Issue 340, 17 November 2014

Cold hard facts
Today I forget the fluff of the G20 and take a cold hard look at the facts around our financial fitness
and why you should be looking forward to Christmas.
Facts are a theme in the Switzer Super Report today, as Paul Rickard fact-checks the negative nellies
on banks and reviews his order of ‘which bank’ is best. James Dunn examines the key market drivers
for 2015, and we have Tony Negline’s next instalment of Super at Every Stage – 45 to 55, with some
general tips for getting your superannuation in order – pass it on to anybody you think might be
struggling with their super.
Shortlisted digs into some of Charlie Aitken’s predictions – he is big on cars – and discovers Rudi
Filapek-Vandyck’s calls on health care from my show during the week. In Buy, Sell, Hold – what the
brokers say, Rudi writes about upgrades for Computershare and Qantas and our auction report details
the continued growth in the property market.
Sincerely,

Peter Switzer
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5 financial facts for a festive finish
by Peter Switzer
We have a bit over five weeks before the Christmas
week is upon us and the question is: will we see a
Santa Claus rally that will take stocks nicely higher?
There are those who say our rebound from the recent
sell off was so solid, especially in the US, we might
have already had our festive cheers and didn’t even
realise it!
I don’t think so and while I think my 6000 call will
have to wait for next year – and I hate backing down,
I can assure you – I do think we will head up to a
better S&P/ASX 200 index level by the time we think
about popping the first bottle of bubbly on New
Year’s Eve.
Let’s run through my five financial facts for a festive
finish. Here goes:
1. The Yanks will set a positive example and the Wall
Street lead-in will help our market beat this recent
tendency to create a new resistance level that is
sustained for far too long.
S&P/ASX 200

5600 and we won’t beat this new cap without the
Yanks’ help. On Saturday I looked at the breakout
from the ‘megaphone pattern’, which is a plus, and
this week’s US economic data should add or take
weight from my argument. We’ll see industrial
production, housing sector data, inflation, the leading
index, the flash manufacturing read and the Fed’s
thinking will be shown in the FOMC minutes.
2. The fact that there is a significant fall in oil prices
has to be seen as a positive for not just business
costs, but ultimately profits, of so many listed
companies. And remember, share prices reflect
expected earnings and the kind of macroeconomic
environment that lies ahead. I think this cost reduction
right around the world, not only changes the power
balance for the likes of Middle-East countries and
Russia, it actually could be a fillip for the struggling
economic region called Europe. And lower petrol
prices have to encourage consumers as well, with
two-thirds of US economic growth down to
consumption.
3. The success of the US economic recovery is
leading to a stronger greenback and it means that
areas like Europe will also benefit from a lower euro.
EUR/USD

Source: Yahoo!7 Finance

Source: Yahoo!7 Finance

You can see we had trouble with 5400 and now it’s
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Since May, the euro has been sliding and where
Americans paid $US1.38 for a euro, they now only
have to pay $US1.24. That 10% depreciation will help
Europe and it invokes memories of Paul Keating’s
once infamous J-curve analysis. In case you have
forgotten, the theory says when a currency falls there
will be a period where the trade balance gets worse
but eventually the trade balance picks up and creates
a nice J-curve effect. This lies ahead for Europe in
2015 and the stock market could easily move ahead
of the pay-off in the real economy, as it nearly always
does.
4. Good stuff is happening from the China Free Trade
Deal to the G20 promises. The Prime Minister
summed up the G20 get together this way: “We have
signed off on a peer-reviewed growth package that, if
implemented, will achieve a 2.1% increase in global
growth over the next five years, on top of business as
usual.”

the Ukraine problem but his exit from Australia’s G20
meeting early doesn’t look great. We also need the
European Central Bank to implement a policy
initiative, that quite shocks the stock market and this
could really bring in the Christmas cheer!
That’s my shopping list for stocks and I hope
someone, more influential than Santa, can deliver 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.

And he added: “The Brisbane action plan contains
over 800 separate reform measures, and, if we do all
that we have committed to doing, the IMF and the
OECD tell us that our… gross domestic product will be
2.1% higher.”
5. Despite the negativity that abounds in the media, I
think there is evidence that the Oz economy is turning
around. Want proof? Well have a look at the NAB
reading in business conditions for October, which
showed that the index rose from +1 points to +13
points – the highest reading in six and a half years.
And better still, it was the biggest lift in business
conditions in 16 years! We’re talking April 1998.
Job ads have also been trending up for 12 straight
months and even petrol prices here have dropped
over 8 cents a litre in just over two weeks. Good stuff
is happening and it will creep up on us and show up
in better overall economic data in 2015 but I’m
hoping our stock market buys it before New Year.
That’s what I want for Christmas.
So that’s the facts that might help create a festive
finish to the year but we might need assistance from
Europe, where GDP data over the weekend showed
the German economy grew by 0.1% in the September
quarter with France up 0.3%, while even Greece is
now out of a six-year recession. We need Putin to fix
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The hard facts and which bank
by Paul Rickard
Key points
Brokers, media and fund managers are saying
that you should consider selling the banks but
a lot of this noise is the voice of vested
interest.
This year, the market (as measured by total
returns from the S&P/ASX 200) is up by
6.21% and financial stocks (excluding
property trusts) are up by 8.69%.
CBA still looks like the pick of the bunch. NAB
is looking better, but still has some way to go
to sort out its issues.

The noise is becoming deafening. Reduce your
exposure to banks, they scream!
Like most things in markets, the herd usually gets it
wrong, and I think there is a good chance that the
herd is wrong again this time. Particularly, when the
“where do I re-invest” part is met with suggestions to
up-weight into Telstra, property trusts (which are up
over 27% this year) or Transurban, the latter as it
nears a record high.
I really liked Telstra at $2.50, but up near $6.00, I am
struggling to see much value. And I am not going
underweight in property trusts, but after such a run,
which is almost solely due to yield compression rather
than rent increases, I don’t want to go that
overweight. And I like Transurban – however it is
yielding on a prospective basis a paltry 4.7% franked
to 20% (i.e. only 5.1% grossed up).
And who is making the noise? The usual crowd. The
brokers – because they need to drive transaction
business, so why not drum up a bit of a scare
campaign and encourage some switching business.

Secondly, the fund managers. They are either
underweight the banks (our four big banks alone
comprise a fraction under 30% of the whole market
index), or they want to be seen to be adding value.
Finally, the media – because they can point to the
release at the end of next week of David Murray’s
Financial System Inquiry report.
And why do they say you should go
underweight?
Four reasons are cited. The credit cycle has
bottomed – charges for bad and doubtful debts can’t
get any lower. Related to this, banks aren’t growing
revenue – all the profit increase has arisen from lower
bad debt charges. Secondly, an increase in interest
rates will hurt bank profits. Thirdly and most
importantly, the banks will need to raise a whole lot of
capital arising from the report of the Financial System
Inquiry.
Fact – the credit cycle may have bottomed, however,
bad and doubtful debt charges are not about to blow
out. There are absolutely no signs in the forward
indicators to suggest that there is any looming
problem. Credit growth is still in the low single figures,
with business borrowing only growing by a miserable
3.8% in the year to September.
Fact – an increase in interest rates will be a positive
for bank profits in the short term. Net interest margins
will increase due to the zero rate on “interest free”
deposits (cheque accounts, passbook accounts,
transaction accounts) staying still, as lending rates
rise. If interest rates keep going up, eventually the
cycle turns and that’s a negative, however it is a
long-term effect.
Fact – bank capital ratios may need to increase. The
Financial System Inquiry is expected to recommend
an increase to the ‘Domestically Systemically
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Important Bank’ ratio (currently 1% for the big
banks), and/or re-calibrate the capital framework for
all banks, leading to a higher ratio. The questions are:
how big will the increase be? How long will the
transition period be for banks to comply? And is this
already priced into the market?
My guess is that a lot of this is already priced into the
market, and I am confident enough that the transition
period will be years – rather than months. For
example, while the framework for Basel III was
agreed in 2010/11, it won’t be until January 2016 that
Australian Banks are formally required by APRA to
comply.

If we reviewed the performances over calendar 2014,
CBA is still the clear number one. Westpac jumps to
second place, ANZ slips to third place and NAB, the
perennial cheapest stock, goes back to last place with
a negative total return.
So, which bank will outperform from here?

Bottom line – I don’t think that the banks are going to
need to rush out and issue ordinary shares following
the report. They will be given time to make any
adjustment, and hence the fear is way overdone.
Besides, if you underweight banks, where else do you
invest?
Actions speak louder than words, and the market (as
opposed to what the media or your broker might like
you to think) is voting with its hard-earned cash. This
year, the market, as measured by total returns from
the S&P/ASX 200, is up by 6.21%. Financial stocks
(excluding property trusts) are up by 8.69%! And so
far in November, despite all the noise, the market and
financial stocks are down by almost the same small
amount – 0.70% and 0.74% respectively!

The brokers
Let’s start with what the brokers think.
As a group, they are remarkably indifferent about the
major banks – with target prices close to the current
market price and sentiment in a very tight range. ANZ
is the very marginal favourite with a sentiment rating
of 0.1 (scale is -1.0 most negative, to +1.0 most
positive), with Westpac the least preferred.
Commonwealth Bank is the most expensive stock on
a forward multiple of 14.9, an effective premium of
25% to the cheapest stock NAB, which is on a
multiple of 11.9.

Case made, I hope, to ignore the noise.
Let’s now turn to the four majors.
CBA continues to outperform
On 19 May, I ranked the banks in the following order:
1. CBA, 2. Westpac, 3. ANZ and 4. NAB.
I reviewed this again in August, and made one minor
change, I switched ANZ and NAB around, elevating
NAB to third place.
Six months have passed since my first ranking, and
despite being the most expensive (and least liked by
the analysts) stock, CBA is the clear outperformer
(see table below). That said, the differences are fairly
small.

Source: FN Arena as at 14/11/14. Sentiment scale
(-1.0 to +1.0)
My view
Even at a premium of 25% to the NAB and 16% to its
next most expensive competitor, Westpac, it is hard
not to go past the Commonwealth. Best systems,
strongest franchise, stable management team and
positive jaws (revenue growing at a faster rate than
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expenses). The last trading update revealed that cash
earnings in the September quarter were $2.3 billion,
an increase of 9% on the $2.1 billion for the
corresponding quarter in 2013.
The new CEO at the National Bank, Andrew
Thorburn, has got off to an impressive start. He has
cleared the decks, changed his management team
and strengthened management accountability.
Importantly, he seems to be switching the focus at
NAB back to its Australian domestic franchise. This
has been NAB’s Achilles heel.
Execution challenges abound at the NAB as they deal
with their legacy issues, technology constraints and
getting the domestic business firing again, and my
sense is that it is a little premature to re-rate.
ANZ, the weakest of the four big banks domestically,
is able to boast of profitable growth in its Australian
businesses. However, it is the most constrained of
the banks in terms of capital, and in regards to its
Asian strategy, it looks like one step forward and two
steps backwards.
With Gail Kelly stepping down as CEO at Westpac in
February in favour of Brian Hartzer, the market will be
a little circumspect about Westpac. Despite a very
solid full year result and seemingly smooth transition,
Westpac shares have fallen and are starting to look
cheap.
Final ranking
Like the brokers, I think the differences are at the
margins – you can confidently invest in any or all of
the major banks. My performance ranking remains:
1. Commonwealth
2. Westpac
3. NAB
4. ANZ.
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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Key stock drivers for 2015
by James Dunn
Key points
Consumer spending set to lift further as
consumers look to spend 22% of household
wealth in cash and deposits.
Chinese growth might be lower as economy
goes through structural change, but further
growth might come from middle China.
Interest rates will rise in the US and the
Aussie dollar will fall, helping local exporters.

Dusting off the crystal ball, let’s look at what 2015
might have in store for investors.
Australian consumer sentiment and spending to
lift in 2015
The “wealth effect” is likely to boost Australian
consumer spending. Australians’ wealth has been
boosted by $1.6 trillion over the last three years –
mainly in superannuation and housing – to a record
$7.78 trillion, according to CommSec. While the GFC
caused the biggest-ever drop in wealth for Australian
households, wealth levels have been repaired over
the past couple of years and have hit new highs.
CommSec says average financial wealth per person
stands at just over $330,841, and almost 22% of total
household assets are being held in cash and deposits
– well above the decade average of 20%. Even
though interest rates are poised to rise in 2015, they
will still be relatively low by Australian standards, and
it’s likely that households will be ready to invest –
and spend a bit more freely.
Lower Chinese Growth

Back in the good old days – five years ago – we got
used to double-digit growth rates. Slowly we have
adjusted to a Chinese growth rate that started with a
9, then an 8, then a 7 – the most recent figure, for the
third quarter of 2014, was an economy that grew at
an annual rate of 7.3%, down from 7.5% in the
second quarter, as a slowdown in the property market
continued to hurt the broader economy. The property
sector has cooled, this is slowing construction activity,
and in turn, the economy.
China’s growth rate is heading into the 6s in 2015.
Even just five years ago, with the growth rate above
10%, a rate starting with a 6% would have been
unthinkable, but it is simply the result of (a) China’s
stated determination to change the basis of its
economy from fixed-asset investment and exports to
domestic consumption and services, and (b) the
property downturn.
But as the estimable independent economist
Jonathan Pain points out, a growth rate with a six in
front of the decimal point, on a US$10 trillion
economy, is perfectly acceptable.
Further out, China faces demographic headwinds as
its workforce starts to shrink – the opposite of what it
had through the 1980s to the 2000s. However,
another interesting theory I saw on China recently
comes from CRU Consulting’s Allan Trench, who
spoke at the Mining 2014 conference in Brisbane
earlier this month. Trench said that while China would
continue to grow, the “next China” was on its way –
and that would be “western and central China.” We
forget that most of the growth we have seen so far
has come almost entirely from the coastal belt of 11
of the 22 provinces – and the Chinese government is
putting in a massive effort to redress this in the
interior.

The China Gross Domestic Product (GDP) number
has become very important to Australian investors.
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Rising US rates
The US economy – still the largest in the world – is
clearly leading the world. During the third quarter of
the year, US gross domestic product grew at the
equivalent of 3.5% a year, although that was a fall
from the 4.6% annual rate seen in the second
quarter, which was viewed as unsustainable. With the
economy improving, the Federal Reserve last month,
as widely expected, ended its unprecedented QE3
(quantitative easing, version 3) asset buying program,
after adding US$1.7 trillion worth of financial assets to
its balance sheet.
Strangely enough, when the Fed first hinted that it
might think about “tapering,” or starting to end QE –
in May 2013 – the resulting “taper tantrum”
hammered the stock and bond markets. But this time
around the market has realised that the Fed is
removing QE support for the very good reason that it
judges the US economy to be capable of standing on
its own two feet.
Unemployment is down to a level the Fed considers
“normal,” and companies are adding jobs at the
fastest pace in more than a decade, helped by
cheaper energy prices courtesy of the US shale gas
revolution. The housing market is still not back to full
health, but US consumers are spending. In a
consumer-driven economy, this is the key.
This means that the US is on course for its first
interest-rate hike since 2006 – some time in 2015.
Given low inflation, the Fed will probably lift rates very
cautiously, mindful of the effect on the housing
market, the jobs recovery and consumer sentiment.
But rising US interest rates – even off their near-zero
lows – will have a couple of effects. Firstly, they set
the tone for other interest rates, being the effective
price of money. Secondly, rising rates compete with
the stock market for funds – although in this case, the
US stock market is reflecting the fact that rising rates
imply a healthier economy.

love with the Aussie: it was that the money-printing in
the US was depressing the US dollar, and our
currency rose on the other side of that cross
(although commodities strength also played a part).
As we head into 2015, the Aussie is likely to show the
reverse effect – depreciating against a resurgent
greenback.
The Australian dollar is set for a fall in 2015 –
somewhere in the 80s appears likely. This will not be
a wholly bad thing, as it will benefit the earnings of
our exporters.
Rising Australian rates
The Reserve Bank of Australia (RBA) has kept the
official cash rate at 2.5% since August 2013,
concerned about rising house prices and concerns
about growth in China. But as the US lifts rates, and
Australia moves through the cycle, the RBA is
virtually certain to lift interest rates in 2015 – although
when is the million-dollar question. Like the US Fed,
the RBA will be judicious with the rises, not wanting to
choke off the property markets outside Sydney and
Melbourne. The extent of rate rises, too, can’t be
guessed at: what will the RBA’s “new normal” look
like? Will it be 4%, or 5%, and by when? We can’t
know, but we can be reasonably certain that the
upward shift will start next year – probably in the third
quarter.
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.

Rising US$ means lower Australian dollar
Rising US rates benefit the US dollar, which is indeed
rising in anticipation and this has negative
implications for the Australian dollar. Just as when the
Aussie went to parity with the US dollar and above,
last year, it was not that currency markets were in
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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
It should come as no surprise that stock rating
downgrades continue outnumbering upgrades as the
local share market has bounced swiftly and sharply
from a temporary fear-driven sell off in
September-October. Nor should it surprise that the
negative side of the ledger carries a heavy
contribution from the energy sector, given oil prices
have fallen further than most investors and analysts
would have expected them to.
In the good books
Computershare (CPU) was upgraded to Neutral
from Sell by UBS. The company has signalled
operating conditions are softer but still expects
earnings to be up around 5% in FY15. UBS has been
cautious about the weak organic growth profile of the
core registry business amid concern that replacing
revenue holes with growth and acquisitions is
becoming an increasingly capital-intensive task.
Valuation now reflects the softer outlook, in the
broker’s opinion, and the rating is upgraded.

Qantas (QAN) was upgraded to Buy from Hold by
Deutsche Bank. Oil and jet fuel prices have declined
rapidly since the start of FY15. Deutsche Bank
increases earnings forecasts as a result. While it
remains early in the recovery process, the broker is
pleased to observe the main line is increasing load
factors, both domestically and internationally.

In the not-so-good books
ALS (ALQ) was downgraded to Sell from Neutral
by Citi. Despite the share price halving since its 2012
peak, Citi believes downside earnings risks remain.
The pressures are overwhelming management’s
efforts to manage the business. The valuation
appears attractive against global peers but in the
broker’s opinion that assumes similar market
exposures and margin volatility and, unfortunately,
that is not the case. The broker transfers coverage to
a new analyst and downgrades to Sell from Neutral.

AusNet Services (AST) was downgraded to
Underperform from Neutral by Macquarie. One-off
costs meant AusNet’s interim result fell short of the
broker. Cash flow was better than expected
nonetheless but still not enough to cover
maintenance capex and the dividend, without a DRP,
the broker notes. While the interim dividend is as
expected, the risk is to the downside for the next
distribution.
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Caltex Australia (CTX) was downgraded to Neutral
from Outperform by Credit Suisse. Caltex has set
some aggressive targets for earnings and cost
savings and the broker concedes the company has
met every one of them to date. The broker remains
extremely positive on the industry as a whole, and
suggests surprisingly strong refining margins may
lead to capital management opportunity. Caltex might
be a high quality defensive business with further
positive news flow to play out, the broker suggests,
but a 90% share price rally since December is
pushing things just a little too far.

Earnings forecast

JB Hi-Fi (JBH) was downgraded to Equal-weight
from Overweight by Morgan Stanley. The outlook
for retail is deteriorating in Morgan Stanley’s view as
unemployment rises, income growth slows and the
housing tailwind eases. The broker expects the
headwinds for discretionary retailers are increasing
and lowers FY15 estimates. JB Hi-Fi is downgraded
to Equal-weight from Overweight on higher capex
estimates and weaker gross margins.
Oil Search (OSH) was downgraded to Sell from
Neutral by Citi. Citi now believes there is a need for
oil supply cuts to offset price declines and OPEC is
unlikely to lead. Therefore, the outlook is for current
lower pricing to remain in place for longer. The broker
downgrades Oil Search to Sell from Neutral as the
current share price exceeds the target and lowers the
target to $8.01 from $8.80, based on a lower oil price
and Australian dollar rate.

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 – health stocks and Automotive
Holdings
by Penny Pryor
The imminent Medibank IPO is drawing attention to
all things medical. Unfortunately if you haven’t made
an application by now, you may have missed out on
an allocation as the retail offer closed on Friday. But
that may not be such a bad thing. Check out Paul
Rickard’s view on the IPO on Switzer Daily here.
But if you’re looking for other healthy stocks, you
might want to look at some of the “young and
upcoming stocks” and Rudi Filapek-Vandyck
suggested – Nanosonics (NAN), Promedicus (PME)
and Simavita (SVA) on Switzer TV during the week.
Rudi says Promedicus is essentially a software
company, which happens to be in the healthcare
sector. It’s a company that enables large MRI files to
be shared amongst medical practitioners.

“It’s worth noting that Automotive Holdings sell more
than 100,000 vehicles per year, writes more than $1
billion per annum in auto finance, and filled almost
800,000 repair orders in FY14. It represents 22
passenger brands in Australia including nine of the
top 10. They also have nine truck brands,” Charlie
points out.
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.

“If the growth that is projected comes through, the
share price will be a lot higher,” he said.
And after taking a look at new vehicle sales – FY14
new vehicle sales are the second highest on record –
Switzer Super Expert Charlie Aitken is going car
shopping.
“I’ve actually visited a few new car dealers lately on
a mission to buy my wife a new family wagon,” he
says.
“Interestingly, my conversations suggest new vehicle
orders have picked up again with customers using
cheap finance and manufacturer incentives to
upgrade their vehicle. There is only so long you can
defer the upgrade/replacement cycle, particularly on
the car that does the school run!”
The play on this theme is Automotive Holdings Group
(AHE). EBITDA for the first four months of FY15 is up
15% to $61.5 million, driven by a 12% rise in
automotive to $43 million.
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Super at every stage – 45 to 55
by Tony Negline
Key points
Work out a retirement plan. Do a budget to
work out how much you’ll need to live on.
Review your investment option to make sure
you’re getting enough growth out of your
super.
Make lump sum contributions where possible
and take advantage of spouse contribution
limits.

During your mid forties and early fifties, your
superannuation balance will become more and more
important as it’s during this time that people really
start getting serious about their retirement savings.
There are some great gains to be made from starting
early, check out our article from last week here. Once
you’re on top of all those action points, read on to
find out what you should be focussing on from your
mid forties to mid fifties.
1) Work out a retirement plan
You’re now at least half way through your life. Now is
a good time to begin thinking about how much longer
you would like to work.
Making sure you’ve got a watertight budget is
important at any stage but even more critical as you
get older. Why? Firstly, a budget allows you to work
out if you can make some slight adjustments to your
spending patterns and put aside more of what you
earn for your superannuation fund. Secondly, a
budget gives you some idea about how much your
lifestyle costs. You can use this as a guide for how
much income you will need in retirement, which in
turn helps you work out how much money you need
to retire.

2) Where’s your super invested?
The media, and financial planning “gurus”, often say
that as you approach retirement you need to reduce
exposure to shares. What they don’t often tell you is
that the dividends from Australian shares have
increased faster than the inflation rate for more than
30 years.
You need to be regularly reviewing where your super
money is invested.
Even if you’ve hit 50, you still have a long life ahead
of you – increased life expectancies mean there’s a
very good chance you’ll still be an investor for
another 35 and 45 years. Yes – you’re a long-term
investor!
Your super fund will offer a range of investment
options. These could be single sector options – e.g.
all cash or all Australian shares – but most are a
blend of growth (shares and property) and defensive
(cash and fixed income) assets.
A high growth option will have more allocated to
shares – sometimes close to 100% and a defensive
option will have the majority in cash or cash-like
assets.
If you don’t make any choice (and aren’t a member
of an SMSF), you will be in your super fund’s default
MySuper option. These funds usually have a split
between growth and defensive assets of around
70/30 so if that’s too defensive, think about changing
it to a growth option.
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3) How much do you have and what can you do
with it?
If you’re in your mid forties and started full-time work
early, and have been able to salary sacrifice, you
might be surprised by how much you’ve amassed in
superannuation. You may even want to consider an
SMSF.
This makes sense if you want to control where and
how your money is invested and it makes economic
sense to run a fund. You need to work out the cost of
starting and running an SMSF to see if this is less
than your current arrangements. For years ASIC has
said that you often need about $200,000 in an SMSF
to make it good value for money.
A report last year by Rice Warner for ASIC on the
costs of SMSFs found that you needed $200,000 in
an SMSF for it to be cheaper than industry and retail
funds, but the trustees also needed to undertake
some of the administration tasks.
4) Lump sums contributions
These years are also the years in which you may
come into large sums of money, such as inheritances
from elderly relatives. It’s a good time to make a
lump-sum contribution to super and while the days of
Peter Costello’s one-off $1 million limit are long
gone, you can still contribute up to your maximum
concessional contribution limits, which have recently
been increased to $30,000 and $35,000 if you were
49 or over on 30 June, 2014.
Each year you can also contribute $180,000 in
non-concessional contributions. The three year bring
forward rule allows you to contribute $540,000 in one
go.
Also take advantage of spouse contributions. If your
spouse only works sporadically or earns a very
modest income (less than $13,800 each financial
year) you can contribute to their super fund and
receive a modest tax break.
With Penny Pryor
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 investors capitalise on capitals
by Staff Reporter
It’s been a big year for not just price rises, but also
auction volumes.
Auction volumes have risen 14% on 2013, according
to research house RP Data. Sydney and Melbourne
are driving increased volume levels nationally, and
creating investment opportunities for buyers in capital
cities.
Weekly clearance rate, combined capital cities

What should smart investors do?
Property expert Margaret Lomas says investors
should ignore the media hype around “property
bubbles” and get back to basics when making
investment decisions.
The first thing to consider is what kind of property
investor you are.
“The first class is the property speculator. Such an
investor will buy for short-term profits, timing the
market on the way in and on the way out, to ensure
that the profits they do make create a sufficient return
to cover buying costs, and the capital gains tax which
will become payable” Lomas told Switzer Super
Report’s sister website Switzer Home Loans.

The preliminary auction clearance rate across capital
cities was 69% this week, which is more robust than
the 63.5% last week and the 67.4% recorded for the
same time last year.
This week Sydney recorded a clearance rate of
75.2% and its second highest volume of auctions in
2014. That rate compared with 68.1% last week and
75.3% last year.
Melbourne’s clearance rate was 66.7%, compared to
65.5% last week and 69% at the same time last year.
RP Data’s housing market specialist, Robert
Larocca, says Melbourne has had lower clearance
rates over the last few weeks but analysis shows
rates are returning to trend following a solid start to
Spring.

“The second class is the buy-to-hold property
investor. The aim of such an investor is to acquire a
property and then build on the growing equity in order
to create a base of assets that will later provide a
retirement income.”
If you’re in it for the long haul, Lomas suggests
avoiding risks and keeping your eyes on key growth
drivers. That way, you’re less likely to jump into a
boiling pot when you should be investing in slow
cooker suburbs.
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?
Have you ever wondered how to find the perfect blue chip company? Watch my video with Paul Rickard to find
out.
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