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Hunting time
Volatility is always scary - I should know, I've just come back from Turkey and Greece! - and even
more so these days given the scars of the GFC. But the recent falls in the dollar and on our local
markets are not necessarily the signs of worse things to come, in my opinion at least, and I'm using
these dips to get into some quality stocks. Read why in my article below.
Also in today's newsletter, Paul Rickard points out some of the things you need to be getting ready for
in the lead up to the end of the financial year, and Rudi Filapek-Vandyck looks at why banks such as
ANZ, Bendigo Bank and Bank of Queensland all got upgrades.
Sincerely,

Peter Switzer
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Time to go hunting
by Peter Switzer
After a trip away to Turkey and Greece, when the
dollar dived and the stock market added to my hip
pocket grief, there must be some investors worrying
about whether we’re in for another period of big
sell-offs like we saw over 2011 and 2012.

which will either send stocks up or down.

Frankly I can’t see big ones, though I have to admit
that Wall Street will be tested when the Fed actually
moves to taper and then end QE3.

What’s happening in America?

In fact, the recent weakness in stocks has been
linked to the end-insight belief on QE3, the failure of
the Japanese central bank to stick to its promise of
providing plenty of liquidity to its economy, a related
fall in commodity prices, our cuts in interest rates and
a belief that our economy is slowing.

People like me are on economic data watch
everywhere – from the USA to China to Japan and
Europe.

In the case of the USA we have a really tricky
conundrum. It’s like this – very good economic news
will mean smarties will sell stocks because QE3 will
be on death row but then the very good news will be
a reason to want to buy stocks.
I expect a biggish leg down when QE goes into a
taper mode but then buyers will rush in to suck up the
stocks at good value, which leaves us, in Australia, in
a difficult bind.
Our market is down 8.2% over the past month while
the Dow is down only 2.2% from its high of 15,409.39
on 28 May. So the Yanks have further to fall and I
can’t see us not falling in sympathy when they do try
a QE sell-off.
But then we’d really participate in the bounce-back
because it could come post-election, which will be
good for stocks and the dollar could actually be lower
against the greenback.
The end of QE3 means interest rates will be rising in
the USA, while ours will be at low levels for some
time yet.

Much of the above also explains why the dollar fell so
hard in the past few weeks – though it was untimely
for me overseas, fortunately the Turkey riots hit the
Turkish lira more and it fell more than the Aussie!
Given the QE issue I think we will remain in a volatile
period for stocks until we have a big circuit breaker,

All of this will be great for our stocks. For the year so
far, the Dow is up 15% while our S&P/ASX 200 index
is up only 2.3%. We have plenty to make up and we
have top reasons to make it happen, which explains
why I remain bullish on our stocks for the rest of the
year.
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But I’m still optimistic
Making me doubly bullish is the fact that Nouriel
Roubini, the NYU professor who tipped the GFC, is
now bullish on stocks for the next two years.
Helping my optimism is better economic news for
Greece, with the German Berenberg Bank tipping
growth for the economy in the last quarter of this year
– the first time this has happened in six years. And
there have been good tidings from Spain too.
Bloomberg headlined it this way recently with:
“Spain’s crisis fades as business forced to go
abroad…”. In fact, Spanish exports have hit a record
of US$291 billion last year and undoubtedly a
company such as Zara is a great example.
The point I’m making is that while there is worrying
headline news, there’s also a growing, or creeping,
amount of better news, that could easily justify a
market surge later in the year.
So, when do you buy? That’s the hard bit but I am
eyeing off stocks I like — especially dividend-payers –
and even if they fall again with a QE correction, well
I’d buy even more. I also like businesses that will do
well with a lower dollar.
This is buying opportunity season, so get hunting!
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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Vital actions to take before the end of the financial
year
by Paul Rickard
There are only nine business days left till the end of
the financial year. Here is a quick list of the actions to
check off to make sure you get the most out of your
super.

if paying by cheque, no later than Tuesday 25
June;
if paying by BPay or direct transfer, no later
than Wednesday 26 June.

1. Maximise your super contributions – up to the
caps

3. Spouse contribution – can you access the $540
tax offset?

Maximise your concessional and non-concessional
contributions, up to the $25,000 and $150,000
respective limits.

If you have a non-working or low-income spouse who
is less than 70 years of age, then you may be eligible
for a tax offset of up to $540.

Concessional contributions are:

For each $1 of spouse contribution you make up to
the maximum of $3,000, a tax offset of 18% is
available.

your employer’s super contribution (the
compulsory 9%); and
any amount you contribute via salary sacrifice;
and
if self employed and earn less than 10% of
your income from employment, any amount
you contribute and claim a tax deduction for.
There are no work restrictions on contributions for
people under 65 – between 65 and 74, a fund can
only accept a contribution if the member meets the
work test (40 hours paid employment over any 30-day
consecutive period during the financial year).
2. Make contributions by 28 June – earlier if
paying by cheque or to an external fund
30 June is a Sunday, meaning that the last day a fund
can generally accept contributions is Friday 28 June.
Although there is some flexibility around the allocation
of contributions, there is none around the banking of
the monies. It must be in the super fund’s bank
account this financial year to qualify.
So, if making a contribution to an external fund (say
for example, for a spouse or adult child):

Your spouse’s income (which includes assessable
income, reportable fringe benefits and reportable
employer super contributions) is tested as follows:

Above a spousal income of $10,800, the maximum
spouse contribution is reduced on a dollar for dollar
basis, so that it is fully phased out when the spousal
income exceeds $13,800.
If your spouse is aged between 65 and 69, he/she
must meet the work test. Once the spouse turns 70, a
spouse contribution cannot be accepted.
4. Co-contribution from the Government of $500
for low income earners
There aren’t too many handouts from the
Government – and despite being downsized to only
$500, the co-contribution remains one of them. If you
have a low income spouse or partner engaged in
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employment, or even an adult child working part time
who you might wish to assist (the “taxpayer”), you
may want to consider this government benefit.
To access the co-contribution, then:
the taxpayer’s income must be less than
$46,920. The full co-contribution is available if
the taxpayer’s income is below $31,920 –
between $31,920 and $46,920, the maximum
co-contribution is reduced by 3.333 cents for
every $1 in excess;
at least 10% of the taxpayer’s income must
come from employment related activities;
the taxpayer makes a personal super
contribution – the government matches this on
a $1 for every $2 made, up to a maximum
personal super contribution of $1,000; and
the taxpayer must be under 71 year’s of age
at the end of the year.
The maximum contribution is $500, which is made
when a taxpayer who earns less than $31,920
“makes” a personal super contribution of $1,000.

Next financial year (2013/14), the discount that has
been in place since the GFC ends. The minimum
pension factor (under 65 years) will be 4.0%.

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.

Income includes assessable income, reportable fringe
benefits and reportable employer super contributions
(most commonly, salary sacrifice amount).
5. Taking a pension – have you taken enough?
If you are taking an account-based pension (including
a transition to retirement pension), make sure you
take at least the minimum payment amount. There
can be significant taxation costs if you don’t –
potentially, the earnings on all the assets supporting
that pension will be taxed at the full 15%.
The minimum payment is a percentage of the account
balance as at 1 July (ie 1/7/2012), and is fixed for the
year, regardless of any changes in the account
balance. If you commenced a pension during the
year, it is a percentage of the account balance at the
commencement, and pro-rated based on the number
of days remaining in the financial year.
Minimum payments are based on your age at the
start of the year (or age when commencing a pension
during the year), and for 2012/13 are:
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Weekly broker wrap – ANZ, BOQ and BEN upgraded
by Rudi Filapek-Vandyck
Changes to broker recommendations continued to
flow at a steady rate last week and once again,
upgrades have managed to out run downgrades. This
makes for two straight weeks of amendments to the
upside after a six-week run of downgrades winning
out. Financials and property stocks enjoyed the
majority of the upgrades pushed through by brokers.
The downgrade side of the ledger featured a majority
of materials and resources stocks.

and could prove a problem if the bottom really falls
out of the sector.

In the good books
ANZ Banking Group (ANZ) was upgraded to Buy from
Neutral by UBS. While the price target stayed put at
$28.50, and forecasts were barely changed, the
recommendation was upgraded after the run of share
price declines booked over the past month and a half.
Shares are down 17% since mid-April, making for an
FY14 PER of 11.2 times on a yield of 6.3%. The
broker said the only real problem it ever had with ANZ
was valuation, and this is no longer a problem at
current levels. Otherwise, operations continue to
perform well, the Asian strategy still looks attractive
and the falling Australian dollar provides a good
opportunity for the bank’s global markets
businesses. Bad debts are always a risk, but UBS
said it was comfortable with the outlook for
impairments, at least near-term.
Bank of Queensland (BOQ) was upgraded to Buy
from Neutral by UBS. The price target stayed put at
$9.70 and there were only miniscule changes to
forecasts, but the recommendation was upgraded
now that the share price has come off some 20%
since the end of April. The broker said it liked the
management reshuffle and subsequent turnaround
that has happened over the past couple of years, and
with capital and provisioning levels looking much
better, UBS said the impaired asset book is not so
much a problem anymore. On the other hand, the
exposure to mining and mining sectors are troubling

UBS also upgraded Bendigo and Adelaide Bank
(BEN) to Buy from Neutral. The price target remained
at $10.00 and there were only minor changes to
forecasts, but share price falls – of 15% over the past
six weeks – were also behind the upgrade here. The
broker continues to like the potential upside from the
Community Bank network and sees BEN as being
well placed for a turning of the cycle given its mix of
products. Provisioning remains a concern, while most
debt is secured mortgages, rural and margin loans,
thus a fall in asset prices could lead to a material hit
to earnings.
Suncorp Group (SUN) was upgraded to Neutral from
Underperform by both Macquarie and Credit Suisse.
Macquarie noted Suncorp has sold the non-core bank
portfolio to Goldman Sachs and that Suncorp expects
to incur a net loss around $480 million in the second
half. Macquarie said payment of a special dividend
will now be at the mercy of rating agency and
regulator considerations. For the broker, the
distinction between Suncorp and Insurance Australia
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(IAG) is reduced. IAG remains the preferred domestic
P&C insurer because of underwriting performance
and the reinsurance program. Suncorp may increase
reinsurance coverage at the July 1 renewal, further
reducing the distinction between the two.
Credit Suisse lowered FY13 earnings forecasts for
Suncorp by 41%, but made no changes to the
dividend forecast or the $12.20 target price. The
share price has dropped around 10% since May and
hence the recommendation was upgraded. Credit
Suisse’s valuation implies 11.5 times FY14 cash
price/earnings, a discount of 12% to IAG and a 10%
premium to the regional banks. This is justified in the
broker’s view, given Suncorp’s business mix.
In the not-so-good books

stated target. Investors are cautioned to be patient
until there is a clearer picture. The risk is a rally in the
gold price. That would alleviate the balance sheet
pressure.
The FNArena database tabulates the views of eight
major Australian and international stock brokers:
BA-Merrill Lynch, CIMB, Citi, Credit Suisse, Deutsche
Bank, JP Morgan, Macquarie 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.

BA-Merrill Lynch downgraded Leighton Holdings (LEI)
to Underweight from Neutral. The price target was
also reduced to $15.00 from $21.20. Reasons for the
bearishness include a peaking of mining sector
investment, a tightening up of government
infrastructure spending as well as expectations of
softer economic growth in 2013 and 2014. Analysis of
current and committed major projects suggests that
roads and highway sectors are most at risk.
Newcrest (NCM) was downgraded to Neutral from
Buy by BA-Merrill Lynch. Its price target was also cut
to $13.50 from $20.00. The company’s planned
operational changes have been viewed positively, as
the aim is to maximise cash flow and reduce high
cost assets. BA-Merrill Lynch saw little room for error
on the balance sheet and suspects it may need repair
via some kind of capital raising. On the broker’s
analysis, if gold prices were to fall to around
US$1200/oz then an equity raising of $2 billion would
be required to bring gearing back to the company’s
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Don’t get caught by the ATO with excess
contributions
by Tony Negline
Planning for retirement and avoiding excess
contributions can be very tricky.
Last week I wrote about an Administrative Appeals
Tribunal case, which involved husband and wife,
John and Pamela Dowling, who avoided excess
contributions tax because the tribunal decided it
would be unfair to impose the tax.
The success story
One reason this Dowling case is worth reviewing is
that most excess contribution tax cases brought
before the AAT by taxpayers aren’t successful.
Another reason it’s worth having a look at is because
it involved the common withdraw and re-contribution
strategy.
In fact, the Dowlings used the withdraw and
re-contribution strategy on two separate occasions.
That is, they took money out of super and put it back
in after a short delay.
Unfortunately it’s probably a bit early to know for
sure as the Tax Office has appealed this case to the
Federal Court and a judgement can be expected
sometime in the second half of 2013.

By late 2008 his super account was down in value by
$78,000. He decided, in early 2009, to take almost
$370,000 out of his super fund and put it into term
deposits that he personally owned. He contributed
$218,000 of this money back into his super fund as
non-concessional contributions during the 2009/10
year because he believed the worst of the financial
crisis was over.
The three year bring forward rule can’t be used by
people aged over 65. Consequently McLennan’s
non-concessional cap for 2009/10 was only $150,000
and a work test has to be satisfied before these
contributions can be made.
He didn’t ask any accountant or financial adviser for
advice in relation to the tax implications for these
transactions but he did confirm he satisfied the work
test.
The Tax Office deemed the $68,000 ($218,000 minus
$150,000) an excess contribution and asked for
$31,600 in tax. McLennan said his contributions were
just a transfer of old super monies. The ATO didn’t
agree with this and McLennan initiated this AAT case.
He correctly told the Tribunal that if he had made
some of the contributions slightly earlier or later then
his tax liability would have been greatly reduced.

The not so successful story
Not long after the Dowlings had their victory before
the AAT, along came Kevin McLennan. McLennan
also tried to use the withdraw and recontribution
strategy and had excess contributions tax applied to
his case. His appeal to the AAT was unsuccessful. In
my view his case is quite similar to the Dowlings.

The ATO told the Tribunal that McLennan’s mistakes
didn’t deserve special treatment. The AAT said that it
isn’t “the degree of misfortune or the fact that a
mistake or error or misunderstanding occurred which
might render a transaction unjust” and McLennan lost
the case and the tax penalties survived.
Take great care

McLennan turned 65 in October 2007, just as the
Global Financial Crisis began to heat-up.

So what are we to learn from McLennan and the
Dowlings? I think it shows planning for retirement
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using withdraw and re-contribution strategies are still
good approaches to take in appropriate
circumstances.
But clearly, great care has to be taken to avoid facing
off against the Tax Office in front of the Administrative
Appeals Tribunal or the Federal Court.
In my view, McLennan panicked about his super
balance – fair enough given how quickly he was
seeing his lifetime savings disappear. However if he
had been focused on earning an income from his
assets, he may not have been singularly focused on
the value of the assets. The financial services
industry, government regulators and media really do
a great disservice to investors in how they manage
and report changes in investment values. It is people
like McLennan who are the innocent victims in this
sad reality, not only from an excess contribution tax
perspective, but an investment perspective as well.
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 recover from slow long weekend
by Penny Pryor
The combined auction clearance rate for capital cities
(minus Darwin) over the weekend was back up to
65.7%, from 61.4% the previous week, as recorded
by RP Data. The rate continues to trend up, as is
apparent in the graph below.

The number of houses across capital cities put up for
auction also more than doubled on the weekend, with
1,751 capital city auctions recorded compared to 775
last week.
RP Data recorded an auction clearance rate of 76.3%
for Sydney over the weekend, which compared to the
76.9% recorded by Australian Property Monitors
(APM). In Melbourne RP Data’s rate was 69.3% and
APM’s 67.9% (see Table 1 below).

RP Data also records clearance rates for Perth,
Tasmania and Canberra, which were 23.5%, 14.3%
and 51.5% respectively. All these areas had less than
40 auctions, with Tasmania just 9, which partly
explains the low results.
The updated APM data for the previous week – 8
June long weekend – shows auction clearance rates

in Sydney and Melbourne at over 60%, despite
inactivity on the market due to the holiday (see Table
2 below).

APM data for the same week last year (see Table 3
below) shows clearance rates were well below 60%
across the board, and the average price for houses
sold at auction in Sydney was $824,000 compared to
the $930,000 recorded on the weekend.

The most expensive property sold over the weekend
at auction was a four-bedroom house in Balgowlah
Heights, in the Northern Beaches area in Sydney,
which went for $2.755 million. But Brisbane also
recorded a $2 million property when a five-bedroom
house in Ashgrove, five kilometres north west of
Brisbane CBD, was sold for $2.075 million.
The most expensive property sold in Melbourne was
a five-bedroom house in Hampton, 16 kilometres
south of the city, which was auctioned for $2.473
million.
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
June 18 RBA Board minutes (June)
June 19 Speech by RBA official (Chris Aylmer, head of domestic markets department)
June 20 Population (December quarter)
June 20 Reserve Bank Bulletin (June quarter)
June 20 Detailed employment data (May)
International
June 17 US Capital flows (April)
June 18 US Consumer prices (May)
June 18 US Housing starts (May)
June 18,19 US FOMC meeting
June 20 US Existing home sales (May)
June 20 US Leading indicators (May)
June 20 US Philadelphia Fed index (June)

Chart of the week - new motor vehicle sales
New vehicle sales are starting to steady after a few months of falls. There was a slight increase of 27 vehicles
being sold in May on seasonally adjusted terms.

In May sales of other vehicles rose by 3.5% as passenger cars dropped by 1.3% and sports utility vehicles fell
by 0.1%. There was a total 93,209 cars sold in Australia on a seasonally adjusted basis in May, with the most
being sold in NSW (28,696) and Victoria (25,200).
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