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A change in direction
This week I am in France but I am watching the market like a Labrador eyeing off a croissant. Europe
is a great place to be at the moment. I can eye off first hand these markets and I'm in a similar time
zone as the US. Of course I'm waking up in the middle of the night to get the latest news on Australia
too.
And the more I see, the more I think we're in for a slow grind higher and any correction, if it comes at
all, is going to be minimal. Today we have small-cap guru fund managers Eley Griffiths Group
explaining why they have just initiated a position in the National Storage REIT in Shortlisted, and in
Buy, Sell, Hold - what the brokers say, we have upgrades for BT Investment Management and
Platinum Asset Management.
In a very special My SMSF, Switzer Super Report director Paul Rickard explains what he is doing with
his fund as we draw closer to the end of financial year.
Sincerely,

Peter Switzer
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Have we reached a D-Day turning point for stocks?
by Peter Switzer
We lived through big events last week and I will
remember it as D-week. Economically two big D’s
delivered, like the Allied Forces did in 1944. One was
a Decision and the other a Data release — and
possibly significantly, they happened in the week
when we commemorated the 70th year since D-Day.
I don’t want to get this out of perspective – the
Normandy Landings on D-Day involved over 130,000
Allied forces on a mission to rescue Europe from the
Nazis and some 4,400 of the Allied troops, 2,000
French citizens and 5,000 German forces died.
But it was a decisive event that turned around a trend
and that’s the link that’s relevant to us, as last
week’s developments could be decisive for the
course of stocks.

And last week reinforced their optimism.
The Yanks’ job report was a ripper with 217,000
positions created, beating expectations. Now the
country has passed the peak of job creation recorded
in January 2008 of 134.8 million. The UK newspaper
FT called it “a significant moment in the US’s
recovery from the Great Recession.”
Sure they need to create even more jobs, as there
have been millions more join the workforce, but these
very headlines such as FT’s “US jobs market tops
pre-crisis peak” all help to add to the positive
momentum that is building for the world’s biggest
economy.

You see, a lot of negativity has been building with
doubts about the US recovery, concerns over Europe
and the European Central Bank’s response to a
threat of deflation, and there are also those out there
telling us that China will grow at a 5-6% pace rather
than the 7.5% rate projected by the Chinese
leadership.
If all of these things came true, then stock valuations
would be recalculated and that overdue correction
would result and the drop could be closer to 20% than
10%.
Saved by the dip buyers
Right now, markets have defied correction forecasts
by doomsday merchants and respected market
commentators alike that a crash or significant
correction is coming. That’s because any decent
sell-off is countered by dip-buyers who believe in the
overall comeback story for China, the USA and
Europe.
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Meanwhile in Europe, the ECB’s leader, Mario
Draghi was sounding Churchillian, if an Italian can
ever sound so, when he concluded his work of last
Thursday, telling all: “We are not finished here”,
which bordered on Schwarzenegger’s “I’ll be back!”
It was a historic meeting of the ECB, with the official
interest rate cut from 0.25% to 0.15%, but it also
introduced the first ever move to a negative rate of
interest for any bank that deposits money with the
ECB. Effectively, banks will be punished for doing so
and Draghi wants small business to start seeing
European banks lending to the sector again. That’s
why he launched a 400 billion euros plan called a
‘TLTRO’ or ‘targeted long-term refinancing
operations’.

Throw in the changed attitudes of the likes of
PIMCO’s Bill Gross, GMO’s Jeremy Grantham and
Appaloosa Management’s David Tepper, it keeps me
certain that being long stocks is the right strategy. I
know I have expected a small sell-off, and I still do,
but with all of this good news around and the ECB
taking significant steps to keep the economic show on
the road, it all augurs well for stock price rises.
In fact, I expect them to “grind higher”, which implies
less big rises but a longer time where we can be
optimistic about economic growth, profits and then
share prices. I know the link between growth and
share prices is not straightforward but I prefer growth
over slowdowns and recessions any day, when I am
in a stock-positive frame of mind.

Banks will get this cheap money as long as it goes to
small enterprises and it comes at a time when
surveys show there is actually a rising demand for
loans from business. That’s a nice omen in a good
week for omens.

I’d like to finish with something Churchillian to
castigate the negative nervous Nellies out there, such
as “we will beat them in the economies, in the
corridors of policy power and in the stock markets…”
but that would be going too far, even for me!

So this is another shot in the dark by the ECB to
hopefully restart the recovery and to try to beat the
threat of deflation. Draghi became famous for his
“whatever it takes” promise and he still has another
shot in the locker called Quantitative Easing or QE,
which has certainly helped the USA recover but it
does take time and this is why I am confident about
stocks going forward.

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.

After the ECB decision, Spain’s 10-year government
bond yield dropped to a record low of 2.65% and
given that this was a once PIIGS basket case
economy, which was paying double digit rates for
money at the height of the GFC, it says the spook
factor in bond markets is low. And that makes me
think we stock optimists, or bulls, have time on our
side.
Changed minds
Adding to the positivity was a good trade number for
China over the weekend, though the GDP increase
was down slightly to 7.4% after a 7.7% read in
previous quarter. China remains a wait-and-see
proposition but manufacturing has been rising. My
China experts say “don’t worry” about a slowing
China as it is a bigger economy and lower growth
rates are to be expected.
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My ‘End of Year’ SMSF
by Paul Rickard
Whenever I talk to investors about the end of the
financial year, the first question asked is usually along
the lines of “well, what are you doing?” So, I thought
I would outline what I plan to do with my SMSF in the
lead up to 30 June.
I have to admit that sometimes, there can be a bit of a
gap between the “planning” and “doing” parts –
however hopefully, I will be disciplined enough to see
it through. Before I get to the plan, a brief overview of
my (I should say “our”) SMSF;
Our SMSF
We have four members – my wife, two of my adult
children (both university students) and yours truly.
Structurally, we have a company that acts as the
trustee of the fund. While it is a collaborative effort, I
do most of the hard work – the investment,
accounting and the administration – and don’t
access any assistance as I like to “keep my eye in”.
In terms of investment, I would describe our profile as
somewhere between ‘balanced’ and ‘growth’, with
the following asset allocation:
Australian shares 52%
Overseas shares 2%
Property 10%
Hybrids and fixed interest 29%
Cash and term deposits 7%
Get our contributions right
Our first step is to make sure that both my wife and I
are maximising our concessional contributions up to
the cap – no more, and not much less. At our ages,
our concessional caps are $25,000 each – so I check

the contributions we have made during the year and
arrange to pay the balance from our family company
that will take us close to the $25,000 cap. As the
monies must be in the super fund’s bank account on
or before 30 June, I will make sure we do this well
before 30 June.
Help our kids access the co-contribution
There aren’t too many free handouts from
government and its super co-contribution remains
one of the few that is still available – so it seems silly
not to try to access it. Potentially, the government will
contribute up to $500 if a personal super contribution
of $1,000 is made.
To be eligible, there are two tests. The person’s
taxable income has to be under $33,516 (it starts to
phase out from this level, cutting out completely at
$48,516), and at least 10% of this income must be
earned from an employment source.
As university students, my kids do considerable
part-time work, but don’t go over the income
threshold. I will help facilitate a personal
(non-concessional) contribution of $1,000 prior to 30
June, and following the lodgement of the fund’s
annual return, the ATO will forward a cheque for
$500.
Of course, my kids won’t get to access the personal
contribution and co-contribution amounts for another
40 years or so … however, that doesn’t worry me too
much.
Our investments – rebalancing, and cutting the
“dogs”
Next, to the fund’s investments. Is our allocation to
the asset classes where we want them to be? In the
case of our share portfolio, is the balance across the
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sectors right? Are there any ‘dog stocks’ that we
should liquidate?
On the asset allocation side, we are reasonably
comfortable with the basic mix between growth and
income assets. There will be some cash from the
additional contributions noted above, and with a
maturing term deposit coming up in July, we will
probably re-direct this to increasing our exposure to
offshore equities.
On the sector side for Australian equities, we will
compare our holdings to the ASX 200 sector weights
(as at 6 June). We want our SMSF to be overweight
financials, health care and telecommunications;
broadly index weight on consumer discretionary,
consumer staples, energy, industrials and utilities;
and underweight materials and real estate investment
trusts (REITs). Information technology is just too
small a sector too focus on, and while REITs have
had a great return this year, we prefer to take our
exposure to property through more direct vehicles.

re-balancing are transaction costs (brokerage), and
any taxation impacts. We are not yet in pension
phase, so any profits are potentially subject to capital
gains tax (at an effective rate of 10% on stocks we
have held for more than 12 months), and capital
losses can be used to offset capital gains.
Bottom line this year is that we don’t really need to
do much to re-balance the portfolio.
Finally, any dogs? The hardest part of investing is to
acknowledge a mistake and cut a position. There is
an old adage that goes “your first loss is your best
loss”, and in my experience, this proves right (in
hindsight) at least eight out of 10 times. In our
portfolio, we are sitting on some QBE, which we have
held for some time. We have been “substantiating”
our decision in the expectation that QBE will do better
when the Aussie dollar falls, and/or US interest rates
rise.
Time to admit that this is not likely in the short term
and that QBE is doing nothing – take the hit, and
re-invest in some consumer discretionary stocks
geared to a little more economic upside, probably JB
Hi-Fi.
This is what we are doing with our SMSF for the
EOFY.

Over the year, due to new investments added and
also as a function of relative sector performance, our
weightings have changed. We have broadly
maintained our key exposures in the major sectors
(financials and materials) or where we set out to take
a position away from index (health care and real
estate investment trusts), and become a little
overweight in consumer staples and marginally
underweight consumer discretionary and energy.
None of these sector positions are in themselves that
material or concerning, so they can be addressed in
part when new money is added or stocks are exited.

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.

The other factors we have to weigh up with any
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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
This week we are forced to open our weekly update
with an apology. The stats and tables say FN Arena
registered seven upgrades and seven downgrades
for ratings for individual stocks in the week ending
Friday, June 6. Truth is, however, we registered nine
upgrades outnumbering seven downgrades. Is there
an unknown force in play that wants to prevent us
from publishing some positive news about the share
market?
While changes in ratings are skewed to Buys and
Sells instead of the usual Neutral/Holds this time
around, there doesn’t appear to be a general theme
upon which investors can draw conclusions. The
underlying trends for price targets and earnings
estimates still seem negative, on balance.
In the good books
Amcor (AMC) was upgraded to Neutral from
Underweight by JP Morgan. The broker is upgrading
the recommendation to Neutral from Underweight on
the improved valuation and risk/return, increasingly
confident in the company’s ability to deliver on the
acquisition pipeline and less onerous expectations for
growth and cash flow. Earnings forecasts are
ratcheted down by 0.2% and 2.1% for FY14 and
FY15 respectively.

the regional banks is improving. Earnings forecasts
have been upgraded by 2%, driven by better margin
outcomes.
BT Investment Management (BTT) was upgraded to
Outperform from Neutral by Macquarie, owing to the
recent decline in the stock price amid a valuation
upgrade. BT Investment may be trading at a premium
to its immediate peer group but the broker thinks the
stock should find support under a positive equity
market outlook.
GUD Holdings (GUD) was upgraded to Outperform
from Neutral. Credit Suisse is convinced the company
can turn around and thinks consensus estimates give
GUD little credit for its plans. The broker’s
confidence is underscored by a cost driven strategy
which includes areas where the company has prior
experience.
Platinum Asset Management (PTM) was upgraded to
Outperform from Neutral by Macquarie. The stock
has sold off in recent weeks as a result of the
underperformance of the technology-heavy portfolio.
Performance fees in the second half of FY14 are
expected to be anaemic. Despite this, the broker
considers the stock is attractive at the current
valuation and the fundamentals of fund flows have
improved.
In the not-so-good books

Bendigo & Adelaide Bank (BEN) was upgraded to
Outperform from Neutral by Macquarie, who say that
the stock is cheaper than its peers and the outlook for

Envestra (ENV) was downgraded to Reduce from
Hold by CIMB Securities. Independent directors have
recommended CKI’s all-cash offer at $1.32 a share,
thereby terminating the scheme agreement with APA
(APA). CIMB was not surprised, given the fullness of
the bid, and suspects APA is unlikely to make a
counter bid. The broker recommends taking profits.
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Earnings Forecast

Monadelphous (MND) was downgraded to
Underperform from Neutral by Macquarie. Macquarie
has reviewed the fundamentals underpinning the
stock. The company has had mixed success in the
award of recent work and the potential for large-scale
new contracts in resources and oil and gas appears
limited. The big issue for the broker is FY15. Revenue
is now forecast to decline 10% compared with prior
forecasts of a 5% decline. The broker envisages a
declining earnings outlook for the next few years with
risks to the downside and downgrades the rating to
Underperform from Neutral.
SMS Management (SMX) was downgraded to
Underperform from Neutral by Credit Suisse. The
company’s recent guidance for the second half
earnings to be 5-15% higher than the first half implies
a 30-40% decline in underlying earnings against the
prior comparative half. Hence, Credit Suisse’s FY14
forecasts are downgraded 23%.

FNArena 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 - Eley Griffiths on National Storage
by Ben Griffiths
How long have you held National Storage REIT
(ASX: NSR)?
We have been buying the stock for the past 2
months.
What do you like about it?
National Storage is an owner-operator of self-storage
centres Australia wide. It began operations in 2000
and has 62 storage facilities. Of those 62, 28 are
owned outright, 10 are on long term lease and 24 are
held in a managed fund structure of which National
Storage owns 10%.

as shareholders (managing director, Andrew
Catsoulis owns 5%) and project a clear vision for how
National Storage will exploit this market opportunity.
How is it better than its competitors?
Whilst the product might appear relatively vanilla
across operators, it is worth noting that the bulk of its
‘cottage industry’ competition cannot offer a national
brand with call centre operability and a sophisticated
IT backbone. National Storage are able to offer
Australia-wide choice to the customer base and able
to tweak facility yields, via a dynamic pricing tool, that
permits storage rate movement up/down depending
on available supply.

National Storage (NSR)
National Storage, being ASX-listed, differentiates
itself from its two larger competitors by being able to
make future acquisitions with National Storage scrip
outright or in combination with cash. This might
appeal to potential vendors who are eager to maintain
an exposure to the storage sector. Acquisitive
competitors cannot offer this.
What is your target price?
The storage industry in Australia is a nascent one
and, not surprisingly, remains highly fragmented. The
top three players (Storage King, Kennards and
National Storage) account for 20% of the
marketplace, with the balance comprising a ‘cottage
industry’ of one-site operators. The opportunity for
National Storage to consolidate this landscape should
not be underestimated.
National Storage centres trade at circa 73%
occupancy versus levels in the mid 80% enjoyed in
2007. A big part of the appeal with National Storage
is the ability to, not only acquire small operators, but
also lift storage rates and occupancy levels.
Management are storage industry veterans, aligned

Eley Griffiths Group does not set share price targets.
We strongly believe that both price rises and
occupancy improvements will be a feature of the
model, as will acquisitions, which are expected to
grow in frequency. We foresee the coincidence of
each of these three drivers generating significant
earnings per unit growth and with that substantial
distribution (dividend) growth.
At what point would you sell it?
EGG would look to quit its holding when our
investment process deemed the prospective earnings
per share growth was being priced excessively by the
market. We would be anxious if the RBA altered tack
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and looked to remove its interest rate
accommodation, spelling trouble for yield sensitive
stocks such as those in the REIT sector. We rate a
move to higher interest rates as remote in the near to
medium term.
How much has the stock added to performance?
Minimal at this point since it is a relatively new
addition and our average entry price is only a little
below the current market price.
Is it a liquid stock?
National Storage has a market capitalisation of just
over $300 million so is very liquid.
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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The state of the property market
by Staff Reporter
This week the preliminary national clearance rate was
59.9%, compared with 66.45% last week, and 61.4%
at the same time last year.
Despite this week’s clearance rate coming in much
lower than the highest rate recorded this year (at
76.2%) it should be noted that auction volumes were
significantly low in the lead up to a long weekend in
the eastern states.

sales took place, while Melbourne’s median house
price stood at $506,000 after 2,038 sales. The
median price of houses across capital cities was
$573,042.
Capital city private treaty median prices

Weekly clearance rate, combined capital cities

In Sydney, the preliminary auction clearance rate was
65.7% after coming in at 73% last week. This equates
to a total of 260 cleared auctions out of 396 auctions
collected by RP Data during the week.
In Melbourne – the clearance rate was 61%
compared with 65.4% last week. This equates to 164
cleared auctions out of 269 auctions recorded this
week. RP Data generally collects between 85% and
90% of all auction results available during the week.

Home values reduced in Sydney by 1.6% across the
month and 0.3% since last week, while Melbourne’s
home values reduced by 3.9% across the month and
0.8% compared to last week. However both cities
have had price increases since this time last year,
with an annual increase in Sydney’s values of 16.6%
and a 9.8% increase in Melbourne’s.
Capital city home value changes

Capital city auction statistics (preliminary)

The median price of a Sydney home sold via private
treaty this week came in at $764,000 after 1,948

And looking to our quarterly property data results, we
have had the strongest first quarter for house sales
since 2009, and the strongest quarter for unit sales
since 2010. Compared to the first quarter of 2013,
house sales have risen by 7.9%.
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As research analyst Cameron Kusher explains, “it’s
not necessarily best to compare sales between
quarters because the housing market behaves very
differently in each period however, comparing to the
same quarter in previous years does provide insight
into the comparative performance of the market.”
“While our March sales volumes data indicates that
although sales are higher than they were a year ago,
monthly sales activity isn’t as strong as it was at the
end of 2013,” says Kusher.
Change in capital city house and unit sales – 3
months to March 2013 vs. 3 months to March
2014

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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Time running out for trauma and TPD insurance
by Tony Negline
From 1 July 2014, super funds can’t take out new
trauma insurance contracts and total and permanent
disability (TPD) insurance contracts that contain an
“own occupation” definition of disability. That means
you have less than one month to get your act
together or you’ll miss out on an important
opportunity in superannuation.
Any of these types of contracts that were started
before this date can remain in place until they’re no
longer needed or the insured reaches the maximum
age for the policy.
Let’s start by walking through;
What is trauma insurance and why would you buy
it?
Trauma insurance pays a lump sum when the insured
suffers some sort of defined medical trauma such as
a heart attack, stroke, various cancers and
melanomas, brain tumours and failure of vital organs.
When purchased outside of super, the insurance is
often taken out to cover medical bills and the loss of
income while the insured is unable to earn a living.
Sometimes it’s taken out for business purposes. For
example, to cover the time a key person can’t work
because of illness or to enable other shareholders to
buy the shares of a sick colleague.
Why buy trauma insurance in your super fund?
There are lots of reasons but the main ones are as
follows:
You want your super fund to continue to grow
when you can’t work because of a medical
trauma.
You want to receive a payout from your super

fund when you suffer a medical trauma and
your super fund has successfully claimed on a
policy.
When purchased by you personally, trauma
insurance premiums aren’t tax deductible.
This encourages many people to make super
contributions and then access one of the
available tax concessions on those
superannuation contributions – for example, a
tax deduction, a tax offset or the
co-contribution – to purchase trauma
insurance in their super fund, thereby
potentially making the trauma insurance
cheaper. (When working out if the relative
cost of buying trauma insurance yourself or
via a super fund, you also need to remember
that super funds also can’t claim trauma
insurance premiums as a tax deduction.) If
you fit into this category then make sure you
take into account the various contribution
caps.
Others will want some of their compulsory
employer super contributions to be used
towards the cost of this insurance; they will do
this because it reduces the impact of the cost
of this insurance on their own cash flow
Trauma insurance and superannuation
Some issues to consider when purchasing this
insurance in super:
People suffering medical traumas may not be
permanently disabled. When this occurs, the
only way any money can be paid out of a
super fund is via the temporary disability
benefit rules. Superannuation fund temporary
disablement benefits can’t be paid as a lump
sum; they must be paid as income (limitations
also apply on how much income a super fund
can pay for this type of benefit). Does your
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super fund trust deed permit this type of
benefit?
Trauma insurance will pay your super fund a
lump sum, which means any policy claim
proceeds may have no connection with the
temporary incapacity income benefits you can
receive.
The Tax Office has said in Self Managed
Superannuation Fund Determination 2010/1, that
trauma insurance can be owned by an SMSF as long
as certain conditions, including the following, are
satisfied:
Any policy proceeds must be paid to an SMSF
trustee.
These benefits can only be paid out of the
superannuation fund when the
superannuation laws permit and in the
manner allowed by the superannuation laws
(for example, temporary disablement or total
and permanent disablement).
With normal life insurance contracts, you will have a
“policy owner” and might have a “nominated
beneficiary”. Under life insurance law all policy
proceeds are paid to the nominated beneficiary,
which can be any person or entity (for example, a
family trust). Policy proceeds are only paid to the
policy owner when there is no nominated beneficiary.
Technically a superannuation fund could own a
trauma insurance policy but another entity (eg the
fund member, a company or family trust) could be
that policy’s nominated beneficiary. The Tax Office
says it wants trauma insurance policy proceeds paid
to the superannuation fund and only released to the
member if they are eligible to receive them by the
superannuation laws and a super fund’s trust deed.
Why buy trauma insurance in super before July
2014?
As noted above, from 1 July 2014, superannuation
funds won’t be permitted to purchase new trauma
insurance policies. Any policies existing at that date
can continue.
Check your trust deed
Before you purchase a trauma insurance policy in
your super fund, it would be wise to check that your
fund’s trust deed allows this purchase and also
check how any claim proceeds might be paid out.

It would be unwise to rely on a clause, which said the
superannuation fund trustee can do anything which
the superannuation laws allow such as the general
compliance clause or catch-all clause.
“Own occupation” TPD insurance
Many of the issues discussed above apply to “own
occupation” TPD insurance because in some cases a
claim for these policies may be payable when the
insured isn’t totally and permanently disabled as
defined in the super laws. The super laws use a
“similar occupation” definition (a trust deed may be
more restrictive than this).
The difference between “own occupation” and
“similar occupation” can become complicated and
comes down specific wording in insurance contracts.
Here’s a very simple example. Suppose you’re a
barrister and for some medical or physical disability
you can no longer perform your barrister duties but
you could be a solicitor.
Under the “own occupation” definition, your super
fund might be paid out the TPD insurance policy
cover because you can no longer be a barrister.
Under the “similar occupation” definition, most
people wouldn’t see too much difference between
barristers and solicitors, so that type of insurance
might not be paid out.
The bottom-line with own occupation definition TPD
insurance – policy proceeds may be locked in your
super fund for a period of time and can only be paid
out under the temporary disability rules or until you at
least satisfy the super law “similar occupation”
definition.
“Own occupation” insurance policies can’t be
purchased by your super fund after June 2014.
Existing “own occupation” insurance policies
commenced before July 2014 can remain in place.
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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Did you know?
One of last year's darling IPOs, Freelancer.com (FLN) has fallen back to earth and is now trading at around 95c.
"While some way from the IPO price of $0.50, it is well shy of the $2.60 it hit immediately post listing," Switzer
Super Report director Paul Rickard says.
"It's not for the faint hearted - it is speculative and only 10.6% of the shares are available for trade - the recent
presentation to the Goldman Sachs Conference on 21 May provided a useful update on the growth prospects
for this company."
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