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Thank God for Ben
I might be out on a limb here but I'm one of the few market commentators not playing the 'Go away in
May' game. Sure there are cons, but I believe the pros far outweigh them, as I outline below.
It could be an opportunity to tidy up your portfolio, but I don't think the falls will be too dramatic. Also in
the Switzer Super Report today, Paul Rickard takes a look at a dividend strategy for the banks. You
need to get in soon if you want to grab three of the majors before they go 'ex-dividend'.
Also please contact us subscriber@switzer.com.au if you'd like to be featured in our new My fund
section, where you tell us all about what you do in your SMSF. We'd love to hear from you!
Sincerely,

Peter Switzer
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I’m not afraid of the big bad May
by Peter Switzer
For those sweating on a share market sell-off to
coincide with that market maxim – sell in May and go
away – to get some bargains, or to dollar cost
average down some good stocks you want to keep,
here is an assessment of what might hurt or help,
whether your hopes are for a slide or a spike in
stocks.

are running down savings to buy stuff –
that’s a good sign for future economic
growth.

The negatives:
US economic growth at 2.5% in the March
quarter rather than the 3% expected. We can
blame fiscal cliff fears back in November,
sequester issues that cut back federal
government spending – defence spending
was down 11.5% annualised in the quarter –
and a 2% jump in payroll tax, which would not
have helped growth. There is a fiscal drag on
the US economy that only the Congress can
get rid of, but those guys in Washington are
carrying on like dopes.
In fact, Congress is an obstacle to US
business confidence and business
investment.
The massive stock rise in four months with the
Dow up 12.27% since New Year’s Eve, which
makes a sell-off look overdue, but this could
be a real McCoy bull market rally.
The question mark over whether China’s
slow down is fair dinkum.
The European recession will only be an issue
if it gets measurably worse and I will be
watching Germany, which has had a bad
quarter.
Now for the good news and here it is:
US consumers are helping with household
spending, which was up 3.2% in the March
quarter – that’s the best for nine quarters.
I know it sounds irresponsible, but the Yanks

The improving US housing sector and the
stock market’s rise will help the wealth effect
kick in, which will buoy consumers.
US stocks are up 136% in four years,
including dividends.
Economists think growth will get up to 2.5%
by year’s end – so gradual growth is factored
in for the rest of 2013.
The Fed’s Ben Bernanke’s guts with the $85
billion a month bond-buying program, nearly
offsets any mildly worrying bad news.
Fundamentals – economic and market – are
improving, albeit slowly for the US economy.
Even France saw a better manufacturing
number last week, though Europe will be a
worry for most of this year.
US mutual funds are up for 16 weeks and
some $92 billion has chased stocks.
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I like the fact that materials, energy and
industrials did better last week – that’s a less
defensive sign.
I expect Japan to help global growth with its
near 20% depreciation of the yen really
assisting this embattled economy, which is
still the third biggest contributor to world
demand! The latest tourism numbers were a
record high and I suspect this new and
weaker yen will spur growth there and for
places like Australia, as Japan is still our
second best export customer. Go Japan!
Also the attitude towards austerity measures
for fiscal policy is less severe following a new
paper that disputes some dodgy figuring by
economists Kenneth Rogoff and Carmen
Reinhart, whose seminal work said if the
public debt to GDP ratio is over 90%, then any
more public spending will be
counterproductive.
I think May will be tested by short-sellers and hedge
funds, but provided China does not spook us big time,
then I don’t think the May runaway will be anything
dramatic.
Anyway, with interest rates so low, overseas stocks
that are defensive in nature and dividend-payers look
a better bet than bonds, while the news is of a
non-bone rattling scary nature.
For investors, the glass is now half full and that has
been the way since the middle of 2012. You can
thank God, or is it Ben?
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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Bank dividends – buy three for the price of two?
by Paul Rickard
Bank reporting season kicks off this week, with ANZ
announcing its first half result (six months to 31
March) on Tuesday, followed by Westpac on Friday
morning. NAB brings up the tail on Thursday week.
Whenever the banks report, strategies involving their
fully franked dividends come into focus. This is
particularly the case at the moment, where market
confidence is still relatively low and the only game in
town seems to be the search for yield.
Get three dividends over a 14 month period
This strategy is a bit like buying three dividends for
the price of two – with the stocks about to go
ex-dividend, it’s about picking up three dividends
over a 13 or 14 month holding period. Put simply,
purchase shares in ANZ, NAB and/or Westpac before
they go ‘ex-dividend’ around the second week of
May (see below), receive three dividends (payable in
July 2013, Dec 2013 and July 2014), and then
potentially sell the shares in June/July 2014.
Investors who executed this strategy last November
are sitting pretty – with major bank shares up by an
average of 25% during the last six months. While
interest rates have fallen a touch – yields on bank
stocks have been crunched – which suggests that the
point is nearing where bank stocks are becoming
expensive. With this critical disclaimer, let’s look at
the ‘break-even’ from the strategy, to throw some
light on whether it is worth the risk.
Forecast dividends
Forecast dividends (all fully franked), based on
consensus estimates from FN Arena for the three
major banks are as follows:

ANZ goes ‘ex-dividend’ on Thursday 9 May,
followed by Westpac on Monday 13 May, and then
NAB on Thursday 30 May. In order to qualify for the
first dividend (to be paid in July 2013), you must
purchase the shares before they go ex-dividend. For
example, if you want to buy ANZ, you will need your
order to be executed by next Wednesday.
Income returns
We can calculate the gross return over the 14 month
period, and the after-tax returns for funds in
accumulation or pension mode. These returns are
effectively the ‘break-even’ return – for example, a
fund in accumulation could purchase NAB shares and
still achieve a positive return provided NAB shares
didn’t fall by more than 10.4% over the period (i.e.
are above $29.35 in June/July 2014).

The forecast returns above are for 14 months – so if
they were quoted on an annual basis, they are going
to be lower.
What to be careful of
You need to be cognisant of the ’45-day holding
rule’ in relation to being eligible for the imputation
credits, so you are more likely looking at a 14-month
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holding period rather than 13 months. Further, share
prices do adjust downwards when they change from
‘cum-dividend’ to ‘ex-dividend’. When you come to
sell the shares in June/July 2014, some part of the
interim 2014 dividend may already be reflected in a
lower share price.
Also, factor in transaction costs – brokerage on both
the buy and sell legs.
Bottom line
While the prospect of a further interest rate cut
remains on the agenda, there may still be a little left
in bank shares. If they can report revenue growth
above the very low single digits that the market
expects, there might be a lot more upside in the
prices. If there isn’t any revenue growth, or it just
comes from an improvement in their net interest
margin, my hunch is that they are pretty fully priced.
I’m not sure there is enough “risk protection” in the
strategy, so it is a pass from me. If I was playing, I
think that NAB offers the best value.
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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Weekly auction data – Interest rates could fall
further
by Penny Pryor
A raft of softer data on the local and global
economies has seen a big shift in the interest rate
outlook over the past few weeks.
Economists are now forecasting one or two more cuts
over the next 12 months, according to a Credit Suisse
report, which monitors market expectations of interest
rates. That report says the market implied interest
rate at the end of the next year is 2.43% or 57 basis
points lower than where rates are now.
This follows a slight softening in the unemployment
rate to 5.6% and a steady-as-she-goes inflation rate
of 2.5% for the year to March quarter, compared to
2.2% for the year to December quarter.
Easier monetary policy augers well for the housing
market and data out this week – new home sales for
March and the RP Data/Rismark home price index for
April are both out on Wednesday – should give us
further evidence of a strengthening in the residential
market.

Sydney had a record week for the most expensive
property with a six-apartment complex that sold in
Lavender Bay on the one title. The complex was
reported as being auctioned as a nine-bedroom
house for $8.1 million.
The most expensive property sold in Melbourne was
a three-bedroom house in Elsternwick, just 20
minutes from the city centre, which went for $1.4
million.

Clearance rates
In Brisbane, a six-bedroom house in Robertson, 13
kilometres from the city centre, was auctioned for
$2.88 million.

In the major capital cities, auction rates also indicate
solid growth and continue to be much stronger than
they were the same time last year. The clearance rate
of 74% in Sydney compares to 49% 12 months ago
and the number of properties sold was almost double.
While Brisbane and Adelaide numbers are still soft,
the numbers being sold at auction there are also
much higher than they were this time last year.

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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Weekly broker wrap – Evolution Mining and Oz
Minerals upgraded to Buy
by Rudi Filapek-Vandyck
Stockbrokers are using the quarterly production
updates from miners to factor in less favorable
economic forecasts into their models. This, in
combination with some disappointing production
updates, is causing profit estimates and valuations to
drop and can serve as an explanation as to why
weaker recommendations are dominating the
landscape.
In the good books
Credit Suisse lifted its recommendation on Boart
Longyear (BLY) to Buy from Hold. It has been a busy
month for the stock, Credit Suisse’s move was the
fourth upgrade over the past four weeks. The recent
trends in exploration activity and commodity price
movements saw the broker cut its earnings by an
average of 30% going forward. Despite the cuts, the
broker still thought an overly bearish outcome was
factored into the price. On Credit Suisse’s numbers,
exploration activity would have to remain 31% below
2012 levels and drilling services margins would have
to remain at trough levels to justify the current share
price. The FNArena Sentiment Indicator has turned
positive for the stock after this run of upgrades.
Evolution Mining (EVN) was boosted all the way to
Buy from Sell by Credit Suisse, despite the company
posting its worst production quarter since the end of
2011. Rainfall at Mt Rawdon flooded the pit and
slowed down work. Grades slipped at Pajingo,
maintenance slowed throughout at Edna May, there
was lower mine production at Cracow and on it went.
There was, however, no change to FY guidance and
reserves were upgraded. Rising costs are still a
concern, but the share price hadnfallen enough for
the broker to upgrade its recommendation. Sentiment
for the stock is positive.

Citi upgraded its call on Newcrest (NCM) to Hold from
Sell. The broker thought production was ok, but noted
costs were higher on a number of operational issues.
FY13 production guidance was maintained, with
Cadia East continuing to perform in line with
expectations. The broker continued to view FY13 as a
transitional year, with the major capex program
undertaken over the past few years finally starting to
come on stream. This investment program should
provide for strong cash flow generation in the
longer-term, although there are still a few near-term
operational risks that need to be dealt with as projects
move toward full production. The prospects and
recent share price weakness combined to see the
recommendation upgraded. Sentiment is positive.
The broker also upgraded its call on OZ Minerals
(OZL) to Buy from Hold, while UBS lifted to Hold from
Sell. March quarter production fell short of Citi
expectation, with a continued slippage of the South
Wall not expected. This has seen the company
downgrade its FY13 guidance. The copper guidance
was downgraded to 82-88kt from 90-95kt, while the
cost guidance was also increased. The broker also
trimmed its forecasts to bring them in line and
lowered its price target. Despite all this, Citi said it
sees compelling valuation support. Sentiment is
positive.
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In the not-so-good books
The downgrades begin with CFS Retail Property
Trust (CFX), which was cut to Hold from Buy by
Macquarie. The broker said the next bits of news out
of Emporium will likely be negative, while the
company’s lower-quality tail also remains in focus.
This adds to recent concerns about the change in
definition to the payout ratio. Macquarie said it likes
the stock, noting it provides a solid and defensive
exposure to what is a well-leased, high-quality,
mostly-regional retail shopping centre portfolio. Also,
the changes to the distributable earnings should also
mean a slightly higher dividend. Sentiment is
negative.
Deutsche Bank downgraded Commonwealth Property
Office Fund (CPA) to Sell from Hold on the view the
stock appears fully priced on a risk adjusted basis
and noting there is over 120,000 square metres of
proposed incremental supply that could significantly
affect the company’s ability to lease vacancies in
FY15. Furthermore, Deutsche Bank thinks there are
limited incremental levers to drive earnings via
acquisitions. Sentiment is negative.
Crown Limited (CWN) was cut to Sell from Hold on
Credit Suisse’s accounts, the broker citing a triple
whammy of softening main floor gaming trends at
Crown Melbourne, higher operating expenses at
Crown Perth post capacity additions and recent share
price strength. Sentiment is positive. CS also
downgraded Santos (STO) to Hold from Buy after 4Q
production fell a bit shy because of maintenance
issues and cyclones. FY13 production guidance was
maintained. Revenue came in a bit short despite
better prices, the broker blaming weak third party gas
sales. It all added up to CS trimming its production
and oil price expectations, which saw FY13-14 EPS
lowered by 10% and 3.5%. Sentiment for the stock
remains positive.

BA-Merrill Lynch made two more changes last week,
cutting both David Jones (DJS) and Toll Holdings
(TOL) to Sell from Hold. The key reasons for the
downgrade on David Jones included unrealistic
earnings expectations by the market in FY14, high
execution risk as management implements a
three-year transformation strategy, unlikely
monetisation of property assets and a potential
weakening macro environment in the second half of
this year. The broker’s prior, more positive, view was
based on the inherent value of the property assets,
but these appeared fully valued at current prices.
Recent commentary from the company suggests any
potential sale of the property is unlikely, with this
monetisation unlikely to occur before FY15/16.
Sentiment is negative.
Toll was downgraded on the broker’s suspicion that
the weak Australian economy must be having an
impact. Feedback from unlisted transport companies
indicated to the broker that there has been little
increase in volumes since the start of 2013. The
recent uptick in Australian retail sales has been
driven, in part, by discretionary sectors, so Merrills
was not convinced this has translated into a material
volume uplift for Toll either. Sentiment is negative.
Citi downgraded Woodside (WPL) to Hold from Buy
after the company announced it would be paying a
63c fully franked special dividend and lifting its payout
ratio to 80% near term. While the 63c is something
like the broker was expecting, the 80% payout ratio
was a surprise. The temporarily increased payout

08

ratio told the broker that growth must be long dated,
while the decision to return capital in the meantime
instead of chasing low-returning growth projects was
a good sign management have their heads in the
game. On the other hand, with growth so obviously
long dated and thus risky, the dividend should
support the price, but will likely not drive it materially
higher. Expected total returns this year are running at
13% after the strong share price performance on the
news, but this is still short of the 15% the broker
needs to see (to retain a Buy rating). Sentiment
remains positive.
Our last downgrade comes from CIMB, with Westpac
Banking Corp (WBC) cut to Sell from Hold on the
view that shares are really starting to look expensive
after the recent share price run. Broker sentiment is
now negative.
Note: FNArena monitors eight leading stockbrokers
on a daily basis and the tables are based on data
analysis from the week past concerning these eight
equity market 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.

09

Help from the Tax Office
by Tony Negline
There are a range of documents published by the Tax
Office. Many of them are very useful in helping us
understand how to comply with all the various laws.
The ATO first began publishing these documents in
December 1982. It began by issuing public rulings to
provide “a method of publishing and disseminating
decisions on interpretation of the laws administered
by” the ATO. In other words, these rulings are meant
to tell taxpayers how to satisfy certain parts of the tax
laws in order to avoid facing various penalties.
The tax administration laws allow the ATO to release
rulings in relation to a wide range of tax matters.
These laws give specific protection to taxpayers who
rely on the final version of these rulings, as long as
the taxpayer is using a ruling that relates to current
tax law. This specific protection says that if the
ATO’s interpretation in a ruling document is found to
be wrong, the ATO cannot go back and claim tax and
other penalties from taxpayers who have relied on a
faulty ruling.
Helpful information
Since 1982, the ATO has created a wide range of
other publications to inform its “clients” about their
statutory obligations. Some of these are formal
documents and others are merely newsletters. Most
of these new publications don’t have any specific
protection for taxpayers, which means that if the ATO
is found to be wrong or changes its interpretation,
taxpayers remain exposed. The ATO always reserves
the right to claim unpaid taxes from anyone who has
relied on a particular document but it tends to say that
if a publication is incorrect it won’t apply penalties or
seek interest on the late payment of taxes – but it will
want any unpaid tax.
Are these documents worth anything if they don’t
stop the ATO from claiming unpaid taxes? In my

view, you should know what the status of that
document is.
A summary of the ATO documents that affect SMSFs
includes:
Taxation rulings and determinations;
SMSF rulings and determinations;
Interpretative decisions;
Product rulings;
Private binding rulings;
Practice law statements;
Minutes of the meetings of the National Tax
Liaison Group and its various sub-committees
especially the Superannuation Technical
Committee; and
General newsletters.
Many SMSF trustees expect their advisers to keep
up-to-date with all the ATO’s pronouncements. You
can delegate your responsibilities but this doesn’t
absolve you from the obligation to make sure your
fund is administered correctly. Theoretically,
therefore, you should be familiar with all these various
ATO publications.
Product rulings
The ATO issues Product Rulings that say how a
product or transaction will be treated for tax purposes.
The ATO must stand by the tax information provided
in these rulings, as long as the organisation seeking
the ruling implements the scheme, project or
transaction in the way they have told the ATO it would
be implemented. The ATO regularly audits product
providers to ensure they have been true to their word.
The ATO must abide by these rulings, even if it later
decides that the law should be interpreted in a
different way or a court decides that the ATO was
wrong in its initial interpretation. The only way the
ATO can’t stand by these rulings is if Parliament
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decides to amend the relevant laws retrospectively.
These Product Rulings can examine all income tax
matters including capital gains tax and offsets, such
as franking credits and access to tax deductions.
They can also address GST matters.
Anyone thinking of relying on a Product Ruling needs
to carefully analyse the questions that have been
asked, because the ATO only answers those
questions and provides no further information or
guidance.
You can’t assume Product Rulings are only granted
over good investments. All of these rulings begin by
saying that the ATO “does not sanction or guarantee
this product. Further, we give no assurance that the
product is commercially viable, that charges are
reasonable, appropriate or represent industry norms,
or that projected returns will be achieved or are
reasonably based.”

SMSFR 2010/1
Self Managed Superannuation Funds: the application
of subsection 66(1) of the Superannuation Industry
(Supervision) Act 1993 to the acquisition of an asset
by a self managed superannuation fund from a
related party (As at 25 February 2010).
SMSFR 2009/4A2 – Addendum
Self Managed Superannuation Funds: the meaning of
‘asset’, ‘loan’, ‘investment in’, ‘lease’ and ‘lease
arrangement’ in the definition of an ‘in-house asset’
in the Superannuation Industry (Supervision) Act
1993 (As at 13 June 2012).
SMSFR 2009/4
Self Managed Superannuation Funds: the meaning of
‘asset’, ‘loan’, ‘investment in’, ‘lease’ and ‘lease
arrangement’ in the definition of an ‘in-house asset’
in the Superannuation Industry (Supervision) Act
1993 (As at 13 June 2012).
Interpretative decisions

Where would you go to find out if a proposed
transaction was legal from a superannuation law
perspective? An obvious place to turn is legal or other
sources of advice. This can be very helpful but the
advice is only as good as the questions being asked
and only as good as the knowledge of the person
providing the advice.
SMSF rulings and determinations
There are specific rulings that relate to the operation
of self managed superannuation funds and many of
these are around tricky issues like borrowing to invest
and investing in collectables in your fund. The
following are the five most recent SMSFRs that could
impact you.
SMSFR 2012/1
Self Managed Superannuation Funds: limited
recourse borrowing arrangements – application of key
concepts (As at 23 May 2012).
SMSFR 2010/2
Self Managed Superannuation Funds: the scope and
operation of subparagraph 17A(3)(b)(ii) of the
Superannuation Industry (Supervision) Act 1993 (As
at 21 April 2010) as it relates to the appointment of a
legal personal representative.

You need to be careful about automatically relying on
Interpretative Decisions (IDs) because as the ATO
itself says, these documents “are an edited and
summarised version of a decision on an interpretative
issue on [the] law” administered by the ATO.
However, “IDs … may have been complex legal
argument applied to complex facts, a general
similarity to the circumstances in an ATO ID will not
necessarily lead to the same tax result.”
Therefore if you rely on a particular ID in
circumstances that are materially the same as those
described in the ID, and the ID is subsequently found
to be incorrect, penalties won’t apply on the
outstanding tax. However, the ATO might impose
penalty interest. It is often necessary to check that
there has been no amendment in the law after an ID
has been published.
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 30 Private sector credit (March)
May 1 RP Data/Rismark home prices (April)
May 1 Performance of Manufacturing (April)
May 1 New home sales (March)
May 2 Import and export prices (March quarter)
May 2 Building approvals (March)
May 3 Producer Price Indexes (March qtr)
International
April 29 US Personal incomes (March)
April 29 US Pending home sales (March)
April 30 US Case-Shiller home prices (February)
April 30 US Consumer confidence (April)
May 1 US ISM manufacturing (April)
May 1 US Federal Reserve meeting
May 1 US ADP employment (March)
May 2 US Trade (March)
May 3 US Non-farm payrolls (April)
May 3 US ISM services (April)

Chart of the Week - the China Dragon
Last week, Reserve Bank deputy governor Philip Lowe announced to the Australian Chamber of Commerce in
Shanghai that it intended to hold around 5% of Australia's foreign currency assets in China.
"The PBC has approved an initial investment quota and we are currently working through the necessary
agreements prior to the investment being made," Lowe said in his speech.
That represents around $1.6 billion and is indicative of the importance that the country now holds for Australia.
China is Australia's largest export destination and the chart below shows just how rapidly the relationship has
developed.
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