchemia’s metastatic colorectal
programme of $100 million (AUD).
The two businesses are conservatively worth $200
million, indicating Alchemia shares are worth over 60
cents today.
At what point would you sell it?
We may sell the stock if the share price started to
assign a too high probability of success to the Phase
three clinical trials.
How much has it added/subtracted to your overall
portfolio over the last 12 months?
The stock has detracted from our investment
performance over the 12 months to 31 March 2013,
but we believe value will ultimately be recovered.
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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Chart of the week – Gold
by Lance Lai
It is often misunderstood as to why the gold price is
important. In itself, it is not so important, as it has no
real industrial use, however as a gauge of sentiment,
it is a very emotional commodity.
The main economic reasons for its existence are:
As an alternative store of wealth;
As a hedge against inflation and;
Jewellery.
All the above three reasons are “emotionally
charged”. The first two are “emotional” because they
are fear related, and the third one is emotional
because you buy an item to express your affection for
another person.
From last week’s fall in the gold price, we can
deduce the following possible conclusions:
1. The US, according to the gold sellers, is
recovering;
2. Inflation is globally not a concern for the
foreseeable future; and
3. With improving economic conditions, the US
Fed’s Quantitative Easing could begin to be
tapered down.
Readers may note that the release of last week’s US
Non-Farm Payrolls showed that the US only created
88,000 jobs for the month of March 2013. This was
significantly below the average median forecast by
economists of 190,000.
This shock number revitalised gold’s demand as the
points above were reconsidered. Namely, the
economy is not recovering so quickly, inflation could
still be a concern and the QE is to continue for a little
longer.

Technically, I have three bullish Indicators to six
bearish ones. We should also note the following two
points that are neither bearish nor bullish:
1. $1,636 is a level now to test on the upside
before confidence may be returned.
2. The 200-day moving average is now flat. This
has been flat since about October 2012. In six
months, it has gone nowhere.
Gold is very hard to predict at the moment but well
worth observing as always for a “heads up” on
sentiment. If you believe sentiment is important, then
you can’t go past gold price movements to tell us a
story.
Gold is due for a bounce back up before larger falls
may be expected.
Bullish indicators
1. Several levels of support exist between
$1,546 to $1,522. We have bounced off
$1,540.
2. $1,522 is very important as a level for gold not
to fall below. It has not gone past there.
3. The 200-day moving average has still been
rising slightly since December 2012 despite
the price falls. This is due to the price rises
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previously.
Bearish Indicators
1. The bad level = B on the chart $1,658 was
breached on 20 December 2012, then 4
January 2013 and then again 11 February
2013. $1,658 was tested and re-tested before
the falls we saw last week, warning that gold
was weakening.
2. $1,754 was an important upside test level, this
failed on 26 November, the high reached was
$1,752, and since that day, has not had a
higher level reached, tracking downwards for
the next five months.
3. An important level of $1,558 was breached on
3 April 2013, which then saw the price drop
quickly to $1,540.90. This has opened up the
downside risk to gold falling further.
4. Falls below $1,522 will see gold open up the
possibility of falling to $1,495, and then
$1,464, i.e. up to 7.8% lower.
5. The ugly level is $1,290 and a possibility on a
technical basis should the gold price start to
fall and breach $1,558.
6. The ultimate target of $2,085 has been
removed for now, as have targets two and
three.
Please note that 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. Currently in regards to Shanghai, I am in a
cautionary observant position. Your utilisation of this
information needs to take into account the time frame
I set. The stocks recommended as “Steady as She
Goes” may be held for the longer term, which 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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Reader reaction of the week
by Subscriber feedback
I am a member of the Switzer Super Report and read
your comments with great interest.
Here are my thoughts and a possible scenario if the
superannuation changes are applied, but hopefully it
won’t materialise. However, I think it is important that
the powers to be are made aware of how many
Australians will, in fact, be worse off.
Example – a small business owner who is planning to
retire in May 2013 and is now subject to the new
superannuation proposals.
Retiring with $1,000,000 in accrued
superannuation from working hard all his life
in a small business and contributing to his DIY
superannuation.
Plans to invest the $1,000,000 in several
conservative managed funds in Australian
shares with an income of less than $100,000
per annum.
It is also possible to assume that, in addition
to income received, a capital growth of 10%
per annum on this investment may be
achievable over the coming five years.
Fast forward to 2018. Retiree becomes nervous of
the share market or, for any other personal reason,
exits his invested funds and returns to cash.
The retiree’s new balance five years on in 2018 is
now $1,610,510. ($1,000,000 plus a capital gain of
$610,510).

$610,510 less 33% discount for holding for over 12
months = $409,042 (The commencement date of the
investments was post 5 April 2013 and the 10-year
accrual rule does not apply.)
Taxable Income for the financial year:
$409,042 capital gain plus income drawn, of say,
$60,000 = $469,042
Less: $100,000 income threshold – so tax would be
paid on $369,042
Results: a tax bill of $55,356
This is an Australian small business owner, retiring in
2013 with $1,000,000 in superannuation. On 5 April
2013 he was not a “super wealthy Australian” with
superannuation of $2,000,000! In fact his balance
was $1,000,000 and he is being subject to a tax bill
under the proposed changes.
The new superannuation rules are flawed and the
reference to only affecting those with a
superannuation balance of over $2,000,000 is false
and misleading to the general public.
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.

Scenario with new rules in place
The capital growth now becomes a taxable realised
capital gain of $610,510 as it has been withdrawn
within the one financial year.
Now for the tax bill:
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Did you know?
I was interviewed by Graeme Richardson on Richo on Sky last night, and it might surprise you to know that he
is an SMSF lover. Keep an eye out for that interview on Super TV.
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