Issue 199, 1 July 2013

Bricks and dividends
I took a bit of a break from the political goings on last week to reconsider my SMSF and add some
banks. Maureen (my wife and business partner) will tell you more about how we actually manage our
SMSF on Thursday, but if you want to know why I think buying good shares is like buying property,
read my morning missive below.
Also in today's Switzer Super Report, Paul Rickard will update you on our portfolios' performance in
June. All in all, they had a good six months. Tony Negline wishes you a happy new financial year with
a checklist for your SMSF(including spouse contribution splitting) and we take a grab of Lance Lai's
ASX200 chart from his appearance on my show last week.
Sincerely,

Peter Switzer
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Banks, as safe as houses
by Peter Switzer
Tuesday afternoon I bit the bullet and bought bank
shares and gave myself a pat on the back across
Wednesday and Thursday when the stock market
went up 3.3%. It was nice to have my judgment
validated, but in all reality, what the market does now,
won’t change the price I bought the banks at. And
provided no shocking recession comes about, and
ruins dividends for a longer period than history says it
should, then I can be happy that I have bought at an
OK price.
Of course, the bank shares and the ETFs I bought in
2009 will forever be better buys than the ones last
week but that’s the same when it comes to the
properties I’ve bought as well.

on a good company such as the CBA.
If anyone could buy a property that returned almost
8%, plus the chance of capital gain, they would be
mad to ignore it.
Could the dividends fall? Yes. But history says they
don’t fall for long. In the GFC, the CBA’s dividend
fell for one year, however by 2010, was higher than
the dividends paid pre GFC. And anyone who has
seen a chart of its dividends since floating – 40 cents
for 91/92 to $3.34 for 2011/12 – knows it screams out
that playing dividends makes enormous sense.

A Paddo cottage that cost me $54,000 in 1979 was
one my greatest buys of all-time but I have other
great properties bought later, which were also very
good buys. In fact, if you don’t want to be a
short-term trader inside your SMSF, I think you
should adopt a property approach to shares.
My reasoning
Let me walk you through why I bought the banks last
week and explain my point.
Using CBA, I looked at its all-time closing high, which
was $73.49 on May 20, and seeing the stock at
$65.88 at the time, there was clearly a $7.61
difference. And so if the bull market that lies ahead
can at least take the stock back to its high, then I’d
gain around 11.5%.
Also the dividend yield I calculated was around 5.4%,
but with franking credits it would be closer to 6.5%,
and when I retire with no tax inside my SMSF, it
would be around 7.7%.

Now I expect volatility for stocks until November, or
maybe a little before then, and that could mean my
share price could go lower, but you know property
prices do fall. However, if you’re not a seller and
you’re still receiving rent, then property prices will
recover and go higher.
With stocks, as most of you know, I like 20 stocks in
my SMSF portfolio to reduce my exposure to one
CEO’s stupidity, or to a dumb government decision,
to only 5%.

Therefore there was a potential 17-19% to be made
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Sure, if the bank’s share price goes lower, I could
buy more to dollar cost average to lower the price and
raise the yield (or rent) I receive, but one of my other
jobs now is to hunt for other great dividend paying
stocks.
Forward outlook
At the moment, my speculative play is to gain some
exposure to small cap stocks, which I think will spike
later this year because of the low dollar, low interest
rates, a new Government and an improving global
economic outlook.
I’ll tell you how I’ll play this hand next Monday, as I
think I have time on my side.
One final point – did I only use CBA to buy the other
banks? No, I looked at each one individually, like I
would when buying a property. I like CBA and
Westpac for local reasons. I think ANZ’s Asian play
is wise and I believe NAB is the improver in the pack.
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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Switzer portfolios outshine in June
by Paul Rickard
Before returning to the portfolios, here are a couple of
facts about the financial year just gone. The
S&P/ASX 200 increased by 17.3% over the year –
and with dividends included, the return was 22.7%.
Perhaps more remarkably (and very unlikely to be
repeated in 2013/14), the financial sector (with
dividends included, but before the impact of
imputation credits) returned just shy of 40%!
Portfolio recap
Earlier this year, we rebalanced our Income Portfolio
and introduced our Growth-oriented Portfolio (see
here and here)

medium term growth prospects. Critically, it also
confines the stock universe to the ASX 100 (there are
many great growth companies outside the top 100).
Performance
The growth-oriented portfolio is up by 8.36% and the
income-oriented portfolio is up by 8.34% (see tables
at the end) over the past six months. Compared to
the benchmark S&P/ASX 200 Accumulation Index
(which adds back income from dividends), both
portfolios (co-incidentally) have outperformed by
2.9%.

The income portfolio is forecast to generate a yield of
5.23% in 2013, franked to 98.3%. The construction
process included:
Using a ‘top down approach’ and introducing
biases that favour lower PE, higher yielding
sectors;
To minimise the market tracking risk, adopting
a rule that says that our sector biases in the
major sectors (financials, materials and
consumer staples), will not be more than 33%
away from index;
Identifying 15 to 20 stocks (less than 10 is
insufficient diversification, over 25 is too hard
to monitor), with a stock universe confined to
the ASX 100;
Within a sector, weighting the stocks broadly
to their respective index weights, although
there are some biases; and
Of course, we looked for companies that pay
franked dividends and have a consistent
earnings record.

Most sectors finish June in the red
Only the financial, health care and telecommunication
sectors made gains in June. The S&P/ASX 200 fell
2.5%, to finish 3.3% higher than the start of calendar
year 2013.
The materials sector (in particular, the mining stocks)
continued its awful run, with the sector down 10.3% in
the month. It is the only sector down on a year to date
basis. The performances of three smaller sectors –
consumer discretionary, IT and telecommunications –
are being heavily influenced by the main stocks in
each sector – namely, News Corporation,
Computershare and Telstra respectively.

The growth-oriented portfolio takes a very different
approach to the sectors in that it introduces biases
that favour the sectors that we judge to have the best
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broadly index weight the other sectors. Stock
selection in the financials (strong bias towards NAB
and the selection of a regional in BOQ), as well as in
the health care and industrials sectors, is offsetting
the significant underperformance of the material
stocks. Current sector weights are within the
parameters of the portfolio construction rules.
'HWDLOVRIWKHSRUWIROLRDQGLWVSHUIRUPDQFHDUHOLVWHG
RQWKHIROORZLQJSDJH
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 portfolio
The income portfolio is overweight financials,
consumer staples and telcos, and underweight
materials. It also has some stock biases – in
particular, underweight CBA and overweight NAB.
With the relative outperformance of financials in June,
the portfolio’s weighting (by market value) to this
sector is now 48.5%. This is still within one of our
major portfolio construction rules that states that our
biases in the major sectors will not be more than 33%
away from index. As there is no immediate need to
rebalance the portfolio, we have deferred this again.
On the stock selection side, while we obviously got
the call wrong to include UGL, at around $7.00, we
feel it is too cheap to sell.
For income, the portfolio has returned 2.69%, franked
to 96.6%. As dividends are traditionally a little higher
in the second half, the portfolio should exceed the
forecast 5.23% per annum. Details of the portfolio
and its performance are listed RQWKHIROORZLQJSDJH.
Growth-oriented portfolio
The growth-oriented portfolio is overweight stocks in
the materials, energy and healthcare sectors,
underweight financials and consumer staples, and
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Income oriented portfolio

Growth oriented portfolio
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Is the worst over for the mining sector?
by Rudi Filapek-Vandyck
A new Prime Minister, a weaker Australian dollar, a
relaxed RBA on the sidelines and ongoing
downgrades for future commodity prices; there was
plenty of new material to keep stockbrokers in
Australia busy during the week past.
Sectors in focus are retailers and mining services
providers, for negative reasons, and banks, mining
stocks and industrials, for positive reasons. Have we
seen the worst for mining stocks in term of
recommendation downgrades? One observation that
stands firm and tall is miners are no longer
dominating the downgrades section of stockbrokers
ratings.
In the good books
Envestra (ENV) was upgraded to Outperform from
Underperform by Macquarie. Macquarie analysts say
Envestra is in a similar category to APA (APA), in that
it has a strong growth outlook, which can be
sustained beyond the current regulatory horizon. In
addition, Envestra has strengthened its balance sheet
through capital raisings, and reduced the dependence
on the DRP. Any immediate impact of recent bond
price increases should only be minor, given
Envestra’s hedging approach. Given the heavy
discount that is priced in the securities, the rating
went up by two steps.
Newcrest (NCM) was upgraded to Buy from Hold by
Deutsche Bank. Deutsche Bank analysts lowered
price forecasts for commodities, yet again, noting
most revised prices are now near present spot prices,
with the analysts forecasting mild increases over
2014. The broad exercise also led to a re-appraisal of
stock preferences and valuations. Newcrest Mining
was upgraded on a valuation call.

Panaust (PNA) was upgraded to Buy from Neutral by
BA-Merrill Lynch. The broker came to the conclusion
that PNA is about the best way to play copper, if one
still feels confident enough to do so. The broker cited
both a solid production track record and the fact that
production is expected to increase in the second half
on the back of better recoveries. At the same time,
the share price has come off some 30% in the last
three weeks, compared to peer OZ Minerals (OZL) at
just 6% and the copper price at 8%. Multiples are also
well below peers, yet PNA has more certainty on
production. There was only one thing to do, upgrade.
Woodside Petroleum (WPL) was upgraded to Buy
from Neutral by Citi. The broker liked the company’s
move to an 80% payout ratio, believing it to be
sustainable at least out to 2020 and, depending on
how new projects work out, maybe even indefinitely.
The broker also ran three scenarios through the
machine that range from no new growth projects to
having final investment decisions (FID) on all of the
major projects by 2016. The best case was an 8%
dividend yield, the worst 5.4% and the most likely
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7.4%. With the stock also offering 20% upside to the
broker’s price target, the recommendation was lifted.
In the not-so-good books
AMP (AMP) was downgraded to Neutral from Buy by
BA-Merrill Lynch and to Hold from Buy by Deutsche
Bank. BA-Merrill Lynch noted that, for some reason,
Aussies are dying at a higher rate than AMP
expected, and in a time of weak economic activity.
This impacted on the Wealth Protection business,
leading to a significant profit downgrade. The broker
downgraded forecast earnings by 12% and 8% in
FY13-14. AMP is offering value appeal, but the fact
that everything was fine at the May AGM and then
this downgrade followed, suggested to the broker that
there are broader issues at play.

Deutsche Bank noted underlying first half profit will
come in 13% below the broker’s expectations, with
wealth protection experience losses blamed as the
culprit. Weaker wealth operating trends were also
implied, with no clarity likely until the result in August.
FY13 EPS was cut by 11%. The broker thought the
sell-off post announcement was overdone, although
the uncertainty about how long these pressures will
last does mean a move to Neutral was warranted.
Goodman Fielder (GFF) was downgraded to Neutral
from Buy by Citi. It was a bit of a good news/bad
news scenario for GFF, the broker noted the
company has successfully renewed its private label
baking contract with Coles, but also issued an FY13
earnings guidance that fell around 3% short of the
broker’s expectations. The FY13 earnings forecast
was trimmed by 3.1% in response, the broker said

one-off supply disruptions in the Asia Pacific poultry
market were mostly to blame. Citi still expects better
than 10% earnings growth in FY14, but the valuation
is beginning to look stretched at 13.3 times FY14
earnings. The recommendation was downgraded, the
broker wanting to see innovation and more marketing
spend to lift sales growth.

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.
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The new financial year and contribution splitting
by Tony Negline
The 2013 financial year is now merely a memory. It’s
time to think carefully about what immediate issues
might be important for the 2013/14 financial year.
Contribution splitting for spouses comes top of a list
of things you should start to consider now.
1. Contribution splitting – I think contribution
splitting is worthwhile considering. To action this there
are a number of rules you need to satisfy. At a basic
level, you need to complete a form prepared by the
Tax Office, which you can download here.
There are some rules however that you need to be
aware of. The first of them, as usual, is your SMSF’s
trust deed. Does it permit you to split contributions
with your spouse?

The ATO form mentioned above is quite
straightforward and should only take you a few
minutes to complete.
Contribution splitting probably won’t add anything to
your overall wealth but it may save you additional tax
at some point. Contribution splitting won’t cost you
anything (although some SMSF administrators will
want to charge you more fees).
2. Minimum pension percentages – from 1 July, the
minimum income that has to be paid from
superannuation pensions will increase. The minimum
percentages for 2013/14 will be as follows:

You can split contributions regardless of your age
and if your spouse if aged under 55. If your spouse is
aged between 55 and under 65 then they can’t be
retired (if your spouse hasn’t been in paid
employment for many years then there may be an
argument that they’re retired).
In most occasions, you can lodge the splitting
application with a super fund in the financial year
immediately after the financial year in which the
contributions were made.
For contributions to SMSFs, you can only split
employer contributions and personal super
contributions that have been claimed as a tax
deduction.
You can only split up to 85% of these contributions
(up to the cap amount). For example, if your
concessional contributions are $25,000, you can split
up to $21,250 (85% of $25,000).
You can’t split non-concessional contributions or
small business CGT contributions.

For 2012/13, the minimum income amounts were
75% of the above percentages.
Also from 1 July 2013, the minimum income needs to
be worked out using the market value of the assets
backing the pension.
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3. Valuation of assets – from 1 July 2013, the
market value of assets has to be used for most
legislative requirements in SMSFs, including the
preparation of financial accounts and information
passed to the Tax Office on annual returns. Further
details are provided in this article.
4. Increased auditor supervision – from 1 July
2013, SMSF auditors need to be registered with ASIC
– you should check to make sure that your auditor is
registered – and a lot more will be expected of them
when completing their task of checking the financial
accuracy of your fund’s bookkeeping and accounts,
as well as checking your fund has met all its
compliance obligations.

regulatory fees in the same financial 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.

5. Compulsory super increase – from 1 July 2013,
employers will have to contribute 9.25% of an
employee’s salary and wages into super.
6. Increased regulatory fee – from 1 July 2013, your
SMSF regulatory fee will increase from $191 to $259.
The increase has been imposed to ensure that
SMSFs fully pay for regulating the sector.
Another change made in relation to the annual
regulatory fee involves the timing when it has to be
paid. At the moment, SMSFs pay their fee annually
when they submit their regulatory return. These
returns aren’t due until many months after the end of
each financial year. However, going forward, the
payment of the fee is being transitioned from “in
arrears” to “in advance”.
When you submit your 2012/13 return, you will pay
the 2012/13 levy of $191 and half of the 2013/14 levy
($130 rounded up). The other half will be paid when
you submit your 2013/14 return, when you will also
pay the 2014/15 levy.
Effectively this means the levy when you submit your
2012/13 return will be $321, and for the 2013/14
return, you’ll pay $388.
Slightly different rules will apply for funds being set up
after 1 July 2013. When they submit their first
regulatory return, they’ll pay the first two years
regulatory fee.
This change means that all super funds pay their
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The future is bright for residential
by Penny Pryor
A new report out today by BIS Shrapnel finds that the
next three years should see improved prospects for
the residential property market, but this growth will be
mixed across states and cities.
The Residential Property Prospects, 2013 to 2016
report reveals that NSW will be the star performer
over the next three years, with Queensland joining it
from 2013/2014.
Growth in Western Australian and the Northern
Territory markets will continue in the short term, but
may taper off as the resource boom slows. BIS
Shrapnel, like other property research groups,
attributes the recent growth in the residential market
to the record low interest rates.
“Outside of 2009, home loan affordability in all capital
cities is at its best level since the first half of the
2000s,” BIS Shrapnel senior manager and study
author, Angie Zigomanis, said in a release today.
“As a result, we are seeing some improvement in
some residential market indicators. Lending to both
owner-occupiers and investors has been trending
upwards in the nine months to March 2013. Lending
to first home buyers has also been trending upwards
outside of declines in New South Wales and
Queensland, where changes to first home buyer
incentives have created a short term dip in demand.”
The RP Data combined auction clearance rate for
seven capital cities shows continued improvement
(see graph below) and rose slightly to 68.7 from 66
the previous week.

The APM data also revealed a good result, despite
the torrential rain that bothered some capital cities –
77.4% in Sydney and 67.2% in Melbourne (see Table
2 below). That compared with RP Data rates of
72.8% and 71.2% respectively on the weekend.

The updated auction results for the previous
weekend, i.e. Saturday 22 June, show similar results
i.e. 72.5% in Sydney and 67.8% in Melbourne (see
table below).

And the same week last year still lags at less than
55% for Sydney and a slightly better 61.5% for
Melbourne.
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 - where to now for the ASX200?
When chart guru Lance Lai appeared on Switzer TV last week with his outlook for the US market, gold, China
and the ASX200, he expressed some surprise that the ASX 200 had fallen so quickly past the S level on the
chart below. When he last appeared on the show (in May) he was expecting an effective fall just to around the S
level, based on the fall in the Aussie dollar.
.

"What's happened since, is the market has ignored what it is an effective fall for an adjusted fall in the AUD and
it has actually fallen to that level (S)," he said last Thursday.
"I think we have some more challenges in the short term."
(See more of the interview here)

The week ahead
Australia
July 2 Reserve Bank Board meeting
July 3 International trade (May)
July 3 Retail trade (May)
July 4 Building approvals (May)
International
July 1 US ISM manufacturing (Jun)
July 2 US Vehicle sales (Jun)
July 2 US Factory orders (May)
July 3 US ADP employment (Jun)
July 5 US ISM services (Jun)
July 5 US Non-farm payrolls (Jun)
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