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Dividends still delight
When the going gets good, weird things happen. People change their minds quickly and forget about
the basic tenants of investing for SMSFs - i.e. dividends, dividends, dividends! Despite the new focus
on cyclical stocks, which isn't always a bad thing, I'll never stop favouring companies that pay a good
yield, whatever the climate.
Brokers seem to agree with me this week as well, with half of the upgrades in Buy, Sell, Hold - what
the brokers say, happening to dividend stocks. Also in the Switzer Super Report today, we have
James Dunn writing on three small cap stocks to hold for three years and Barrie Dunstan revisiting
Rooty Hill - and why property may not always be perfect for your SMSF.
The market was all caught up in Twitter listing talk late last week, but today Paul Rickard gives us a
rundown on an IPO closer to home - the Australian Industrial REIT.
Sincerely,

Peter Switzer
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Drop dividend stocks? Never!
by Peter Switzer
Call me old fashioned but I love the 7% plus play and
I always think of this when, like now, a lot of experts
are talking about “rotation”. That’s market-speak for
dumping, say, dividend-paying stocks that won’t see
a lot of capital gain and replacing them with, say,
smaller cap/cyclical type companies.
They wouldn’t have to be smallish but the “theme” –
more market-speak lingo – is that it’s time for stocks
that will leverage off the improving global economy,
low interest rates and, in our case, a lower Aussie
dollar.
In our investment committee meetings for our
financial planning business, I’ve been talking about
positioning our clients for the uptick in these kinds of
stocks. In fact, I’ve been looking at the expert fund
managers, who spend all their waking moments
analysing companies.
What the experts say
It’s why I might actually think about a company such
as Ainsworth (AGI), when Roger Montgomery
mentioned it on my TV show and wrote about it for us
last week. And when Geoff Wilson said he liked Hills
Holdings (HIL), I actually took them seriously.
The same goes with Charlie Aitken now telling me
that David Jones looks like a good, non-deep
conviction, more risky play. On a quick,
back-of-the-envelope calculation, DJs has a dividend
yield of 5.7%, while Hills Industries comes in at 3.5%
and Ainsworth Game Technology is delivering a 1.9%
return before capital gain.
If I were young, a risk-taker or a fund manager who
buys and sells frequently, pocketing profit and
minimising losses, I’d punt on Ainsworth, but I’d
have preferred it if Roger had tipped it to me last
November when it was under $2, rather than its

current $4.11 price!
But I’m not a punter with my SMSF portfolio, and as
50% of all stock market returns historically come from
dividends, David Jones looks like the best buy out of
this trio. With grossing up of the dividend, this 5.8%
goes over 7% and it will take a couple of years, at
least, until term deposits will be high enough for me to
suggest to you that you might want to swap some
stocks for safety.
The dividend play
On the subject of safety, let’s look at Westpac. This
stock is still yielding over 5% and after grossing up, it
would be heading towards 7%. If the stock market
goes up to 6,000 by the end of 2014 (as Charlie
Aitken and others think is likely), then I bet Westpac
at least gets to $35 from it’s $32 price today. So the
return ends up being 7% for one year on dividends,
and about 3.5% for another half-year of dividends and
around 10% capital gain.
So for about 15 months, you make around 20% and
you do it on a safe conveyance.
Now let’s imagine the share price only goes up 5%,
you still are making around 15% over 15 months –
it’s such an easy bet to make.
But best of all, when the next crash comes and the
Westpac share price falls to say $20, then the
dividend yield would be closer to 7% than 5%, but
even if it was 5%, that would be OK considering it
would be a crash.
Let’s go back to the GFC and see what happened to
Westpac’s dividend. In 2007, it was $1.31; 2008 it
was $1.42; 2009 it slipped to $1.16; but by 2010 it
shot up to $1.39 and then in 2011 it was a healthy
$1.56!
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The dividend averaged $1.37 over these five years,
and over that time, the share price was around $25
and so the average yield was 5.48% – let’s call it 7%
with grossing up.
There’s still life in this yet
When people tell me the dividend play is over, I think
of my 7% plus play and the best retirement plan I
have ever seen. This was from a guy who was an
employee in a good job with a fantastic investment
strategy.
He always was anti-property, though he did leave
work with a nice three-bedroom apartment. He
always bought great dividend paying stocks and he
retired with $5 million in his super – dividend
re-investment over 30 years can have surprisingly
great returns.
Pre-GFC, his grossed up yield was around 10% –
10% on $5 million. The GFC took his capital down to
around $4 million, but his dividend yield was maybe
closer to 9% for a year, and, in that year, he spent
more time in France, as he always does, and he did it
on a very high Aussie dollar!
Now that’s a retirement plan, which tells me that
dividend-paying stocks are never dead.
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.

03

New IPO – Australian Industrial REIT
by Paul Rickard
With the market at five-year highs, IPOs are starting
to get off the blocks. Channel 9, Veda Advantage and
(incredibly) Dick Smith Electronics are three of the
bigger names doing the rounds.
In the listed property space, brokers will this week be
sounding out investors for the IPO of Australian
Industrial REIT, a pure play industrial property real
estate investment trust.
Australian Industrial REIT

The fund – 8.25% pa distribution yield forecast

Fife Capital, a boutique real estate investment and
advisory firm, is seeding a fund that will own industrial
properties located in Sydney and Melbourne valued
at around $175.8 million. To be listed on the ASX, the
Australian Industrial REIT is forecast to pay a
distribution yield of 8.25% per annum to unitholders.

The fund will be managed by a subsidiary of the Fife
Capital Group, which will earn a management fee of
0.60% per annum of the assets, plus a fee for
managing the tenants. On listing, the fund will be
capitalised at $129 million.
The fund boasts:

The issue of 64.5 million shares to the public at $2.00
each, will raise $129 million, with a further $52.9
million being borrowed to fund the purchase of the
properties and the costs of the offer.
The properties
Eight properties are being acquired – two from
external vendors, the other six from an entity
controlled by the Fife Group. The properties are
located in key industrial areas in close proximity to
strategic road, port or rail infrastructure. They are fully
leased, with a WALE (Weighted Average Lease
Expiry) of 6.0 years. Five tenants (Australia Post, VIP
Petfoods, Bluestar Logistics, K & S Freighters, Visy
Industries) account for 72% of the lettable area.
Details of the properties are as follows:

Quality, pure play Australian Industrial REIT;
Stable income stream and structured rental
growth, provided by strong tenants and long
term leases;
Conservative capital structure – the fund is
initially geared at 29% (target gearing ratio is
25% to 40%), and has an unused debt facility
of approximately $47 million that can be used
to acquire additional properties;
An expected distribution yield to investors of
8.25% per annum for the remainder of this
financial year, and 8.50% per annum for the
first six months of 2014/15. Distributions are
expected to be 30% to 40% tax deferred; and
At an issue price of $2.00, a small premium
(3.5%) to the NTA (Net Tangible Asset Value)
of $1.93.
How does the fund stack up?
Most listed REITS are either commercial or retail
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property focussed – there is only one other “pure
play” industrial property fund, the 360 Capital
Industrial Fund (ASX Code TIX). This fund was listed
in December 2012 (previously an unlisted fund that
underwent a compliance listing), and compared to the
Australian Industrial REIT (AIREIT) it:

needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

is bigger. Market cap $195 million versus
$129 million for the AIREIT, property portfolio
$340 million versus $175.8 million;
is more geared. Although debt is being
reduced, gearing is 46.9%;
has a more diversified property portfolio (by
region and number of properties – 20);
has a WALE of 5.1 years versus 6.0 years for
AIREIT;
has a higher forecast distribution yield in
2013/14 – 8.85% per annum with a higher tax
deferral (based on 18.6 cpu and a current unit
price of $2.10); and
is trading on a higher premium to NTA. Based
on a unit price of $2.10, a premium of 8.2% to
the 30 June NTA of $1.94.
So on this market comparison, the pricing is broadly
in line. With its lower premium to NTA of 3.5%, higher
WALE and lower gearing, the Australian Industrial
REIT is arguably lower risk than the 360 Capital
Industrial Fund. However, it is a small fund with a
lower distribution yield, which is only partially tax
advantaged – so it is no steal either.
Of course, there are also some unlisted pure play
industrial property funds. Charter Hall, for example, is
currently accepting investments in the Charter Hall
Direct Industrial Fund No. 2. This fund will comprise
six properties, valued at $200 million with a WALE of
12.6 years, and is forecasting a distribution yield of
8.0% per annum to the end of 2014.
Verdict
An interesting IPO, though unlikely to shoot out any
lights. The outlook for industrial property remains
mixed, and while the yield on this investment is
attractive, there are other options that also could be
considered.
Important: This content has been prepared without
taking account of the objectives, financial situation or
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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
The past week showed a marked turnaround in
stockbroker sentiment towards ASX listed stocks,
with twice as many recommendation upgrades as
downgrades.
It’s possible that the positive investor sentiment that
has taken hold of equity prices in September is also
being reflected in sentiment among securities
analysts.
Another easy conclusion to draw is that yield is not
completely out of fashion (see Peter Switzer’s story
today) and it probably won’t be for a while as last
week half of all upgrades (four) involved yield stocks.
In the good books
Boart Longyear (BLY) was upgraded to Neutral from
Sell by Citi, on the back of its debt-restructuring plan.
The issuance of US$300 million of US senior notes
will be used to pay down the $450 million bank
facility. The likely debt restructure removes the risk of
a near-term rights issue to avoid a covenant breach.
Still, Citi notes, net debt will remain elevated,
meaning an equity raising further down the track
can’t be ruled out.
Insurance Australia Group (IAG) was upgraded to
Outperform from Neutral by Macquarie. Macquarie
has reviewed the reserving adequacy as a key driver
of profitability. The broker prefers Insurance Australia
to Suncorp (SUN), given the level of reinsurance
protection, zero exposure to life insurance and
discounted P&C (property and casualty) valuation.
This is despite the broker’s expectation that IAG will
continue to invest in markets in Asia that do not return
the cost of equity of the group.

Wesfarmers (WES) was upgraded to Outperform
from Underperform by Credit Suisse after the broker
upgraded the outlook for retail earnings. FY14 and
FY15 earnings have been upgraded by 2% and 4%
respectively. Discretionary retail accounts for around
40% of FY14 earnings, with supermarket retailing
another 40%. Wesfarmers is leveraged to changes in
the consumer environment and industrial earnings
are at the bottom of the cycle and stand to benefit
from any broader improvement in domestic activity.
The broker also thinks resources earnings are at a
bottom in the cycle for coal prices and this should
drive a strong improvement in earnings in FY15.
In the not-so-good books
Blackthorn Resources (BTR) was downgraded to
Neutral from Buy by UBS. Blackthorn has released
the Kitumba pre-feasibility study. UBS found the
study underwhelming and the project likely to return
unfavourable economics under the broker’s price
deck, which assumes a long term copper price of
US$2.55/lb (compared to the company’s assumed
price of US$3.50/lb). Nevertheless, the study is
preliminary and likely to be optimised with further
technical work.
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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.

Myer Holdings (MYR) was downgraded to Sell from
Neutral by Citi after Myer reported FY13 like-for-like
sale growth of just 0.4%. Citi notes, in FY13, costs
rose faster than sales and the same outcome is likely
in FY14. The broker thinks earnings in FY14 will fall
by 5%. The rating is downgraded to Sell from Neutral
as Citi believes the recent run in the share price looks
unjustified based on the earnings trajectory. Citi
considers Myer’s saving grace is a better
price/earnings relative valuation compared with other
large ASX-listed discretionary retailers.

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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Three small-caps to keep for three years
by James Dunn
There is a fascinating range of companies on the
Australian stock exchange. Here from the smaller end
of the market are three small-caps to keep for three
years – two where you can expect to be paid a very
healthy yield for holding the stock; and a third that
doesn’t pay a dividend, but is a highly promising and
world-leading Australian medical device maker, which
looks poised for success.
Nanosonics
Medical device maker Nanosonics (NAN, $211.5
million) may be a small Australian company, but it has
high-powered support in rolling out its innovative
disinfection technology: Dow Jones Industrial
Average member GE signed a contract to be the
exclusive US and Canadian distributor of the lead
product – Trophon, a point-of-care ultrasound probe
disinfection unit – in early 2011, and recently made a
fresh investment to boost the rollout of the device.

The Trophon technology was a world-first for medical
devices that cannot be sterilised by conventional
means because of heat sensitivity. Until Trophon,
ultrasound probes were disinfected with corrosive
chemicals that are only about 80% efficient.
Nanosonics’ biocide technology is much more
efficient and environmentally friendly. The technology
has no competitor and stands every chance of being
accepted as the global standard of care.
Trophon achieved US Food & Drug Administration
(FDA) approval in 2011 and, shortly afterwards,
Nanosonics appointed GE as its North American
distributor. Trophon has also been granted a product
licence by the South Korean regulator, and has filed
for regulatory approval in Mexico and Japan. Trophon
is also cleared for sale in the UK and Europe
(Toshiba is its non- exclusive partner in the UK).
In FY13, Nanosonics lifted sales by 21% to $14.9
million. Total revenue, which includes government
grants and interest, increased by 35% to $17.6
million. The company made a gross profit of $8.5
million, but slipped to a net loss of $5.8 million, once
increased investment in market development was
booked. The company has $24 million in cash and is
in a good position to ramp up marketing further –
particularly with GE driving this process in the
important American market.
GE has established a dedicated North American
sales team to push out the device to medical facilities
in the US and Canada. Nanosonics looks poised to
follow in the footsteps of other Australian medical
device success stories, such as ResMed and
Cochlear. The shares started the year at 48.5 cents,
but have risen to 80.5 cents as the story continues to
strengthen.
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Gale Pacific
This Melbourne-based shade products maker has
managed a twist on selling ice to the eskimos – it
sells shade products to the Arabs. Gale Pacific (GAP,
$86.3 million) estimates that it has a 50% share of the
market for shade products in its key Middle East
regions, Dubai, Oman and Saudi Arabia. The
company makes screening and shading products,
such as shade cloths and sails, gazebos, umbrellas
and awnings, under the Coolaroo brand.

The company has patiently built markets in the US,
China, the Middle East, Japan and South Africa – as
well as Australia, where Bunnings is its largest
customer. GAP is 24% owned by the Pratt family’s
investment vehicle, Thorney Investments.
Broker CIMB securities expects 2.9 cents a share this
financial year, fully franked, which at 29 cents, puts
the stock on a 10% yield. If the dividend and franking
forecast hold up, that would represent an effective
yield of 11.7% to an SMSF in accumulation mode,
and 13.4% to an SMSF paying a pension. That is a
tall order on the dividend side, but at 29 cents, even
matching last year’s 2.65 cents a share would price
the stock at a yield north of 9%. Trading on 9.4 times
earnings, this stock is cheap as chips given its growth
prospects. The company is on record as expecting to
double in size within five years.
Ruralco

GAP also makes advanced polymer fabrics under the
Synthesis brand for a range of commercial and
industrial applications, including building design,
construction, agriculture, horticulture and water
conservation. As well, it owns home, garden and
outdoor furniture brand Zone Hardware and
Highgrove Glass, which specialises in high-quality
glass fencing, shower screens and splashbacks and
window furnishings brand Riva Window Fashions.
GAP is also Australia’s largest supplier of artificial
grass.

Hobart-based Ruralco Holdings (RHL, $187 million) is
a good exposure to the potential boom in Australian
agriculture, as the industry finally starts to get serious
about export opportunities to the country’s north.
Ruralco sells goods and services to Australian
farmers – it operates through a national chain of
businesses that specialise in rural merchandise and
services.

GAP’s main manufacturing facility is in Ningbo,
China. It also conducts some manufacturing in
Melbourne and Rancho Cucamonga, USA.
GAP had a tough time of it in the mid-2000s, but has
bounced back since it set up its manufacturing in
China in 2006. In FY13, the company lifted net profit
by 7%, to $9.1 million, on the back of revenue that
rose by 9% to $120 million. The dividend was also
boosted, by 8% to 2.65 cents a share, 80% franked.
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The heart of Ruralco’s business is its CRT
(Combined Rural Traders) brand, which is the largest
network of independently owned rural stores
throughout Australia. Ruralco is essentially a buying
group for its independent trader members: it performs
the same role in the rural services business that IGA
does in supermarkets.
The company runs 40 other businesses across wool,
livestock, finance, insurance, grain marketing, water
and irrigation, real estate and fertiliser manufacturing
(Grow Force). It is a major force in the Australian
agricultural industry.
For the half-year ended 31 March, RHL lifted sales
revenue by 7% to $495.4 million, but saw underlying
profit fall by 51% to $5.4 million and a net loss of
$500,000 recorded, as RHL wrote-down the value of
its investment in Elders – which it subsequently tried
to buy in full, in July, but was rejected. The company
maintained its interim dividend at 10 cents.
For the year ending 30 September, RHL is expected
by broker CIMB Securities to pay 20 cents a share,
and extend that to 21 cents in FY14. At $3.40 that
prices Ruralco on a nominal fully franked yield of
6.2% in FY14, which equates to after-tax yields of
7.5% for an SMSF in accumulation mode and 8.8% in
pension phase. At 11.1 times prospective FY14
earnings, this stock is a very undemanding buy for its
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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Superannuation and the reality gap
by Barrie Dunstan
For a $1.6 trillion industry, superannuation scarcely
got a mention in the election campaign, though the
final moments of the Rooty Hill debate between Kevin
Rudd and Tony Abbott at least saw some discussion
about self- managed super funds.

investment returns from property and shares. Anyone
who tries to tell you otherwise is giving you a
short-term “sell” for business: rely on long-term
results (after allowing for tax) and not on your own gut
feeling or someone else’s sales-driven bias.

A woman questioner highlighted the yawning gap
between the expectations of some do it yourself
investors and the reality of superannuation as a
tax-advantaged system of saving for retirement.

It’s worth remembering that the government only
relatively recently allowed borrowing to buy property
within an SMSF. There are rules to obey and, despite
the temptation to flirt with them, the potential
consequences of transgressing are punishing.

Basically, she wanted much earlier access to some of
the savings – for young people’s first home or for
older members’ aged care. In addition, she seemed
to think that the diversified portfolios run by
institutional super funds didn’t suit many Australians,
who would prefer to invest in property instead of
volatile listed securities.

Eggs and baskets

The sole purpose test

Second, there’s such a thing as diversification of
investments. There is always risk in investing, but a
spread of investments – either within an asset class
by holding several different shares – or a spread of
different assets, is the only known way to reduce risk
to manageable levels.

SMSF investors are entitled to take control of their
own investment decisions – that’s why they
established their own funds – but the Rooty Hill views
are a reminder that investors need to remain within
the existing legal framework and also need a sensible
investment approach.

The share market can go down as well as rise and,
despite some people’s fond hopes, the same applies
to property. Property investment also may carry an
interest rate risk, especially when rates are at historic
lows and when regulators are starting to worry about
banks’ lending policies.

So, perhaps SMSF trustees need to run a checklist in
the interests of trouble-free investing and retirement.

A portfolio asset allocation plan might seem dull stuff
compared to the buzz from picking individual stocks,
but most studies suggest that it’s the asset mix that
is responsible for most of a portfolio’s gains. SMSF
investors need to opt for the “dull” approach for most
of their assets; if you need the excitement of punting
some stocks, create a separate trading portfolio (and
limit it to a single digit percentage of total assets).

First, it’s not a simple choice between shares or
property. It’s natural to favour the assets you know
best, but investors should avoid a single-minded
concentration on any one asset. Investing for the
long-term isn’t about backing the red or black ball;
your retirement income shouldn’t rely on a 50/50 bet.
In any case, shares and property are simply two
different types of equity and most long-term studies
show there is only a marginal difference between

Third, remember that timing is everything. While you
are running an accumulation fund, this mainly applies
to buying and selling investments. But when your
SMSF eventually becomes pension paying, timing
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becomes more critical. This is when liquidity becomes
the main concern.
Before reaching pension stage, your fund needs a
major health check. Paying interest on loans no
longer seems sensible and the yield from investments
becomes critical to avoid exhausting funds by dipping
into capital.
Liquidity management becomes vital and big single
investments like a property can be a challenge. Just
as vital is managing against inflation. Shares can do
this but suffer from volatile asset prices. Bonds can’t
unless they are inflation-linked and our system hasn’t
developed useable alternative investments for the
retail investor.
Finally, the super system is a hostage to politics and
legislation. While the Coalition promised no
detrimental changes to super in its first term, one
conclusion from the Rooty Hill debate is that Tony
Abbott showed no enthusiasm about giving early
access to super. His unpopular but orthodox view
was that people can’t have both early access to their
savings and still expect super’s tax concessions.
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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Sydney property market still rising
by Penny Pryor
Property buyers are springboarding into Spring, with
a massive 2074 properties put up for auction over the
last week, compared to 1056 the week before, as the
national weighted auction clearance rate was steady
at 74.6% (see graph 1 below).
The APM data for the same week last year still shows
a sluggish market, with clearance rates in the high
50s for both Sydney and Melbourne (see table 3
below).

The auction clearance rate for Sydney remains well in
the 80s, with RP Data recording 84.3% and APM
84.1%. Melbourne recorded a clearance rate of
72.9% with 850 properties listed, according to APM
(see table 1 below).

The most expensive house sold at auction over the
week was a three-bedroom house in Sydney’s
Gladesville, 9km north-west of the CBD, which went
for $3.788 million. There were three other properties
that were sold for over $2 million in Sydney on the
weekend.
The most expensive property in Melbourne was a
three-bedroom property in Toorak, 5km south-east of
the CBD, that went for $2.2 million.

The revised data for the previous week shows that
Sydney was still sitting at 86.5% (see table 2 below),
even with the extra data that came in over the week.
RP Data also compiles a national listings index, which
rose 2.8% over the past month. The biggest rises
were in Victoria, 6.5% and NSW, 1.8%. But listings
have been falling in Tasmania, -2.4% and Western
Australia -1.0%.

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.
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Don’t get burnt by off-the-plan
by Margaret Lomas
When the property market heats up, we see an
instant increase in the number of off-the-plan
properties being offered for sale, and developers
seize on the opportunity to ramp up their construction
and to make money while the market seems buoyant.
In the old days, off-the-plan was fairly simple.
Developers, needing development finance, would
offer around 20% of a development to the market at a
price that reflected the market price of the day. These
‘pre-sales’ then provided the strength needed in a
loan application and gave the lender confidence to
advance the development funds.
In return for these early sales, on what was
essentially a risky product to invest in, buyers taking
the risk took delivery of a property in a few years’
time, for which they paid a price reflective of
‘yesterday’s’ value. Everybody won – the early
buyers made money as soon as they settled and the
developer sold the remaining 80% for a profit.
The changing picture
These days, though, developers attempt to sell out
the entire development on irreversible contracts,
which force a buyer to settle once complete,
regardless of the underlying value of the property. In
addition, they usually attempt to set a buy price that is
indicative of what they think it will be worth once
settled, rather than at a discount to the future price.
Suddenly, the risk is placed completely in the buyer’s
court, with no recompense or reward available for
taking this risk.
When you buy a property ‘off-the-plan’, you are
entering a contract to purchase a property prior to its
completion. The builder or developer produces a
building plan, and you are essentially purchasing the
intention to construct.
Once the contract is signed, you will pay a deposit,

and you are then required to settle on the property
once it has obtained its occupancy certificate from the
local authority.
When considering any off-the-plan purchase, it is
important to fully understand the contract and the
obligations placed on both the purchaser and the
builder or developer. Some legal firms now specialise
in conveyancing services for off-the plan purchases,
as the complexities are beyond the experience of the
average conveyancer.
The risk factors
Buying an off-the-plan property must be considered to
have a higher risk for a number of reasons.
They include:
An inability to be sure that what is promised
will be delivered;
An inability to effectively visualise the final
product;
A reduction in the capacity to buy at market
value – you can’t forecast market value of
any area three years beforehand;
An inability to determine future demand for
rentals, and actual future yield;
An impossibility to determine future demand
factors, as well as the potential future supply
in that same market;
The potential for you to reduce your ability to
buy more property as you wait for the
off-the-plan property to complete – while you
are under contract for that property, a lender
may be unwilling to advance funds for more
property, effectively stalling your property
acquisition; and
Disaster if the final product does not value up
to the purchase price and your lender only
agrees to advance 80% of valuation – you are
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left with an unconditional contract to proceed,
and if you are unable to raise the difference in
cash or equity elsewhere, you may have to
default on the contract and lose your deposit.
This will be particularly problematic for selfmanaged superannuation funds, where equity
in other property held in the fund may not be
used to raise any difference, and where, if
there are not sufficient funds available to meet
the shortfall and you have reached your
maximum contributions limit for that year, you
will run into certain default on your contract.
Other issues
Additionally, many off-the-plan contracts include a
clause that allows the developer to rescind at any
time, for any reason. There have been many
purchasers who have bought property off-the-plan
and when, some years later and just before
settlement when it is actually worth more than they
agreed, find that the developer exercises his or her
rights to terminate and pulls out of the deal, preferring
instead to reap the profits him- or herself.
Developers who do this have used the buyers’
promises to buy (which are expressed in their
purchase contracts), to raise funds from lenders to
proceed with their developments, only to keep the
profits and provide no reward to the buyers.

It is incredibly sad to see people caught up in this
kind of trap, and off-the-plan purchases are
particularly dangerous as you are dealing with the
unknown future. It is definitely not an appropriate
strategy for someone to undertake if he or she is in a
weak financial position to begin with, or if they are
using a self- managed superannuation fund with
limited assets or available funds.
In the past few years, we have seen a prevalence of
off-the-plan properties completed at a value well
below the purchase price, with many purchasers
defaulting on their contracts. Developers can, and
will, pursue the contracts, forcing the buyers into
difficult financial circumstances.
As an owner-occupied option, an off-the-plan property
may be suitable where the buyer has access to
enough funds, should their finance fall through or not
cover the agreed purchase price. As an investment,
though, they are risky and uncertain, and in most
cases should be avoided.
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.

Did you know?
I ran into Angelina Jolie last week! I didn't ask for a selfie, or even an autograph, but I did manage to introduce
myself. Read about my encounter in the Saturday newsletter here.
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