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Better watch out
It might not seem so right now, but it has been a good year on the markets. As the ASX 200 steadies
around 5100, I'm still wondering about a Christmas rally, but I'm sure of one thing - the US will taper
soon.
What I'm asking from Santa for Christmas is for this to happen sooner rather than later, so we can all
get used to it, and markets and economies can just get back to business. Find out what I'm going to do
about it all in my article below.
Also in the Switzer Super Report today, we have James Dunn outlining some of the stocks you might
want to dump - Myer and David Jones should come as no surprise, but the others might. Geoff Wilson
gives his outlook for value hunters in 2014 and Gary Stone has a look at the direction of the Aussie
dollar in the charts.
Sincerely,

Peter Switzer
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The rules for making money in 2014
by Peter Switzer
As the trading year’s end looms and we ponder such
things as: will the Fed taper QE3?; and will Santa
Claus bring his very frequent late-December rally or
not? – I want to share with you some really important
words of wisdom.
The Switzer Super Report has two main functions.
The first is to give insights into what you need to
know to run a self managed super fund from the rules
set down by law to the guidelines for really sensible
and profitable investment.
The second is that we have always looked for some
of the best investment minds in the country to give
you tips for either long-term or short-term
money-making opportunities.
That’s why we have people like Geoff Wilson,
Charlie Aitken, Roger Montgomery, Paul Rickard,
Ron Bewley, Lance Lai and others who share their
up-to-the minute ideas on good investments.
We also have some of the best finance journalists –
James Dunn, Barrie Dunstan, Penny Pryor, Tony
Featherstone and others – canvassing the issues you
can’t ignore.
Meanwhile, Tony Negline covers the nitty gritty to
ensure you know the rules of SMSFs.
A perfect investment strategy
In a perfect world, I believe a smart SMSF trustee
would have, say, 90% to 95% of his or her money in
reliable income-generating assets and, say, 5% to
10% in what might be more speculative, short-term
plays.
Of course, the younger you are, the more you might
have in more speculative stocks or assets but let me
say, my definition of speculative is very different to

others, who might think penny-dreadful mining stocks
are a good bet.
My core stock holdings are great companies that pay
good to great dividends. I don’t change my core
stocks that much, but if management or other
conditions alter, I will act. I dumped Newcrest a few
months ago and that has been a good decision.
As time goes by, I have refined my investment
strategy, so that I know I want 90% of my portfolio to
be great dividend-payers and I’d be happy if my
average yield across my portfolio, after grossing up,
was close to 8%.
That means if I retire with $2 million, I could expect
around $160,000 a year and if I have $5 million, I’d
have a cool $400,000 a year to ‘get by’ on!
I would have a buffer of $100,000 in cash earning
interest for those bad years when a market crash
could take the yield down to 5%-6% but they are
really odd years, if you look at history.
After a crash, I become a stock collector, usually
buying the stocks I already hold to bring down the
average cost of those stocks. This, in turn, increases
my yield. This is my investment strategy.
Time for cyclicals
So what are speculative stocks for me? Something
like Geoff Wilson’s WAM might be a good way to get
exposure to smaller cap stocks that I don’t have
enough time to analyse closely, like Geoff can. That
said, you need to play these from a more short-term
perspective, as listed investment companies (LICs)
can really be clobbered when stocks crash. On the
other hand, they can really do well when a stock
market moves into the phase when cyclical stocks are
on the rise.
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This is what I expect for 2014 – smaller, cyclical
companies that have been relatively ignored
compared to big, dividend-paying companies should
have a good year or two.
However, none of these will be in my 90% or core
stock portfolio. The companies I hold in my core or
fortress portfolio are the ones I will buy when the
share price slides, especially if it is an overall market
sell-off, as opposed to a specific company problem
that has caused the sell-off.
One thing I know, is that you can never be 100% sure
about the quality of companies, their boards, their
CEOs and what can happen externally, independent
of the organisations, that can and will affect their
share prices. I hold 20 stocks to reduce my potential
exposure to any one crook development to 5%,
though weightings of what I hold can increase or
decrease my relative exposure.
The better the company, the higher my exposure and
vice versa but I don’t get too carried away with a
quality business, as things can change and you might
not see it coming.
That said, you have to be willing to say that ABC
company is not as good or is in fact better than it was
and that should determine what percentage of your
portfolio is dedicated to various companies.
Next year, one of my sideline goals will be to identify
the best companies in Australia so you can
benchmark your investments. That will be one of my
gifts to you, my valued subscriber, over 2014.
Watch this space!
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

Eight stocks to drop
by James Dunn
With the late-year tumble in the stock market, many
investors would be assessing their portfolios for an
end-of-year clean-out.

save it.

Pruning a portfolio regularly is a wise thing to do: if a
stock in your fund is performing poorly, or has
become over-valued, there is absolutely nothing
wrong with selling it.

The hounds-toothed one is in a very similar boat. It
has not been as strong a performer as JBH over the
last 12 months, returning about 22%, but its
three-year return (–9.6% a year) and five-year return
(3.4% a year) should have worn out most
shareholders’ patience by now. The incursion of
international competitors both from the online channel
and in bricks-and-mortar form – for example, Zara
(Spain), Top Shop (UK), H&M (Sweden) and Uniqlo
(Japan) – is only going to make things tougher for
DJs, and the 5.7% forecast yield in FY15 is not
enough reason to hold on to it.

It’s a good idea to keep track of whether stocks are
over-valued (or under-valued) according to the
consensus expectation of the broking analysts that
follow the companies. To do this, I use the
outstanding database of FN Arena, which requires a
subscription: but it is a very handy tool.

David Jones (DJS $2.75)

If a stock strays too far from perceived fair value, it is
very likely that the market will strip it back to a price
closer to that level. Many investors use this market
trait to take profits on stocks, and then – if they like
the underlying business model – look to buy back in
at a cheaper price.
On a combination of these grounds, here are eight
stocks that could easily be pruned from a portfolio –
some might justify re-purchasing at lower prices later
on, like Ramsay Health Care; others, like Myer, offer
no convincing reason to own them at all.
JB-Hi Fi (JBH, $19.60)
The speciality retailer has done a great job for its
shareholders over the last 12 months, effectively
doubling in value in terms of total return. Along with
the other discretionary retailers, JBH has been bid
higher by investors, who expect this group to deliver
better-than-expected earnings in FY14. But
discretionary retail is a very tough game at the
moment, and with JBH about 11% over-valued on
broker analysts’ consensus target price, it can fairly
safely be moved on. A yield under 4% is not going to

Source: Yahoo
Myer (MYR, $2.52)
And the same goes for Myer, which famously has
never traded above the $4.10 at which it was floated
in November 2009, and now sits 38% below that price
– with the stock needing a very strong Christmas. The
stock has done well this year, generating a 22%
return, but it needed to. Myer is not over-valued, but
there’s no reason to bank on a strong Christmas
trading period when the stock market is as skittish as
it is.
Harvey Norman (HVN, $2.95)
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Completing the retail sector’s group of woe is Harvey
Norman, which is suffering from online competition in
its core strength, branded technology products. The
Australian business reported same-store sales growth
of a meagre 2.9% for the first quarter of FY14. There
is no reason to believe that HVN will get on top of
online competition anytime soon, and as with JBH,
there is no reason to own Harvey Norman on yield
grounds.
SEEK (SEK, $12.58)
One of the ASX’s success stories in recent years,
SEK has rewarded shareholders well, giving them
80% in total return over the last 12 months and more
than 34% a year over the last five years. But, as often
happens to strong performers like this, SEK is now
over-valued. That’s no reflection on the quality of the
online employment (seek.com) and training courses
website, because if you really like the stock, you
should be able to buy it back for less than it sells now.
The FY15 forecast yield is 2.5%, so you’re not
missing out on anything on that score.
REA Group (REA, $40.96)
Ditto for REA Group, which runs realestate.com.au
and is the largest online aggregator of real estate
advertising in Australia, attracting more than twice the
traffic of its nearest competitor. REA Group also owns
and operates Australia’s leading commercial real
estate site, realcommercial.com.au. Investors who’ve
owned the stock for five years have made 65% a
year, but on analysts’ consensus, it is now even
more over-valued than SEEK – by anywhere up to
40%. At 1.6%, the forecast FY15 yield is not a factor.

Source: Yahoo
Treasury Wine Estates (TWE, $4.64)
Treasury Wine had a tough year, revealing that it

would have to destroy millions of litres of wine it could
not sell in the US and taking a $160 million
write-down as a result. The write-down cost
managing director David Dearie his job and alerted
investors to the consequences of wine over-supply
and Treasury’s lack of pricing power. The stock has
not done well enough to convince investors to stick
with it, the yield has a three in front of it and the
analysts’ consensus thinks it’s over-valued –
enough said. The forecast FY15 yield, at 4%, is
neither here nor there.
Ramsay Health Care (RHC, $40.92)
Ramsay owns Australia’s best portfolio of
metropolitan private hospitals, has strong pricing
power with heath insurance funds and is in a very
good position for the future, as Australia’s population
ages and health spending rises. The company is
expanding overseas, and is consistently profitable. It
has generated 35% a year for shareholders over the
past five years. But it is now considered over-valued
by the analysts that cover it, and it is likely that it
could be bought back cheaper if you sold it now. A
2% forecast FY14 yield does not offset that
assessment.
Tax issues to remember
Whenever you sell stocks from your SMSF, you need
to keep on top of your capital gains tax (CGT)
implications, and minimise the CGT.
In accumulation phase, the CGT rate of your fund is
15% – but the fund earns a one-third CGT discount if
it has owned the shares for more than 365 days, to
10%. (If the shares are held in the pension account of
the fund, there is no CGT on sales.)
If you have different parcels of a shareholding that
have been acquired at different times and for different
prices, you have to keep track of these ‘tax lots,’
since the capital gain (or loss) may be different for
each. The shareholder can use this to their
advantage, for example, selling a parcel they have
owned for more than one year, to qualify for the
discounted CGT rate.
In theory, you should be prepared to sell any stock
you own, if it becomes over-valued; or if its business
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– and thus its earnings and dividend flows – comes
under pressure for whatever reason. But in practice,
the stocks that have become the core generators of
income for many SMSF portfolios – the big four banks
– don’t really come into this kind of consideration,
because their strong dividend yields, augmented by
the considerable benefits of franking credit rebates
(partial in accumulation phase, full in pension phase)
are far more important to the fund trustees than
whether the actual share prices may have moved into
over-valued.
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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Where to hunt for value in 2014
by Geoff Wilson
It’s that time of year again when I sit down with the
Wilson Asset Management (WAM) team and reflect
on the year that was but, more importantly, the year
ahead. Of course, portfolio construction and
maintenance is a constant and never-ending process,
however, the end of the year is an appropriate time to
take stock…no pun intended.
At the time of writing, the All Ords is at 5101 up from
4664 at the start of the year and therefore has
delivered a 9.4% return, plus dividends. Of course,
stock pickers probably did better or worse than that,
depending on how well they assessed value. We are
pleased with our 23.4% return, particularly given we
have held varying levels of cash through the year.
The themes for 2013
The two biggest themes for the year have been: the
pursuit of yield, which has driven many of our large
blue chips, such as the banks and Telstra, to
historically high valuations; and secondly, the
expansion of P/E ratios across the board without
earnings growth. There are exceptions, but the
reason interest rates are so low is that economic (and
corporate earnings) growth rates in the developed
world are weak. We, in Australia, have been blessed
and avoided the worst but we are experiencing
economic and earnings challenges.
This has led to the market moving ahead of earnings,
partly driven by the pursuit of yield, and partly in
anticipation of a pick-up in earnings. This, by
definition, has made many stocks far riskier than they
were when trading on lower multiples. I have always
been reluctant to pay a premium in a stock for
potential future earnings, as it has always proved
difficult to forecast the future (and remains so).
So at the end of 2013 (or close to it), we at WAM find
ourselves looking for value, as always, but finding

less of it and sitting on quite large cash reserves
waiting patiently for value to emerge, as it will in time.
I should add that the party-like atmosphere in the new
float space that has engulfed the market in the last
couple of months, has delivered few stocks for us to
buy. There have been many new floats but few have
stacked up in terms of value and quality for us.
Themes for the year ahead
To use a cliché, 2014 will be a challenging year…as
they all are in our business. The market starts the
year with a fair bit of growth expectation, so the odds
of volatility remain high. We have seen a number of
profit downgrades recently (QBE, Oz Minerals, Forge
Group, Qantas, and GUD Holdings) that have
disappointed the market and led to big sell-offs. I
would not be surprised if we saw more in early 2014.
Next, as I wrote several months ago, I remain of the
view that the Australian dollar should fall further (see
Gary Stone’s charts today). This will be positive for
some parts of our market, but many of the
beneficiaries have already had a lower Australian
dollar priced in to their share price.
Interest rates are very low by Australian standards,
with the cash rate at 2.5%, five-year government
bonds at around 3% and 10-year government bonds
around 4%. You can see why Telstra, providing a
grossed up yield around 8%, is attractive to many
investors.
I don’t have a strong view on where rates are going,
however, there are early signs of improvement
emerging in consumer confidence and business
investment. If this trend gathers steam, we may have
seen the bottom for interest rates.
Finally, another significant driver to the market will be
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net flows, simply put: investors allocating more of
their capital to equities. I suspect this trend will
continue, with huge cash deposits still sitting in bank
accounts around Australia. Effectively, many
investors (hurt by the GFC) have remained
underweight equities and, unfortunately, will become
ever more confident to return to the market as it goes
higher. The old adage of buy in gloom and sell in
boom is not followed by the majority. I suspect there
will be further allocation to equities in the year
ahead.
And finally
Having said all that, after a difficult start to 2014, the
odds favour the broadly recovering market to
continue its trend at a slower pace, with plenty of
volatility and as always, plenty of winners and losers.
We at WAM will continue to look for high quality small
and mid-sized companies with growth, which are
trading at attractive value.
Merry Christmas and Happy New 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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“Little Aussie Battler” no more
by Gary Stone
The Australian dollar has been much in the news over
the last couple of weeks, with the alleged role that it
has played in the demise of Holden and other
Australian manufacturing companies. Also, RBA
Governor Glenn Stevens has used commentary in
attempts to talk down the ex “little Aussie battler”.

resistance level and the price falls and continues its
down trend. Either could have occurred at this
junction. Thankfully for most in Australia (not
importers!), the AUD has continued its down trend.

Let’s consult a 10-year weekly chart of the Australian
dollar against the US dollar. There are two major
support-resistance zones that are shown with bold
blue rectangles. These two support-resistance zones
align with two major 50% retracement levels, which
are shown by the top and bottom magenta ellipses.

The big question on everybody’s lips now is: will the
Aussie continue falling or rise again? The chart above
shows that there is a high probability that the
AUD/USD will continue to fall to around the US$0.79
– US$0.80 zone and on the way down take a
breather around the US$0.85 level, as shown by the
middle magenta ellipse.

Where to now?

The US$0.79 – US$0.80 zone has previously been a
resistance zone in the period from 2003–2006 and
then a support zone in 2007 and again in 2010. Many
in Australia would welcome the AUD falling to these
levels against the USD.

Chart reproduced with permission from Beyond
Charts www.beyondcharts.com
The AUD/USD is most definitely in a downward trend,
which started in April – July 2011. There was a fairly
strong support level around US$0.98 to US$0.96 area
(top blue rectangle), which the AUD broke below in
June 2013. This was a major signal of further
weakness to come in the AUD. However, true to the
way that price action typically plays out, the AUD rose
back to test that previous support zone, which can be
seen on the extreme right of the above chart.

However, commodity prices could spoil the party. The
chart below shows a base reference comparison
between the AUD/USD (red and green line) and the
Continuous Commodity Index (CCI) from March
2006, the latter of which I reviewed two weeks ago in
the Switzer Super Report.
Notice the close correlation in the direction of the CCI
(blue) and the AUD/USD. In fact, since 1991 there
has only been a single 15-month period from July
1999 to October 2000 where the two did NOT move
in the same direction.

When previous support zones are tested, price can
either break above the previous support level, and
resume the prior up-trend, or this level can become a
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Chart reproduced with permission from Beyond
Charts www.beyondcharts.com
You may recall from two weeks ago that the CCI is
approaching an apex in the next few weeks, where it
could rise or fall quite sharply on the back of either a
breakout or a breakdown in the CCI.
If commodity prices do rise, there is a high probability
that the AUD will rise again against the USD, in which
case the US$0.98 – US$0.96 zone might get tested
again. If commodity prices fall, there is a high
probability that we will see a lower AUD, in line with
the analysis provided in the first chart above. It is
unlikely, but a low probability exists that the two will
move in opposite directions.
On the one hand, Australian stock market investors
would like to see the resources sector rally again and
see higher prices in BHP, RIO and small to mid-cap
resource stocks, but on the other, also see a weaker
AUD. From the analysis provided here, it is unlikely
that we will see resource stocks rising and the AUD
falling simultaneously.
Gary Stone is the founder and Managing Director of
Share Wealth Systems
www.sharewealthsystems.com . He regularly appears
on Sky Business TV shows Switzer and Your Money
Your Call discussing charts and technical analysis.
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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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
Overall activity among stockbrokers in Australia is
slowing down, and quite rapidly so, as the industry is
winding down and preparing for Christmas cheer and
the annual break. The number of research reports on
individual companies that is being distributed to
customers is now at a low volume and might have
been at zero if it wasn’t for industrial companies
continuing to issue (unwelcome) profit warnings.
The week past saw profit warnings from QBE, GUD
and Silver Chef, amongst others, while OZ Minerals
showed there’s still plenty of corporate risk inside the
resources sector too. Note both JP Morgan and
Deutsche Bank reduced their crude oil price forecasts
during the week.
In the good books
APA Group (APA) was upgraded to Add from Hold by
CIMB Securities. The company has upgraded FY14
earnings guidance as assets and investments
perform. CIMB thinks the company has a sustainable
competitive advantage and solid balance sheet. That
said, the stock appears fully priced against utility
peers but the broker believes the exposure to the
emerging gas market, strong growth forecast and
expansion projects justify the premium

few years and the broker suspects these will not be
abating soon. But the broker believes that even under
a bear case scenario, the valuation is appealing, as
the stock offers a 7.5% dividend yield and there is
potential for up to 16% in upside with a full cyclical
recovery. The benefits of moving to cards from cash
continues and, according to CIMB, the remaining
earnings are of significantly higher quality, given
regulatory risk has largely been removed and
competition within the payment industry substantially
reduced.
Fleetwood Corp (FWD) was upgraded to Neutral from
Underperform by Credit Suisse. The lack of visibility
in the company’s key markets is a potential problem
and the broker thinks there’ll be further downgrades
to consensus expectations. Nevertheless, Credit
Suisse thinks the valuation is finally starting to take
these risks into account. The rating is upgraded to
Neutral from Underperform on the back of share price
weakness.
OZ Minerals (OZL) was upgraded to Buy from Sell by
Citi.Prominent Hill has seen a 12% depletion in
contained copper, the broker notes. Inventory is
nevertheless supportive of OZ Minerals’ strategic
plans, and the new mine plan is largely in line with the
broker’s expectations. While the Malu extension
offers slim margins, it will extend the life of the Hill to
2024, and costs should also decline. After the fall in
the share price, OZL now offers compelling value,
despite a weak outlook for copper.
In the not-so-good books

Cabcharge Australia (CAB) was upgraded to
Outperform from Neutral by CIMB Securities. The
company has faced numerous headwinds for the past

Ampella Mining (AMX) was downgraded to Neutral
from Outperform by Credit Suisse. Ampella and
Centamin have entered into a merger deal whereby
Ampella shareholders will receive one Centamin
share for every five Ampella shares they own. Credit
Suisse observes that, while the resource was
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metallurgically challenging and not commercially
mineable at this stage, the transaction’s pricing sets
an unfortunate precedent for valuing other juniors.
The broker does not have a view on Centamin so
downgrades the rating to Neutral from Outperform.

Mount Gibson Iron (MGX) was downgraded to
Underperform from Neutral. Mt Gibson will buy
Gindalbie’s (GBG) Shine hematite prospect for $12
million plus royalties. The broker finds Shine is a little
further from the rail sidings than it would have liked
but is a reasonably advanced project. It’s small, has
a short mine life and can’t support much capex, but
it’s cheap, in Credit Suisse’s opinion. The broker
has updated the iron ore price as well as adding
Shine to the model. Mount Gibson has three iron ore
mines with limited lives and, despite the cash
backing, Credit Suisse is wary of acquisition risk,
given the company’s plans to buy substantial coal or
iron ore projects.
Qantas Airways (QAN) was downgraded to Neutral
from Buy by Citi. The first half loss has revealed the
ongoing stresses of weak demand and heightened
competition for Qantas. While there are parts of the
business which hold significant value, there has to be
a plan to unlock value. Without such a plan the
market will not be inclined to attribute fair value to
these businesses.
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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Investing for your kids or grandchildren – part 3
by Paul Rickard
In the lead up to Christmas, we have been looking at
how you can invest on behalf of your kids or
grandchildren. Back in November, we considered a
case study, and then two weeks ago, I reviewed how
to invest in shares directly and the relevant tax issues
for minors.
In the third and final part of this series, we look at an
indirect investment option through insurance bonds –
a tax paid investment that is arguably well suited for
this purpose. Issued by life insurance companies,
‘insurance bonds’ are also marketed as ‘investment
bonds’ or ‘investment growth bonds’.
What is an insurance/investment bond?
Insurance bonds are long-term investment vehicles
that offer tax efficiency for some investors. While
technically incorporating a life insurance element,
they are tax-paid investments that focus on wealth
creation by investing in a single asset (e.g.
‘Australian shares’) or multiple asset classes (e.g.
‘balanced’).
Insurance bonds are designed to be held for at least
10 years. The issuer of the bond pays tax on the
earnings of the underlying investments at the
corporate tax rate of 30%, which, under a special tax
rule, means that the investor does not need to include
any investment earnings in his or her tax return. After
10 years, the investor can redeem the insurance
bond and won’t be liable for any capital gains tax.
If the investor chooses to redeem the insurance bond
before 10 years, he or she is required to pay tax on
the earnings of the bond at their marginal tax rate,
less a tax offset of 30% to reflect the tax the issuer
has already paid. If the bond is redeemed during the
ninth or tenth year, transitional provisions apply.

makes them more attractive as savings vehicles.
Under this rule, investors can make additional
contributions up to 12% of the previous year’s
contribution, with the benefit of these contributions
being treated as if they were invested at the same
time as the original investment. For example, if you
invested $1,000 to start an insurance bond, you could
invest a further $1,250 in year two and a further
$1,562.50 in year three and have, for tax purposes,
the same 10-year term expiry being the tenth
anniversary of the original $1,000.
How do they work for kids or grandchildren?
If the child is 10 years or over, then with parental
consent, the investment can be made directly in the
child’s name. The minimum investment for some
insurance bonds is as little as $500.
Most insurance bonds also include a ‘child
advancement policy’. Under this feature, the
investment is initially made in your name and at a
certain nominated time (known as the ‘vesting age’),
the bond is automatically transferred to the child.
Vesting does not trigger any tax consequences, and
there are usually no fees or charges. The child must
initially be under 16 at the time the policy is taken out,
and the vesting age can be any age from 10 years to
25 years.
Who issues them?
Insurance bonds are issued by Australian Prudential
Regulation Authority (APRA) regulated life insurance
companies. Three of the major issuers and details of
their bonds are detailed below:

One additional rule (known as the ‘125%’ rule)
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Pros and cons
As they are tax paid investments, and you can invest
in relatively small starting amounts, they are pretty
attractive vehicles for investing for your kids or
grandchildren. There are no issues with the minor’s
‘unearned income’ tax and in many cases, the tax
paid rate of 30% on an insurance bond, is going to be
more tax effective than the minor’s tax rate of 45%.
The 10-year investment time frame (minimum) will
probably not be an issue for most parents or
grandparents considering this alternative. The two
downsides are the insurer’s management fee (these
range from 1.0% per annum to 1.5% per annum), and
unlike direct shares, an indirect investment like an
insurance bond may not be as effective in helping to
cultivate and develop an interest by your child or
grandchild in investing.
Bottom line
If selecting an insurance bond, look at a ‘growth’
oriented option, such as ‘Australian shares’ or
‘growth’ – 10 years is a long time. Management fees
matter – and as it is impossible to predict who is
going to be the best performing manager over this
period, apart from any other considerations such as
the minimum investment size, go for the issuer with
the lowest fee.
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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Property – what the market did
by Penny Pryor
Auctions continued with gusto on the weekend, but as
the table below of capital city auction statistics shows
(graph 1), the activity is still concentrated in the two
major East Coast capitals. In total, there were 3,507
auctions held over the week in capital city markets,
up from 3,213 the previous week, according to RP
Data. The preliminary combined capital city auction
clearance rate increased from 64.5% to 67.2%.

but it’s not the only one, and it’s important to
remember that 85% of dwelling sales across the
country are through private treaty sales. The table
below (table 2) highlights the number of properties
that are sold via private treaty over the most recent
four week period and records robust numbers for
Brisbane, Perth and Adelaide that are not apparent in
the auction clearance statistics.

Graph 1: Weekly clearance rate, combined capital
cities

Table 2: Capital city private treaty median prices
.

Source: RP Data
Adelaide is recording the next most robust auction
clearance rate at 67.4% but it, like the rest of the
capital cities, has relatively low auction activity (see
table 1 below).
Table 1: Capital city auction statistics

Source: RP Data
Last week, prices in Sydney went back slightly by
0.3% but over the month they are still up and are
recording year-to-date value increases of over 14%,
The next closest city – Melbourne – is only rising at
half that rate (see table 3 below).
Table 3: Capital city home value changes

Source: RP Data
Auction activity is one indication of property activity,

Source: RP Data
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Did you know
Want to know what the experts think about the Holden decision to go? Watch my interview with Saul Eslake,
chief economist, Australia at the Bank of America Merrill Lynch, on Sky TV here.
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