Issue 344, 1 December 2014

Start spreading the news
I’m in beautiful New York for the next week filming my Switzer TV show and while it’s wonderful to be
here, one of the things I’m most excited about is getting to talk to the market gurus that have been a
big inspiration for my market calls. I look forward to sharing these interviews with you and today I
share my personal market predictions for 2015.
It’s the first day of December so today we also have James Dunn offering some suggestions on what
to do with your portfolio at the end of the year. The ticking over of a new year is a great opportunity to
get all your ducks in a row.
Paul Rickard also reviews our Switzer Super Report model portfolios for the year – our income
portfolio is well ahead and our dollar selections in the growth portfolio are paying off, which means it is
catching up now too.
Sincerely,

Peter Switzer
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Stand by for my 2015 market predictions
by Peter Switzer
It’s the first week in December and I’m writing this
piece from New York and tomorrow I will be standing
on the floor of the New York Stock Exchange — the
pumping heart of the world’s equity markets — and
my goal here for the week is to determine what
happens to stocks next year.
I will be interviewing some of the people who have I
been watching on US business TV for nearly a
decade and all of them helped me form my opinion in
late 2008 that the stock market was bound to rebound
in 2009. It did in early March — the 6th to be exact – of
that year, taking the S&P/ASX 200 index from 3,145 —
the lowest close of the GFC — to finish at 4,870 by
December 31.
In those nine months our stock market went up 54.8%
and that’s ignoring dividends! That’s the pay-off
from listening to the right people and while they won’t
always be right, I do prefer experts with a good track
record to be my guides, in everything I do. Funny
that.
Same, same but different
From where I sit now, I expect stocks to go higher
next year and while the Yanks will lead the way,
because they are in record high territory, I suspect
they will rise in a more measured way, unless really
surprising economic and company profit data shows
up. And it could! I won’t rule that out either as this
economy and this country is enormously resilient.
The analyses of Black Friday sales suggest crowds
were down but sales were probably at all-time highs,
like the US stock market. However, it looks like there
was a 20.6% jump in online sales on the day after
Thanksgiving when retailers get out of the red and go
into the black.
Importantly, the word is the Fed, despite the good

economic and market stories from the US, won’t be
rushing to raise interest rates and that’s despite
some smart economists thinking a rate rise could be
as early as March next year.
I think this event will be crucial for our stock market.
Why? Well it works this way. When the Yanks raise
interest rates there will be no doubts over the strength
of the economic recovery there. It has to be or else
the rate rise, which could temporarily hurt the stock
market, has to also cope with a rising greenback. This
is one reason why the Fed is likely to delay the first
rate rise.
Also with Europe weak and not likely to pick up
economic pace until this time next year — if the region
gets lucky — then the US has to be the crucial
powerhouse for the global economy.
China is stimulating and so will Japan next year but
Europe has a troublesome Eurozone constitution and
so economies such as those of Greece, Italy, Spain
and France, which need a lower euro to pump up
growth, are stuck in the slow lane.
Right now Mario Draghi is trying to get a European
version of Ben Bernanke’s QE program happening,
but the Germans are worried that it will cause
inflation, rocket up debt and cause more problems
than it will solve.
They are wrong! You see the Poms were lucky to be
on the pound and this largely helped its economy turn
around via a depreciation of the currency.
Unfortunately, Europe looks like it’s set to suffer what
some economists call ‘Japanification’.
Japan has had decades of stagnation because its
policies were counterproductive and that’s what
Europe is encountering and it requires Draghi to win
over the Germans. I expect it will happen next year
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and this will help stocks head higher.

stocks will be off to the races and we should see
some nice dividends here.

Back home
For our stock market the eventual rise in US rates
and the greenback will take our dollar down, and
while there could be a temporary stock market fall, as
foreigners reposition their exposures, the depreciation
will help our exporters, import-competing businesses
and then stocks.
A recent economic outlook report by LPL Financial,
here in the USA, tips economic growth over 3%,
which is exactly what the Fed wants. But the analysis
says not all the important economic indicators are
“normal” yet and as inflation is set to remain low,
thanks in part to lower oil prices, the central bank has
no need to put the economy under any premature
pressure by raising rates too soon.

My greatest fear is that Europe dillydallies and this
could create a re-run of 2014 in 2015 and that would
be incredibly annoying.
If my greatest fear doesn’t happen, then a simple
ETF for the S&P/ASX 200 or one that focuses on
smaller caps could be a timely play.
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.

Personally, I think if the ECB can beat up on the
Germans and Draghi gets his way, the snowball of
confidence would roll not only through economic
forecasts for Europe and the world economy, it would
also pump up global stock markets.
This in turn would force the Fed to raise rates and
then take our dollar down creating the best of
circumstances for our stock market.
Will it or won’t it?
Will this happen? It could and so my big watch is
Europe. If they get this right we will see our market
take out the 6000-level I hoped for this year and even
go higher!
Without doubt, the 6000-mark lies out there waiting to
happen but it was derailed by the big freeze in the
US, which has delayed America’s economic
recovery, the silly and too early sales tax hike in
Japan, the slowdown in China and the stupidity going
on in Europe with the Germans refusing to rescue the
Club Med economies.
A part of our economy’s problem is that both Wayne
Swan and Joe Hockey tried too hard for a Budget
Surplus too early, which hurt the economy.
If Europe gets it right sooner, rather than later, then
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Get your portfolio into New Year shape
by James Dunn
Key points

When using a capital loss to offset a capital
gain, use it for a stock where you pay CGT at
the full rate — rather than the discounted CGT.
Review asset allocation and examine whether
gains in any section of the portfolio have
made your portfolio too concentrated in one
stock or sector.
A dollar-cost averaging strategy could be
useful at this time of year to build a
shareholding slowly.

The first Christmas decorations you see in the shops
should start you thinking about your shares. What’s
the connection? It’s that the year-end is a good time
to take stock of your portfolio, to re-consider your
investment strategy and if necessary, dump any
losing stock-holdings.
No portfolio – especially that of a self-managed super
fund (SMSF) – should ever be considered a
‘set-and-forget’ proposition. A share portfolio that is
not being regularly reviewed is not going to do its job
– of creating wealth – properly.
A regular thing
Investors need to review their portfolios regularly, and
be prepared to interrogate each stock as to whether it
is still worth its place. You should re-assess your
stocks at least twice a year – or quarterly, or even
monthly, depending on how hands-on you want to be.
The calendar year-end is not as important in this
process as the financial year-end, because that is the
all-important tax year-end. But the same
considerations should apply. When reviewing your

portfolio, you should be prepared to lock in a gain
from a good performer, or to cull a loser. But every
time you sell a stock, you should do it in the way that
produces the best tax results.
Too often, investors only think of the tax aspect of
their portfolios in May-June, when they come to
prepare their tax returns. But doing a half-yearly
performance audit, with an eye to tax, can ease the
pressure. As always, the prime consideration is using
capital gains and losses to your advantage.
If you buy and sell within a year, capital gains tax
(CGT) is levied on the entire capital gain at your
marginal tax rate. But if you’ve owned the
shareholding for more than a year, personal investors
are only taxed on half the capital gain. (The discount
does not technically apply to your tax rate: it is a
discount on the gain taxed.)
A self-managed super fund that is in ‘accumulation’
phase, with a tax rate of 15%, earns a one-third CGT
discount if it holds an asset for more than 365 days.
Subsequent sale of the asset incurs CGT at 10%,
unless the asset has been transferred into the
pension account of the fund, at which point the tax
rate on income and capital gains from the asset
becomes zero.
Use loses wisely
But even if you sell at a share at a loss, the loss can
still be handy to your tax situation, because capital
losses can be offset against capital gains. Nobody
likes making a capital loss on a share, but using it to
negate the tax on a capital gain that you’ve
(hopefully) earned elsewhere in your portfolio is a
perfect way to ease some of the pain. Rather than
complaining about shares that have fallen in value,
investors can at least use this situation to reduce their
CGT liability.
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Capital losses can also be carried forward for use in
later years. When you make a capital gain in future
years, you can deduct your loss from the gain.

consensus target price, the pair show implied upside
of 31.7%% and 30.2% respectively – meaning it
might not be a good time to sell.

The key to using your capital losses strategically in
this way is to know exactly when you bought each
‘lot,’ or parcel of shares. When using a capital loss
to offset a capital gain, it’s a good idea is to use that
loss to offset a capital gain on a stock that you’ve
held for less than 12 months — where you pay CGT at
the full rate — rather than the discounted CGT. That
way, you get the full value of the loss offset.

A whole portfolio view

Many SMSFs have built their income strategy around
tax-effective dividend income from shares, but they
can’t afford to ignore the potential for volatility of
actual share prices. If a stock looks to be markedly
over-valued, that can justify locking in a gain.

It is not only tax that an investor should be thinking
about as they assess their portfolio over the
Christmas holidays. Diversification and asset
allocation are also important: have gains in any
section of their portfolio altered the asset allocation
picture, and made their portfolio too concentrated in
one stock or sector?
In contrast, are there any stocks you want to add to
the portfolio? With markets volatile – and plenty of
concerns, both geo-political and economic, being
aired about 2015 – a dollar-cost averaging strategy
could be useful, to build a shareholding slowly.

The favourites
However, with the S&P/ASX 200 having traded
sideways over the last 12 months, there is actually
not much in the way of gains and losses in the most
popular SMSF stocks to work with.

With trading typically much lower over the Christmas
holidays, market moves can be exaggerated. The US
market typically enjoys a “Santa Claus rally,” and
recent years have delivered on that front, and that
usually slingshots the stockmarket into the New Year
on a high.

CBA is up 9.9%, and appears fully priced – it has
moved to 0.5% above its FN Arena consensus target
price – but that has to be set against the 5.2%
expected FY15 yield, which is worth 6.3% to a SMSF
in accumulation phase, and 7.4% to a pension-paying
fund.

However, that is by no means set in stone. But if you
use the holiday period wisely to assess your portfolio
settings thoroughly, you can feel good about the New
Year, regardless of what the market brings you.

ANZ is up 5%, but sits 8.4% below its FN Arena
consensus target price; Westpac is up 4.7%, but has
5.1% implied upside to its below its FN Arena
consensus target price.

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.

Telstra has delivered a total return of 18.3%, and has
moved above its consensus target price. Given that
Telstra has doubled since mid-2011, many funds
would have made a capital gain on Telstra, but they
have to ask whether they want to forego the 5.4%
estimated FY15 yield.
In contrast, BHP has lost 14% over the last 12
months, and Rio Tinto has shed 5% – which will not
come as a surprise to anyone, given the tumbling iron
ore price in 2014. But anyone contemplating using
those capital losses has to factor in that on FN Arena
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Oil price plunge sends portfolios lower in
November
by Paul Rickard
Key points
Healthcare was the star performer in
November. Year to date, this sector is up
17.8% – second only to the property trust
(A-REIT) sector which is up 21.6%.
The income portfolio continues to outperform
the index. While sector selection is helping
through the moderately overweight positions
in financials and telecommunications, stock
selection is playing a key role.
Our stock selections that favour a lower
Aussie dollar in our growth portfolio – CSL,
Brambles, Resmed, Amcor and
Computershare – continued to perform
relatively strongly – and have started to
reduce the underperformance margin.

Plunging oil and iron ore prices caused the Australian
share market to lose ground in November. The
Australian market lost 3.3% during the month, with
the energy sector down 13.3% and the materials
sector shedding 5.5%. Year to date, the market
(when dividends are included) has returned 3.5%.
Our portfolios largely maintained pace with the
market, with the high-income portfolio continuing to
perform strongly. In this our eleventh review for the
year, we look at the composition and performances of
the portfolios. Our high-income portfolio is up by 5.3%
and has outperformed the S&P/ASX 200 this
calendar year by 1.8%, while our growth-oriented
portfolio is up by 0.8%.
Portfolio recap
In January, we made some adjustments to our
Australian share ‘Income portfolio’ and
‘Growth-oriented portfolio’.

The purpose of these portfolios is to demonstrate an
approach to portfolio construction. As the rule sets
are of critical importance, we always commence a
review by briefly recapping the key portfolio
construction processes applied.
The income portfolio is forecast to generate a yield of
5.01%, franked to 90.4%. The construction rules
applied include:
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 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).
Performance
The income-oriented portfolio is up by 5.31% and the
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growth-oriented portfolio by 0.81% (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 1.83% and the growth oriented portfolio has
underperformed by 2.67%.

Healthcare stars in a pretty bleak month

Income portfolio

Whether it was the follow on impact from the
Medibank IPO, a softening Aussie dollar or just
switching out of the beleaguered energy and material
sectors, the heathcare sector was one of only two
sectors to generate a positive return during the
month. Year to date, this sector is up 17.8% – second
only to the property trust (A-REIT) sector which has
returned an astonishing 21.6%.

The income portfolio is overweight ‘financials’,
‘consumer staples’, ‘utilities’ and
‘telecommunications’; underweight ‘materials’ and
‘consumer discretionary’; and broadly index-weight
the other sectors. It also includes an allocation to
‘property trusts’ (formally called the A-REIT sector),
and somewhat more exposure to the “cyclicals”
through the selection of stocks from the ‘industrial’
sector.

At the other end of the market, plunging oil and
commodity prices impacted Australian resource
stocks hard. The energy sector, which includes
companies such as Woodside, Santos, Origin and Oil
Search fell 13.2% during the month. The materials
sector, which includes the iron ore majors such as
BHP, RIO and Fortescue, shed 5.5% to be down
11.4% for the year.
Continuing a major investment theme of both 2013
and 2014, the yield sectors, in the main, continued to
be among the better performers. While the dominant
financial sector, which makes up 40% of the index,
lost 2.1% for the month, it is still up 7.2% for the year.
Property trusts, utilities and telecommunications
(which is mainly Telstra) all enjoy double-digit returns.
The one exception is consumer staples, which was
dragged down by a 13.6% fall in the share price of
Woolworths during the month.
The table below shows the sector weights (as a
proportion of the S&P/ASX 200), and performances
(total return) for the month of November and for the
2014 calendar year.

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.
For the first 11 months of the year, the portfolio is
outperforming the index. While sector selection is
helping through the moderately overweight positions
in financials and telecommunications, stock selection
is playing a key role. The inclusion of stocks such as
Leighton, Orora and Dexus is compensating for the
poor performance of stocks such as AGL, Primary
and more recently, BHP. A slight bias to stocks that
will benefit from a weaker Aussie dollar, such as
Brambles, is also assisting.
The income portfolio is forecast to generate a yield of
5.01% in 2014, franked to 90.4%. With all companies
except Dexus having declared their final dividend for
the year, we can now confidently predict that the
realised yield on the portfolio should marginally
exceed the original target.
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Our income biased portfolio per $100,000 invested
(using prices as at the close of business on 28
November) is as follows:

Growth portfolio
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
that we feel have the best medium term growth
prospects. The growth-oriented portfolio is overweight
‘healthcare’, ‘consumer discretionary’ and
‘industrials’; underweight ‘financials’ and ‘property
trusts’; and largely index weight the other sectors
including ‘materials’.
Critically, we have biased the stock selection to
companies that should benefit from a falling
Australian dollar – either because they earn a major
share of their revenue offshore, or report their
earnings in US dollars – such as CSL, Amcor,
Brambles and Computershare. Other biases include

Click here to view larger image
Income includes dividends declared and payable.
*Wesfarmers includes $0.75 return of capital, $0.25
special dividend and 1:0.9827 share consolidation.
**AGL rights following 1:5 renounceable issue at
$11.00, assumed sold on last day of rights trading at
$2.62. ***Assumes 37.5% Leighton shares sold in
partial offer at $22.50, repurchased on 30/4 at
$19.08.

Woolworths over Wesfarmers (which has suffered
over the last couple of months), CBA and Westpac
over ANZ and to a lesser extent NAB; and the
selection of Crown and JB Hi-Fi.
At the end of May we decided to make some changes
to the portfolio. We reduced our exposure to the
‘materials’ sector by selling our holding in Rio for a
loss of $391, exited our holding in Primary Health
Care for a loss of $291 and replaced this with
Resmed, and increased our exposure to the
‘consumer discretionary’ sector through additional
holdings in Crown and JB Hi-Fi.
The portfolio is lagging the index by 2.7%. Our bias
away from the yield sectors (for example, no property
trusts) is hurting, and the performance of our stock
selections in the consumer discretionary sector
(Crown and JB Hi Fi) has been very disappointing.
While the market doesn’t presently agree with our
selections, we remain confident that both these
companies have sound medium-term growth
prospects and are reasonably priced
Our stock selections that favour a lower Aussie dollar
– CSL, Brambles, Resmed, Amcor and
Computershare – continued to perform relatively
strongly – and have started to reduce the
underperformance margin.
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Our growth-oriented portfolio per $100,000 invested
(using prices as at the close of business on 28
November 2014) is as follows:

Click here to view larger image
Income includes dividends declared and payable.
*Prices of Crown (new), JB Hi-Fi (new) and Resmed
(new) as at 30 May. ** Wesfarmers includes $0.75
return of capital, $0.25 special dividend and 1:0.9827
share consolidation. *** AGL rights following 1:5
renounceable issue at $11.00, assumed sold on last
day of rights trading at $2.62.
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
Spot prices for crude oil and many other industrial
and non-industrial commodities continue to weaken,
and this is placing a lot of pressure on forecasts and
on valuation models.
In this context, investors should never underestimate
the potential for bad news to generate more bad
news and eventually end up creating a self-fulfilling
negative spiral. Geared-up balance sheets that are
coming under pressure from a sudden low price
environment in the energy space will do exactly that.
Expect the focus of the financial sector to shift
towards debt, balance sheets and debt-servicing
abilities soon.
In the good books
Beach Energy (BPT) was upgraded to Buy from
Neutral by Citi, to Outperform from Neutral by
Macquarie and to Add from Hold by Morgans. Citi
considers the recent sell off presents a buying
opportunity. The broker is cautious about the outlook
for unconventional gas but believes the stock is
cheap and the Cooper unconventional represents a
free option. Beach’s investor update was
encouraging for Macquarie. Western Flank expansion
is becoming increasingly important to Beach as oil
prices fall. With solid cash flow and a sound balance
sheet, Beach has become a compelling investment at
a 25% discount to net asset value. Beach is
comfortable with its stage one goals in the Cooper
Basin while oil discoveries at Martlet, Burners and
Balgowan highlight the potential from the drilling
program at the Western Flank, in Morgans’ view.

Dexus Property (DXS) was upgraded to Neutral
from Underperform by Credit Suisse. Post share
price consolidation (six for one) the securities have
experienced somewhat of a sell-off and Credit Suisse
analysts see an opportunity emerging, declaring it’s
all a bit overdone.
Federation Centres (FDC) was upgraded to Buy
from Hold by Deutsche Bank. Federation Centres
has underperformed since its FY14 results, despite
the results being one of the strongest in the A-REIT
sector. The broker acknowledges profitability on
longer-dated developments appears modest but
visibility on the scope and timing has improved.
Operational performance in aggregate appears to be
on the rebound and Deutsche Bank upgrades.
Mirvac (MGR) was upgraded to Overweight from
Underweight by Morgan Stanley. Australian
residential exposure remains attractive to the broker
but it is the east coast which is most attractive.
Western Australian concerns are increasing, with
potential for declining affordability creating downside
risk for residential volumes and margins. Morgan
Stanley upgrades Mirvac to Overweight from
Underweight and the stock is now the broker’s
preferred residential A-REIT.
Paladin Energy (PDN) was upgraded to
Overweight from Equal-weight by Morgan
Stanley. Paladin’s equity raising has cleared
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near-term debt issues and the uranium price has
recovered from mid-year lows. The broker now
envisages Paladin offers investors a pure exposure to
a more positive uranium outlook. Rating is upgraded
to Overweight from Equal-weight and the target to
55c from 45c.
Tower (TWR) upgraded to Buy from Neutral by
Citi. Following the FY14 result Citi is upgrading FY15
forecasts by 21%. The insurer is highlighting industry
opportunities following consolidation in the NZ
market. The broker finds there is a lot to like about
the stock, with strong growth in dividends, profitability
and improved reinsurance protection. See also TWR
downgrade.

In the not-so-good books

Aristocrat Leisure (ALL) was downgraded to
Neutral from Buy by UBS. FY14 profit of $118.1m
was up 10.2% but below the broker’s forecasts.
Adding back in the research and development
investment in the US business means there would
have been little or no growth from this division. The
broker’s forecasts are unchanged for FY15 and
FY16 is lowered by 7.4%. UBS remains attracted to
the investment case but downgrades to Neutral from
Buy on the price strength.

Fisher & Paykel Healthcare (FPH) was
downgraded to Sell from Neutral by UBS. Fisher &
Paykel Health’s result beat the broker by 8%, with a
10% profit increase. Quality was not great but
strength in core product lines and another impressive
margin result makes it academic. The interim
dividend has increased by 7%. FPH continues to
deliver on its strategy but at a forward multiple of 27x
has become too pricey for the broker.
Magellan Financial (MFG) was downgraded to
Equal-weight from Overweight by Morgan
Stanley. Magellan’s global equity position is
attractive but funds under management growth is
slowing. The broker does not believe a repeat of the
rapid institutional inflows of FY13/14 is likely and
retail flows appear to have peaked with market share
maturing and competition emerging.
Seek (SEK) was downgraded to Hold from Buy by
Deutsche Bank. Seek’s market update signalled
strong domestic volumes, but Deutsche Bank
analysts point at costs which are rising too. And then
there’s increased investment in operations. Deutsche
Bank maintains management is conducting the
correct strategies, but results likely won’t be reflected
in FY15 performance numbers. On this basis, limited
upside is seen from present share price levels and
thus the rating has been pulled back to Hold from
Buy. Estimates have been slightly lowered.
Stockland (SGP) was downgraded to Underweight
from Overweight by Morgan Stanley. Morgan
Stanley downgrades to Underweight from
Overweight, given Stockland’s material exposure to
Western Australian residential markets and limited
scope for positive margin surprise in FY16.
Tower (TWR) was downgraded to Neutral from
Outperform by Credit Suisse. FY14 results were
below Credit Suisse’s forecasts. Earnings have been
affected by a number of large events and
management has now put in place reinsurance cover
that should reduce downside risk and provide
increased confidence in the dividend.
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Earnings Forecast

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 – Oil AMP, Telstra and Woolworths
by Penny Pryor
The plunge in the oil price has hit the energy sector
hard, particularly in the US. In November the sector
was down 8.9% as WTI Oil plummeted 18% in the
month to a 5-year low.
“On the flipside of that oil move, the US airline sector
rallied 17% in November and the US consumer sector
rallied 5%. That is a simplistic and correct market
response to a collapse in energy prices,” says
Switzer Super Report expert Charlie Aitken.
This price collapse is also affecting inflation
expectations.
“The fall in bond yields will support equity dividend
yield and particularly equity dividend growth stocks,”
Charlie says with speculation about RBA rate cuts
next year to increase.
Telstra, IAG, AMP, Transurban and Wesfarmers
remain Charlie’s preferred top five non-bank
industrial yield ideas (although I know Switzer Super
Report director Paul Rickard wouldn’t agree with him
on IAG).

FN Arena’s Rudi Filapek-Vandyck, appearing on
Switzer TV last week also had a view on the energy
players given the oil price plunge.
Although Woodside has been a dividend play of his
since August last year, the fall in oil price will mean it
will have to cut dividends. But he is still upbeat on Oil
Search.
“Oil Search is probably the best growth stock that the
Australian share market has and will also continue
growing for at least another decade, but also the pace
that that will happen will be slower because it’s so
much easier to make larger margins when the oil
price is above $100,” 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.

Paul instead likes Woolworths, which he says is good
value at current prices.
“I think buying here will require some patience, as the
short sellers seem to be getting more active.”
Woolworths Limited (WOW)

Source: Yahoo!7 Finance, 1 December 2014

13

Property is still hot, hot, hot!
by Staff Reporter
The national auction clearance rate edged slightly
higher to 66.6% across capital cities, from the 65.7%
recorded last week. This week’s result was on par
with the 66.9% recorded this time last year.

Melbourne’s results, which remain on trend with the
mild tapering in demand observed across November.

Weekly clearance rate, combined capital cities

Christmas looks set to produce the goods for buyers
and sellers in 2014, according to the chairman of
Century 21 Australia, Charles Tarbey, who says
that’s what usually happens at the end of year.

Christmas cheer for buyers

Tarbey says it’s a common misconception that the
property market goes sour heading into Christmas
because it’s at this time of year that many people
start looking for a sea-change.
Source: RP Data
The Christmas season is certainly spurring on auction
activity and buyers are set to benefit from the
volumes which remain at historical highs while
demand eases, says research house RP Data.
Capital city auction statistics (preliminary)

“This period can be one of active transition for many
Australians, as they look to move into new
accommodation due to a job change in the New Year,
for example, or to be closer to schooling for children,”
he says.
And others might want coastal living as the summer
heat starts to ramp up.
“This may be a result of the reasonable prices we’ve
been seeing for some time in the luxury holiday
housing market, which I believe will begin to
experience an uplift over coming months.”
Read more of Tarbey’s views on Switzer Home
Loans.

Source: RP Data
Sydney’s competitive market recorded a clearance
rate of 75.2% on the weekend compared to 71.8%
last week, while Melbourne’s eased a little at 63.7%
compared to 66.1% last week. RP Data reports that
the Victorian state election did not impact on

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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Everything you need to know about the bring
forward rule
by Kate Anderson
Key points

The non-concessional contributions cap is
defined as six times the concessional
contributions cap.
From 1 July 2014, the three year bring
forward rule allows eligible clients to
contribute $540,000, up from $450,000.
Superannuation law restricts the amount of
contributions that can be made in a single
transaction, which means you may have to
make multiple contributions.

Although tax and super generally go hand in hand,
the interaction between taxation law and
superannuation law is not always crystal clear. In this
article we will explore the different rules that need to
be considered when utilising the three-year bring
forward rule.
The rule
The three-year bring forward rule is a taxation rule
that allows a client to contribute up to three times the
non-concessional contributions cap in a financial
year, or over the next two financial years.
The three year bring forward rule is triggered when a
client:
makes a non-concessional contribution that
exceeds the annual non-concessional
contributions cap, and
is under age 65 at the beginning of the
financial year, and
the three year bring forward had not already
commenced in the previous two financial
years.

A client must be under age 65 on 1 July in the
financial year in which they first trigger the three year
bring forward rule, however they can turn 65 during
the financial year and still utilise the three-year bring
forward rule for the remainder of the three year
period.
Indexation of the non-concessional contributions
cap
The non-concessional contributions cap is defined as
six times the concessional contributions cap. The
concessional contributions cap increased to $30,000
from 1 July 2014, up from $25,000 since 1 July 2009.
Accordingly, from 1 July 2014 the non-concessional
contributions cap is $180,000, up from $150,000
since 1 July 2009.
Indexation and the three-year bring forward rule
From 1 July 2014, the three year bring forward rule
allows eligible clients to contribute $540,000, up from
$450,000. Importantly, the amount of the three-year
bring forward cap is determined based on when the
cap is triggered, not based on when a further or final
contribution is made. If a client triggered the three
year bring forward prior to 1 July 2014 then their cap
will remain at $450,000, it will not increase to the
$540,000 that applies for clients who trigger the cap
from 1 July 2014.
Transitional concessional contributions cap
Older clients who are subject to the transitional
concessional contributions cap of $35,000 do not get
six times the transitional concessional contributions
cap, they are also restricted to $180,000. From 1 July
2014, the $35,000 transitional concessional
contributions cap was extended to clients aged 49
years or over on 30 June 2014.
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Eligibility to make superannuation contributions
As determined by superannuation law, super funds
can accept any contributions for clients when they are
under 65. For clients who have turned 65 but not yet
turned 75, member contributions and employer
voluntary contributions (including salary sacrifice) can
only be made if a client passes the work test. The
work test requires a client to have worked at least 40
hours in 30 days in the financial year in which the
contribution is made.
The work test must be passed if the client makes a
non-concessional contribution after their 65th
birthday, even though it may be possible that the
work test was met prior to turning 65, but still during
the financial year in which the contribution is made.
Fund capped contributions

Outcome – This will work as long as Betty’s
contributions are below the fund capped amount. If
she made a single contribution of $250,000, the
superannuation fund must return the contribution.
She could then make multiple contributions before 30
June.
Summary
The interaction of superannuation laws and taxation
laws need to be considered together, not in isolation,
to ensure that outcomes are as intended.
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.

Superannuation law restricts the amount of
contributions that can be made in a single
transaction. For clients under age 65 at the beginning
of the financial year the fund capped contribution is
three times the non-concessional contributions cap
($540,000 from 1 July 2014). For members aged 65
to 75 at the beginning of the financial year the fund
capped contribution is the non-concessional
contributions cap ($180,000 from 1 July 2014).
Case study
The interaction between the two laws is illustrated in
the following case study:
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