Issue 258, 3 February 2014

Hold on tight
It's earnings season in the US and that has been driving markets, but so too has the beginning of the
end of QE - ie tapering. Our local market will continue to be driven by the US - and that direction is
most likely to be down for the short-term.
But I'm not too worried, and I still think it's the correction we have to have. I'm buying too. Check out
my article below for why I'm not selling banks and our new column called Shortlisted to find out what I
bought last week. Paul Rickard has Woolworths on his shortlist and Montgomery Investment's David
Buckland has his eye on CSL.
Also in the Switzer Super Report today, we have our January update for the Switzer Super Report
portfolios and a new Jargon Buster where we explain some technical concepts that you might not be
familiar with, or perhaps just need a reminder about.
Sincerely,

Peter Switzer
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Why it’s still ok to hold banks
by Peter Switzer
As a feedback freak – I don’t think you get better
unless you listen to objective and subjective feedback
– there are two issues I want to talk about that
explains why I will buy banks this year. And it’s all
related to why I have said I think the S&P/ASX 200
index will go to 6,000 in 2014.
This 6000 call was never meant to be a precise call,
but is an indication that I think stocks will head up this
year. Picking an index’s exact finish is a mug’s
game, as Matt Williams of Perpetual once admitted to
me on my TV show. Professor Ron Bewley, who is a
regular contributor to the Switzer Super Report says
6,000 looks too hard given the start in January and
has it at 5,850, which I’d be happy with and so would
most of my subscribers.
The point of it all
And that’s the point – I only tip a number so as to
give some reference to my level of bullishness, which
I think is even more relevant when volatility is making
many of us nervous. Not so me, as I am looking for
companies I like at lower prices, and that’s where my
bank story comes in.

capital going up and down, provided their dividend
flow is relatively maintained, then why wouldn’t you
stay long banks?
He conceded under those circumstances holding
banks makes sense. These sorts of people would buy
more banks at lower prices and especially so if the
falls were big and that’s because they are really
playing a dividend game.
Play the game
In a way, share playing can become like playing
property. If you owned Gold Coast or Palm Beach
property, your resale values of these properties could
have fallen 30% over the GFC. However, provided
you still got the same holiday rental income, or even a
little less than absolute boom times, then the fact the
property would sell for less, would only be an issue if
you had to sell!
From where we are now, the S&P/ASX 200 has to go
up close to 20% for my 6000 call to come true but I’d
be happy with 10% plus, say 5%, for dividends,
without grossing up.

Last week I interviewed Tim Samway, the managing
director of Hyperion Asset Management on my Sky
News Business program. This has been a
good-performing fund, historically, and he said his
fund only had an exposure to the banks of 4%!

So, lets say the banks have a sub-index year and rise
3% from the dips we see now and later, then with
dividends it’s 7-8% plus grossing up. You still could
get 10% with some of the best banking names in the
world!

They once held above 20% in the banks and have
cashed out to buy other stocks. When questioned
why, he explained that the banks were fully valued, or
words to that effect, but I pressed him.

I know there will be better buys this year but they
might not be stocks you will want to have in a crash,
because not only will the share price fall by more than
the banks, so will the dividends.

If you bought the banks at good prices and are still
receiving a very healthy dividend, why would you sell
them? Tim said they could see their capital shrink in
the future, but I then said if they can tolerate their

If you’ve never done this go to this page and see
what CBA’s dividend has done since 1991. When
you express these dividends as a chart, it’s an
upward-sloping line at about 45 degrees, while the
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line for term deposits looks like a flat line around 5%!
Follow the leader and buying opportunities
Right now our market is playing follow the leader with
Wall Street, which has had a huge year last year and
an overdue correction is meeting tapering, emerging
economies’ crises and good earnings news but with
average guidance statements. And China’s soft
patch is not making matters great, but it is creating a
healthy pullback and a buying opportunity for those
who believe this bull market has a few years to run.
Macquarie’s economics and investment research
team told me, and I told you, that they expected the
economy and stocks to be in a slow grind up
situation. I reckon they are right and I expect this year
to be a volatile year but with an upward trend.
I expect that trend to bend up even steeper when the
current bad news is swamped by a run of much better
news, which should come from the improving
economic outlook that both the IMF and the World
Bank have tipped.
For the naysayers, in the 17 times that the S&P 500
was up over 20% in one year, the index failed to go
up in the ensuing year only three times.
If the global economy was looking sick I’d be punting
on a bad year ahead, especially with the Dow down
5% in January, but I am sticking with the optimists
who are buying on the dips.
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.
Follower Peter on Twitter.

03

Switzer Super Report portfolios slightly outperform
index in January
by Paul Rickard
The purpose of these portfolios is to demonstrate an
approach to portfolio construction. As the rule sets
applied are of critical importance, we have also
provided a quick recap on these.
Portfolio recap
In January, we made some adjustments to our
Australian share ‘Income Portfolio’ and ‘Growth
Oriented Portfolio’.

Performance
The income-oriented portfolio to 31 January is down
by 2.69% and the growth oriented portfolio is down by
2.96% (see tables at the end). Compared to the
benchmark S&P/ASX 200 Accumulation Index (which
adds back income from dividends), the income
portfolio has outperformed the index by 0.3% and the
growth oriented portfolio has outperformed by 0.1%.

To construct the income portfolio, the processes we
applied included:
Using a ‘top down approach’ and introducing
biases that favour lower PE, higher yielding
industry 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 it 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.
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
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).

Banks drag the market down in January

Banks continued to lose favour in January, with the
financials sector down 4.7% during the month. With a
weighting in the index of 37.3%, this sector accounted
for more than half of the S&P/ASX 200’s fall of 3.0%.
Consumer discretionary, the market darling in 2013,
also suffered as concerns emerged about the
strength of the retailing sector following a couple of
profit downgrades.
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On the positive side, health, property trust and utilities
sectors rose in January. The laggards in 2013, the
small rise in property trusts and utilities, reflects a
market re-assessment that these sectors are
relatively cheap.

that we feel have the best medium term growth
prospects. The growth oriented portfolio is overweight
health care, consumer discretionary and industrials;
underweight financials and property; and largely
indexweight the other sectors.

Income portfolio

Critically, we have biased the stock selection to
companies which will benefit from a falling Australian
dollar – either because they earn a major share of
their revenue offshore, and/or report their earnings in
USD – such as CSL, Amcor, Brambles,
Computershare, BHP and Rio.

The income portfolio is overweight financials,
consumer staples, utilities and telecommunications;
underweight materials and consumer discretionary;
and broadly index-weight the other sectors. It
includes an allocation to property trusts (REITs),
which although not particularly tax effective as an
investment to SMSFs, underperformed in 2013 and
now look reasonable value. We have also taken a
little more exposure to the “cyclicals” through the
selection of stocks from the industrial sector.
With these sector allocations, we would expect this
portfolio to moderately underperform relative to the
benchmark price index in a strong bull market, and
moderately outperform in a bear market.
The income portfolio is forecast to generate a yield of
5.01% in 2014, franked to 90.4%.

Other biases include Woolworths over Wesfarmers;
CBA and Westpac over ANZ and to a lesser extent
NAB; and the selection of Crown and JB Hi-Fi.
Although it was our worst performing stock in
January, we still feel that JB Hi-Fi is the pick of the
specialty retailers and over the course of 2014,
improving domestic economic conditions and
consumer sentiment should assist this sector.
Our growth-oriented portfolio per $100,000 invested
(using prices as at the close of business on 31
January 2014) is as follows:

Our income-biased portfolio per $100,000 invested
(using prices as at the close of business on 31
January 2014) is as follows:

Growth portfolio
Follow Paul on Twitter.
Similar to our approach to the income portfolio, we
applied a ‘top down’ approach to the industry
sectors and introduced biases that favour the sectors
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Auction numbers are low but clearance rates
remain high
by Brittany Ruppert
It was a quiet week on the auctions front with only
453 auctions held across Australian capital cities,
compared to 3,400 auctions in the first week of
December. However this was to be expected as part
of the seasonal slowdown, and is higher than total
auction volumes (413) at the same time last year.

Home values remained strong, with combined
average values for Sydney, Melbourne, Brisbane,
Adelaide and Perth increasing slightly by 0.2% over
the week. This reflects an annual change of 10.1%.
Again, Melbourne homes sat at the top of the ladder
with a 0.4% increase in value. However, annual
changes to Sydney home values remain the highest,
with a 13.5% jump in value over the year.

Source: RP Dismark
Despite the reducing auction volumes, clearance
rates remained high with the weighted average
auction clearance rate for the capitals cities combined
sitting at 63.3% – compared to 54.8% last year.
According to RP Dismark data, Melbourne led the
pack with a clearance rate of 78.3% on 105 auctions,
with Sydney closely tailing at 76.5%. Meanwhile,
Perth lagged behind with a clearance rate of just
33.3%. While still strong, clearance rates have come
down from their peak in August.

Source: RP Dismark
According to RP Dismark, auction numbers are
expected to rise in coming weeks.
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.

Source: RP Dismark
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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
The underlying message this week is clear: while the
share market as a whole is finding the going tough
since the calendar moved into 2014, securities
analysts are seeing better value and expectations are
skewed towards a more positive outcome for
shareholders’ profits this year.

AGL is now the front-runner to acquire Macquarie
Generation over ERM Power (EPW) now the Chinese
consortium has pulled out, according to Macquarie. If
not successful, Delta Coastal is another opportunity,
which should ensure market position. Ahead of the
Feb result, the broker has upgraded to Outperform.

All of this still has to be confirmed during the February
reporting season, of course, and the number of local
profit report releases will start ramping up from this
week onwards. There doesn’t seem to be a clear
trend in broker responses at this stage, other than
that resources companies are enjoying positive
momentum, as are companies in the building
materials sector.

Fortescue Metals (FMG) was upgraded to Buy from
Neutral by Citi. The December quarter was below the
broker’s estimates because of cyclone activity, but
costs were better than expected and, combined with
the Australian dollar depreciation, that has driven
earnings upgrades.

In the good books
AGL Energy (AGK) was upgraded to Outperform from
Neutral by Macquarie.

Insurance Australia (IAG) was upgraded to Neutral
from Sell by UBS. UBS has updated forecasts
following the lifting of research restrictions. The
broker estimates the proposed transaction with
Wesfarmers (WES) to be neutral for FY15 earnings
and boost FY16 by 6.3%.A refund is required to be
paid to customers for not passing on full benefit of
lower premiums from 1 July 2013. UBS believes the
issue must be dealt with carefully in an environment
where growth is slowing and market share needs to
be protected.
Origin Energy (ORG) was upgraded to Overweight
from Neutral by JP Morgan. Origin’s earnings are
expected to recover through FY15 and FY16 while
fears surrounding APLNG’s capital requirements
have diminished, according to JP Morgan. The broker
has re-set timing to capture first gas in late 2015.
Regis Resources (RRL) was upgraded to Buy from
Neutral by UBS. Despite the company lowering the
life of mine production profile at Garden Well, the
broker’s valuation for the company has increased
because of the recent lift to long-term gold price
assumptions. Regis remains one of the lowest cost
producers in the Australian gold sector. UBS believes
the company has the ability to maintain a healthy
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dividend stream.
Western Areas (WSA) was upgraded to Buy from
Neutral by UBS. December quarter production of
contained nickel was down 3% but ahead of the
broker’s forecasts. The company expects to update
guidance at the half-year result. UBS has raised the
2014 nickel price forecast, but lowered the 2015 and
2016 price forecasts. Offsetting some of this decline
is an average 3% reduction to the Australian dollar for
2014-2015.
In the not-so-good books

performance of Bauer but thinks the share price
adequately captures the upside. Hence, after a 21%
rally over the past three months, the rating is
downgraded to Neutral from Buy.
Treasury Wine Estates (TWE) was downgraded to
Neutral from Outperform by Macquarie. Treasury
Wine has cut its FY14 guidance by 17% based on
weaker sales in Australia and a slowdown in China
and the broker does not see conditions improving in
the near term. Macquarie has also replaced its TWE
analyst, pulling its rating back to Neutral pending a
full review of the numbers.

AGL Energy (AGK) was downgraded to Neutral from
Overweight by JP Morgan. At the right price,
acquisition of MacGen, or part thereof, should enable
AGL to strike a balance between the drag on
near-term earnings and longer-term value creation, in
the broker’s opinion. In the meantime, the focus is on
the falling away of the Loy Yang A compensation.
The broker envisages gas sales are unlikely to bridge
the gap from falling compensation.

Drillsearch Energy (DLS) was downgraded to Neutral
from Overweight by JP Morgan and to Neutral from
Buy by UBS. Drillsearch has increased production
guidance by 30% and now beat expectations over
two strong quarters. JP Morgan continues to like the
strategy and asset mix but believes there are better
options on a valuation basis, such as Senex Energy
(SXY). December quarter production was 30% ahead
of UBS estimates, driving a 28% rise in sales
revenue, quarter on quarter. The company has
increased production guidance but UBS was
surprised at the size of the increase. A reserves
upgrade is expected to follow. The broker likes the

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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Shortlisted
by Penny Pryor
Woolworths (WOW)
Switzer Super Report director Paul Rickard likes
Woolworths (WOW) and is looking to buy in dips. “I
feel it is a really low risk investment – almost an
annuity style investment – yielding around 4.1% per
annum fully franked. On a relative pricing basis, I
prefer WOW to Wesfarmers, and sense the sales
momentum in the “supermarket wars” is shifting
back to WOW.
Speaking last week on the Sky News Switzer TV
show, David Buckland from Montgomery Investments
also liked Woolworths. “We think the intrinsic value is
about 10% higher than the current share price,” he
said.
Commonwealth Bank (CBA)
The bank is due to report on Wed 12th Feb.
Sentiment has turned a little negative on the banks
but Rickard says don’t be surprised if this turns
around following a strong report.

Simon Bond’s research found that it is paying a
dividend of around 7%, which prompted an addition to
the Switzer family SMSF.
CSL (CSL)
This is a company that is also on the Montgomery list.
Buckland says that CSL’s intrinsic value is 10%
higher than its share price. “We think it’s worth
approximately $77, the share price is approximately
$70. So again it’s a very very high quality business,”
he said.
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.
Follow Penny on Twitter.

“Low bad debts, cost cutting and a tick up in revenue
(credit growth is on the up) all point to this number
coming in at the higher end of expectations. Buy in
dips.”
LogiCamms (LCM)
Peter Switzer likes LogiCamms. Two people on his
show mentioned it – Bell Direct’s Julia Lee and
Morgan’s broker Simon Bond. Montgomery’s
Buckland also liked the company and thinks it’s
worth somewhere between $1.80 and $2 (currently
trading around $1.36).
“Just remember it’s about $96 million cap. So it is a
small cap. It is quite thinly traded, but a very well run
small business,” Buckland said.
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How will pub law changes hit shares?
by James Dunn
Legislative risk is one of the lesser-known risks that
investors face, but they should certainly be aware of it
after the 2013 experience of salary packaging,
novated leasing provider and fleet management
services group McMillan Shakespeare (MMS).

proposals for 1.30 am lockouts and 3am “last drinks”
at bars and clubs across an expanded precinct in the
Sydney city centre; a freeze on new liquor licences in
New South Wales; and the closure of bottle shops in
the state at 10:00 pm.

The risks of the unknown unknowns

There are several companies on the stock market
exposed to the proposed rules as they stand, and
even more exposed if they were emulated by other
states.

In July last year, the Rudd government announced
proposed changes to fringe benefit tax (FBT) laws,
under which McMillan Shakespeare stood to lose
more than 30%–40% of its earnings. MMS lost 55%
of its market capitalisation on the news.
Not even a change of government and the
subsequent reinstatement of the “statutory” FBT
calculation method was able to restore fully the lost
value.
What most angered McMillan Shakespeare and its
fellow car-leasing companies was the lack of
consultation – the change was sprung on the industry
by the government, out of the blue. Hence the
dramatic share price fall.
Investors must always be wary of the potential impact
on their portfolios of legislative risk. All sectors of the
market have this risk: McMillan Shakespeare and the
miners under the ‘super-profit’ tax proposals of the
Rudd and Gillard governments have been the
highest-profile situations, but it can pop up anywhere
at any time.
The latest example of potential legislative risk is a
range of measures announced in January by the New
South Wales government aimed at decreasing
drunken assaults, following a spate of violent
incidents on the streets of Sydney.
Amid the package of new offences, sentencing
changes and increased police powers were:

Bottleshop exposure
Take bottleshops, for example. Woolworths Limited
(WOW) owns the BWS and Dan Murphy’s chains
and the Woolworths Liquor stores attached to
supermarkets. Woolworths is Australia’s largest
packaged liquor retailer. It has about 1,250 outlets
with more than 350 bottle shops in New South Wales
alone.
Coles, owned by Wesfarmers Limited (WES),
operates Liquorland, Vintage Cellars and 1st Choice
Liquor – with about 785 stores. Woolworths is a
bigger player than Coles: analysts say Woolworths
generates about twice the liquor revenue of Coles.
Woolworths makes liquor sales of $7.1 billion a year.
That is about 18% of the company’s supermarket
sales, and about 12% of group sales revenue. Coles
does not disclose its liquor sales, but analysts reckon
it is about half of Woolworths’ exposure.
Closing bottle shops at 10pm would cause some loss
of revenue, but it is very difficult to estimate. One
analyst SSR spoke to said that opening times are not
uniform: some outlets are currently open after 10pm,
and some are not. In the case of Woolworths, said
the analyst, how many people buy their liquor
requirements earlier – or in bulk – at Dan Murphy’s,
as opposed to waiting to buy it after 10 pm at BWS?
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Given that many will choose the latter course, it’s
likely that the O’Farrell laws – even if rolled out
nationally – would only curtail a relatively small
percentage of sales. My analyst contact estimated it
at 2%.
Pubs and clubs
These companies are also exposed to pubs: Coles
owns 93 hotels, while Woolworths is a 75%
shareholder in the Australian Leisure and Hospitality
Group Limited (ALH), which operates 294 hotels in
Australia. About 90 of those pubs are owned
by Australia Leisure and Entertainment (ALE)
Property Group (ASX code: LEP), which is
Australia’s largest listed freehold owner of pubs and
bottleshops (20 of its pubs also have a Dan Murphy’s
outlet attached).
LEP has been a solid performer, earning a total return
(including dividends) of 28.7% in the last 12 months;
24% a year over three years; and 19.4% a year over
five years. In 2013, Property Investment Research
(PIR) named LEP its 2013 A-REIT (Australian real
estate investment trust) of the year.

Lantern has not been a good investment. The stock
has returned minus 11.4% in the past 12 months,
minus 16.1% a year over three years, and minus
21.4% a year over five years.
The ASX’s other pub investment, the REIT Hotel
Property Investments (HPI), is a landlord, with a
freehold portfolio of 41 pubs and seven detached
bottleshops – these are leased to Coles, owned by
Wesfarmers (WES) – and a handful of specialty
stores. The bulk of the assets are in Queensland with
the rest in South Australia. Since listing in December
2013, HPI has not set the market on fire: it is currently
trading at $2.04, compared to its $2.10 listing price.
So while there may be legislative risk in some of
these investments, the normal stock and business
risk can overwhelm it.
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.

As a way of investing in the pub industry, LEP
certainly has appeal – and only 10 of its pubs are
located in New South Wales, and none in the CBD.
The stock pays a healthy 5.8% yield, with 5.8%
forecast in FY15. But currently, the consensus
analysts’ price target suggests LEP is over-valued,
with the price, at $2.82, sitting 16% above the
consensus target, at $2.36.
However, since listing in 2003, ALE has provided a
compound annual total return of almost 22% a year:
that is not going to be greatly affected if New South
Wales bottleshops are forced to close at 10pm.
A far more New South Wales-centric pub exposure is
Lantern Hotel Group (LTN), which operates a
portfolio of 11 hotels, 10 in New South Wales and one
in Cairns, Queensland. Established as part of the
restructure of the IEF Real Estate Entertainment
Group, Lantern was originally a passive investor in
freehold entertainment venues, but was restructured
during 2012 to move to an integrated operating model
– it owns the land and buildings, holds the licences
and operates the hotels.
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ETFs offer unique benefits to SMSFs
by Barrie Dunstan
Australian SMSF trustees finally discovered global
shares in 2013 and appeared to seize on exchange
traded funds (ETFs) as an efficient, economical way
of investing in overseas equities.
The rush offshore helped produce a 54% rise in total
ETF assets to $10 billion in the year, with forecasts –
by Morningstar and the major ETF providers – that
assets invested in these products can continue rising
this year. The much larger managed funds market
had to be content with a slower percentage rise
(although the dollar amounts flowing into managed
funds still dwarf ETFs, the relative newcomer).
The flavour of the year
In the space of a year, half the annual dollar inflow (or
more than $1.2 billion) was channeled into global
ETFs, to bring overseas equity ETF assets to $3.2
billion, against $3.7 billion in local equities.
Self-directed investors, including SMSFs, are now
locking onto low cost ETFs. While active managed
funds via a planner or platform still cost 1% to 2%, the
four largest ETFs charge between 0.07% and 0.29%.
And, as ETFs continue to amass more funds, those
costs could fall further. The iShares S&P 500 index
funds (IVV) charges only 0.07% thanks to being
cross-listed to the US fund with more than $US50
billion of assets.
The biggest local ETF at the end of 2013 by far was
still the broad-based State Street ETF, SPDR (STW)
based on the local S&P/ASX 200 index with $2.2
billion of assets. The Blackrock iShares IVV was in
second place with $1 billion of assets, the iShares
global 100 (IOO) with $0.54 billion was in third place
with the Vanguard Australian shares ETF (VAS)
fourth with $0.52 billion of assets.
While broad-based local and overseas equity ETFs

dominate the top listings, providers are still adding to
their range. There are now more than 90 ETFs on
offer. And the industry is confident of further strong
growth: Morningstar says BetaShares is tipping
growth of the current $10 billion to $13 to $15 billion
this year, while SPDR is predicting assets could
reach $13 billion.
A tailored approach
The Morningstar annual data shows that investors are
using ETFs for specialised sector investments, as
well as a way of getting broad sector coverage. The
Physical Gold ETF (GOLD) is still the fifth largest
local fund with $442 million of assets, although the
total funds flow for 2013 shows a significant asset
outflow from all commodity ETFs in the year.
ETFs also now offer targeted sectors, such as
emerging markets and specific global sectors, such
as health care and consumer staples. In addition,
there is demand for ETFs offering high yield:
Vanguard’s Australian share high yield fund (VHY),
BetaShares high interest cash ETF (AAA) and
Russell’s High Dividend ETF (RDV) are all in the top
dozen funds by asset size.
Compared with a few years ago, when it was
estimated that about 20% of ETF assets were held by
SMSFs, the percentage may have risen to more than
33% of ETF assets in 2013, according to estimates
by various providers.
While some investors argue that more volatile
markets might mean actively managed funds might
be a better bet than index-tracking ETFs, it is
becoming clear that investors are using ETFs both to
get their “core” exposure to markets as well as
getting specific investment in “satellite” sectors.
Low-fee ETFs have been slow to grow in an
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Australian market where the market traditionally has
been adviser driven. Estimates vary, but recent
surveys suggest between one-half to two-thirds of
SMSFs don’t have a specialist financial adviser. This
may lead to a new era in investments, as the
booming SMSFs have proved to be early adopters of
ETFs and changes to FOFA regulations emphasise
costs.
In uncertain times, neither active nor passive
investment approaches offer the complete solution.
But, in a period of low overall returns, it always makes
sense for SMSF trustees to seek the lowest cost
investments.
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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Jargon buster - what is the accumulation index?
The most common index used to measure the value of shares is a price index, such as the S&P/ASX 200 or the
All Ordinaries. However, when looking at the total return from investing in shares, we should also take into
account dividends. After all, price growth is not the only return we receive on share market investments.
Enter the accumulation index.
The All Ordinaries Accumulation index currently sits at around 43,000 - significantly higher than the more
popularly used All Ordinaries Index - because it takes into account the dividends paid by companies to their
shareholders and assumes that these dividends are reinvested.
It is interesting to note that when the accumulation index was first established on 31 December 1979, it had a
base level of 1,000. This means that since inception, the index has increased 43 fold, highlighting the enormous
value of dividends paid by companies over time.
In contrast, the All Ords index has increased over the same period from a starting level of 500 to approximately
5,200 - a (mere) 10-fold increase.
One of the main reasons SMSF trustees invest in shares is to gain income from dividends. So while the price
index may be useful for tracking day-to-day price movements in the stock market, the accumulation index
arguably provides a better overall indication of the investment return. For instance, accounting for dividend
payments can increase a share portfolio's total returns by around 5% pa.
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