Issue 357, 22 January, 2015

Upgrading the Big Four banks
Well, what do we have here! An upgrade from Charlie on the Big Four banks – that’s an interesting
turn for the books but not overly surprising. Paul Rickard has long been a fan of the yield play. Find out
which banks Charlie likes in his article today and read Short n Sweet if you want to find out how much
you would have made if you bought CBA when Paul first said it was the pick of the bunch last May!
Also in the Switzer Super Report today, we’ve got three stocks you’ve never heard of – but should
know about! – from Geoff Wilson, and Ron Bewley updates his strategy in My SMSF.
Tony Negline looks at some certainty around insurance payments for SMSFs and Questions of the
Week explain some of the decisions in our recent SSR portfolio update. Buy, Sell, Hold – what the
brokers say has upgrades for the banks too, along with Macquarie Group, and don’t miss our Switzer
Super Sessions video on the themes of 2015.
Sincerely,

Peter Switzer
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Upgrading the Big Four banks
by Charlie Aitken
Key points
The yield trade is expected to support the
banking sector as interest rates remain low.
Prospective yield alone should support the Big
Four at current share prices.
With benign bad debts, net interest margin
(NIM) maintained, falling wholesale funding
costs and quantified regulatory capital risk,
the sector now looks primed for total return
outperformance.
This means an upgrade for the sector as a
whole and a buy for ANZ and Westpac.
The stunning moves down we have seen in global
and domestic yield curves, combined with record low
10-year bond yields and collapsing commodity prices,
suggests we are entering a period of low inflation, low
GDP growth and ultra-low cash rates.
The only developed country in the world where cash
rates will rise this year is the United States of
America. However, even if I am right and the Fed
raises US cash rates by 50 basis points, it only takes
the US cash rate to the still ultra-low setting of 0.5%.
The rest of the developed world has downside cash
rate risk and some will embark on further QE. Savers
will continue to be punished for a crime they
didn’t commit. Anyone requiring investment
income to live will be forced up the risk curve,
both globally and domestically.
Investors looking for historic fixed income like income
returns will be forced into equities and buy-to-let
residential property. In terms of equities, that means
they need to become far more accepting of short-term
capital volatility in seeking those historic fixed income
style returns.

Quite simply, if the long bond yields we see in front of
us today are sustained for an extended period, the
price paid for any instrument that has “bond like”
characteristics will rise as yields are bid down. That
was the basis of my Telstra (TLS) price target
upgrade to $7.00 last week.
Follow the franking
In Australia, with our ageing population and the
nuances of the taxation and superannuation system,
franking credits become even more valuable in an
ultra-low interest rate environment. This is
particularly relevant to anyone who has entered the
pension phase of super (0% tax) who gets the full
franking credit rebated from the ATO. The only liquid
way the man in the street, who doesn’t own a private
business, can accumulate franking credits is via
buying listed Australian equities and certain hybrids.
I’ve tried to explain to foreign investors that to
understand Australian equities you have to think like
an Australian investor in the pension phase of super.
You have to think grossed up yield because that is
effectively exactly what certain fully franked dividend
stocks physically yield to holders over 60 years of
age. That is how I approached Telstra over the last
five years and the big four banks via setting dividend
yield based share price targets.
I get the feeling that any liquid Australian industrial
equity that can demonstrate fully franked dividend
growth is going to be re-rated. I strongly prefer
demonstrable dividend GROWTH over basic
dividend yield.
The banks
In terms of the Big Four Australian banks, I need to
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reassess my view to take into account these dramatic
moves in bond yields and the likely direction of
Australian cash rates.
In recent times being underweight the Big Four banks
and overweight non-bank dividend growth stocks has
worked pretty well. ANZ, NAB and Westpac have
broadly gone sideways/down for a year, yet CBA has
moved ahead into its record interim dividend in
February.
This somewhat lacklustre performance from
Australian bank equity is despite the sharp moves
down we have seen in bond yields, cash
management trust (CMT) rates and term deposit (TD)
rates. That is why I am looking again at the sector this
week.
Let’s start by looking at forecast EPS growth in FY15
over FY14.

In summary for FY15 (est)

With every form of Australian fixed interest having a
“2 handle” (unfranked), it is now unlikely that
Australian banks will prospectively yield more than
four times those fixed interest yields on a pre-tax
basis. I expect these bank yields to be bid down in
the year ahead and this week I am reverting to
setting 12 month Australian bank share price
targets inverse to a 5.00% FY15 fully franked
dividend yield. 5.00% fully franked is 7.14% grossed
up, so still a hefty “equity risk premium” to fixed
interest to compensate for the volatility and risk of
equities.
5.00% fully franked FY15 dividend yield based
share price targets

Now let’s look at forecast dividend growth in FY15
over FY14.
This fully franked dividend yield based approach to
12-month bank share price target setting worked very
well over 2013 and 2014 when 5% fully franked
targets were hit. I expect it to work again in 2015 as
cash and bond yields plumb record lows.
Total potential total return table (projected capital
gain plus estimated grossed up yield)
Now let’s look at current FY15 forecast raw and
grossed up dividend yields based off the last closing
price.

In the table above you can see potential FY15 total
return scenarios (inc franking credits) of between
+8.48% for CBA up to +32.32% for NAB.
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Bet on the banks
With benign bad debts, net interest margin (NIM)
maintained, falling wholesale funding costs and
quantified regulatory capital risk, the sector now looks
primed for total return outperformance. Prospective
dividend yield alone will support the sector at current
share prices if, for some reason, I am proved wrong
on my prospective capital gain forecasts.
Similarly, in this yield environment, any capital
raisings will be swamped. EPS growth will be better
than the ASX200 in FY15 as ASX200 consensus
earnings are revised down.
The Big Four banks will be volatile in the weeks and
months ahead but I believe you are now being
compensated in terms of yield premium to cash and
fixed interest for that volatility risk. I expect bank
dividend yields to be bid down inside volatile trading
ranges, as money moves into equity yield from cash
and fixed interest.
With the CBA interim pending, which will confirm all of
the above, it is time for portfolio action.
This week I am upgrading ANZ and Westpac to
buy alongside the NAB buy recommendation,
remaining neutral on CBA. I am moving to mildly
overweight the sector.
Go Australia, Charlie
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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3 great stocks you’ve never heard of
by Geoff Wilson
Key points
Good investors can make money out of
identifying future leaders of the ASX outside
of the top 200 stocks.
Investing in smaller companies often carries
additional risk and investors have to be
prepared to do a lot of their own homework.
IPH Limited is one of the leading intellectual
property companies in the region and
accommodation operator Mantra Group has
experienced strong growth.
It’s that time of year again, when I’m asked to share
some stock picks for the year ahead. Although
portfolio construction and maintenance is a constant
and never ending process, the start of a new year is a
good time to look for companies that the market
hasn’t fallen in love with yet. Of course, time will tell if
my selections perform.

today, two of them have a very long history of strong
growth as unlisted companies before listing on the
stock exchange in the last seven months.
Frequently, investors make the mistake of ignoring
what a company has achieved before it becomes a
listed entity and this can provide excellent
opportunities for investors prepared to do the work.
IPH Limited (ASX: IPH), better known as Spruson &
Ferguson, the patent and trade mark attorneys, is one
of the leading intellectual property services firms in
the Asia-Pacific region. After a long history as a
private company dating back to 1887, it recently listed
on the stock exchange.
IPH Limited (IPH)

Many of the companies that we invest in at Wilson
Asset Management fall outside the heavily
researched top 200 names on the stock exchange
and are classified as small caps. That is often where
the resourceful and indefatigable investor can make
money out of identifying the future leaders of the
ASX.
As you may expect, investing in smaller companies
often carries additional risk and you have to be
prepared to do a lot of your own homework.
Prospective small cap investors looking for
undiscovered companies need to read extensively to
identify interesting investment opportunities and they
then need to spend a lot of time researching them. Of
the three undiscovered stocks I’m writing about

Source: ASX, 22 January 2015
The industry fundamentals are strong. IPH is one of
the first patent attorneys to list, providing the potential
to act as a consolidator of the sector going forward.
The industry is characterised by good cash flow,
recurring revenues and high quality clients,
particularly so at IPH.
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IPH has been one of the most successful IP services
firms in Australia, expanding into Asia for further
growth in 1997 and has shown dynamism within a still
conservative industry.
Mantra Group (ASX: MTR) was established in 2007
and listed on the ASX in June 2014. MTR is an
Australian accommodation operator and has
exhibited strong growth to become Australia’s
second largest network of hotels, resorts and
serviced apartment properties since it was
established. It has a portfolio of 115 properties and
11,000 rooms across Australia, New Zealand and
Indonesia.

My third pick of great stocks you have never heard of
has completely different but compelling reasons to
invest in. Future Generation Investment Company
(ASX: FGX) is Australia’s first listed company with
dual financial and philanthropic objectives.
I’ll declare my interest in this one straight up. I am a
director of Future Generation Investment Company
Limited and Wilson Asset Management is one of the
participating fund managers investing FGX’s capital.
But I am behind this initiative because I believe in
what it’s doing.

Future Generation Investment Company (FGX)
Mantra Group (MTR)

Source: ASX, 22 January 2015
In the last decade, Australia has seen an undersupply
of new hotel rooms being built to meet the increasing
demand from overseas and domestic travellers. As a
consequence, hotels are experiencing very high
occupancy rates and seeing increases in RevPAR, or
revenue per available room (a common performance
metric in the hotel industry) across Australia.
Mantra has also been innovative in extending its
brand out to South-East Asia. It has a flexible
business model through owning, franchising and/or
managing hotels, thereby optimising its capital model
and has proven to be a good operator.

Source: ASX, 22 January 2015
Future Generations is a listed investment company
(LIC) with diversified exposure to Australian equities
and it also supports Australian children’s charities,
with a focus on children at risk.
Set up as a fund of funds, Future Generation
Investment Company offers investors access to 14
fund managers in a single investment vehicle,
including funds that are now closed and wholesale
funds not open to retail investors.
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There are 0.0% management fees and 0.0%
performance fees as these fund managers have
agreed to provide capacity to the company in their
managed funds at no cost. The company has few
expenses as many suppliers are also donating their
services. This pro bono support will allow the
company to donate 1.0% of its assets to children’s
charities each year, thereby investing in Australia’s
future generation.
FGX launched on the ASX in September 2014 and
has been performing well. The portfolio has been
invested with 14 of Australia’s leading fund
managers with the allocation of strategies to allow the
company to deliver on its investment objectives of
providing a stream of fully franked dividends to
shareholders, protecting their capital and delivering
capital growth.
* Geoff Wilson invests in MTR and IPH in his role as
Chairman of Wilson Asset Management. Wilson
Asset Management is also supporting FGX by
providing services such as marketing on a pro bono
basis.
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 Staff Reporter
The brokers must have all collectively headed back to
work this week, as there have been many actions in
just the first half of the week. Next Monday’s Buy,
Sell, Hold – what the brokers say will have a full list of
analyst actions but here are the highlights – which is
still quite an extensive list.

Deutsche Bank upgraded Virgin Holdings to Buy
from Hold. Deutsche Bank has updated fuel
forecasts for Virgin Australia and also consolidated
Tigerair Australia as a fully owned subsidiary from the
second half. The broker now expects FY15
underlying profit of $92.7m and upgrades.
In the not-so-good books

In the good books
Morgan Stanley upgraded BlueScope Steel (BSL)
to Overweight from Equal-weight. Steel spreads
are continuing to improve and growth in FY16 is
being priced in. BlueScope is one of Morgan
Stanley’s preferred building material stocks and the
rating is upgraded to Overweight from Equal-weight.
Macquarie Group (MQG) was upgraded by
Morgans to Add from Hold and to Buy from
Neutral by UBS following an upgrade in its guidance
for the financial year. Morgans believes the upgraded
guidance alleviates market concerns regarding
MQG’s equity and lending exposures in the
commodities space. Underpinning the UBS upgrade
is the fact the analysts believe Macquarie has stuck
to a conservative forecast.
UBS upgraded both National Australia Bank and
Westpac to Buy from Neutral following a review of
the sector. UBS expects investors will support NAB’s
turnaround strategy and that Westpac has the
strongest credit underwriting process of the banks.
Deutsche Bank upgraded Origin Energy to Buy
from Hold following a sector report. Due to the delay
in response to lower oil prices from the industry, the
stockbroker is anticipating continued downward
pressure on prices in H1 2015, to be followed by a
mild recovery only in H2. The analysts have grabbed
the opportunity to revisit their sector preferences.
Origin is seen as more defensive, but undervalued
nonetheless.

UBS has downgraded ANZ Banking Group to
Neutral from Buy. UBS suspects many investors are
struggling for high conviction alternatives, with a
patchy economy and an increase in volatility.
Although the banks’ absolute valuations are not
cheap, the broker considers a further re-rating is
possible. ANZ is downgraded as excess liquidity and
the rising cost of connectivity continue to pressure
returns from Asian wholesale banking.
Morgans downgraded Carsales.com (CRZ) to
Hold from Add. Falling vehicle listing volumes are a
near-term risk to earnings momentum, in the broker’s
view. Most of the fall is attributed to the boycott on
new vehicle listings imposed by five of the largest
manufacturers.
JP Morgan has downgraded Woodside (WPL) to
Underweight fro Neutral. JP Morgan notes
Woodside was one of the strongest performers
among global oil names over 2014 on the back of a
strong dividend stream, production and balance
sheet. The balance sheet may stay secure but the
broker suspects a falling dividend will drive
underperformance.
The above was compiled from reports on FNArena, which
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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My SMSF – the importance of a Plan B
by Ron Bewley
Key points
The yield-seeking trend will end when interest
rates start going up (but this won’t happen for
12 to 18 months).
The Aussie dollar should fall during this year,
which means an exposure to US shares could
be wise.
Consider offloading other holdings that aren’t
doing well.
What’s going on?
Many SMSF investors with direct equity portfolios
might soon be in for a shock. About half of our ASX
200 index is accounted for by the so-called high-yield
sectors (financials, property, telcos and utilities). It so
happens that an index of just these four sectors (with
market capitalisation weights) out of the eleven
sectors of the ASX 200 outperformed the broader
index by an average 7.6% over the last four years –
and the worst outperformance in that period was as
high as 6.6%! If dividends – but not franking credits –
were reinvested, the average outperformance rises to
9.8% with the lowest outperformance being 8.3%.
It follows that anyone focused on picking a yield
portfolio from these sectors in recent years would
have found it hard not to outperform the ASX 200! A
dart board, twenty darts and a list of the top 100
stocks from those sectors was unlikely not to have
produced a superior performance in each of these
last four years.
But far from my trying to rain on your parade
(including mine and anyone else’s), there is an
important lesson to be learnt before it is too late. In
the previous eight years (2003 – 2010) – the longest
period for which data are available – there was only
one year when the high-yield index outperformed the
ASX 200 on price (1.1% in 2006). There were only
two years when total returns outperformed the ASX
200 (2.3% in 2006 and 0.1% in 2009). The average
underperformance of high yield was 4.6% on price
and 3.3% on total returns.

Do you think SMSF trustees are ready for the
future?
My main point is simple. Most SMSF’ers didn’t start
managing their own investments until recently and so
they could easily be misled by their own possibly
superb track records.
So what does the future hold? The simple answer is
that no one knows with any real degree of certainty.
The best answer is “create a strategy that balances
the expected risks and returns”.
I am now very happy with my current SMSF portfolio
but I know I need a ‘Plan B’ for when I sense a new
direction is starting to emerge.
The yield-seeking trend of recent years will almost
certainly end – and possibly within the next 12-18
months. The question is when. Four successive years
of yield seeking came into being because yields on
bonds and interest rates became so low that
investors were forced to look elsewhere for income.
Australia is still one of the few AAA-rated countries
around and our companies pay almost twice the
dividends of their US counterparts. On top of that,
Australian residents often receive franking credits. As
long as this low interest regime exists, it is reasonable
to continue to invest in the yield play. When it stops,
share prices on high-yield stocks might tumble – and
quickly – as investors flee ‘risky equities’ for the
safety of bonds and cash at home or overseas. So do
I need a hard hat and a high-viz vest? If so, when?
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So what are you doing about it?
My current SMSF portfolio is 3% cash, 18%
international (an ETF from iShares called IVV), 28%
“Hybrid yield-conviction portfolio” (that I regularly
write about in this column), and 51% ‘Other’ (a
portfolio of ASX-listed blue chips). Although I am
extremely happy with my portfolio (at the moment), I
need a Plan B scenario analysis more now than in
recent past.
1). If the Aussie dollar does depreciate significantly,
as I anticipate, at some point I will consider the
Aussie dollar may have bottomed or over-sold. As a
rough approximation, I can add my expected
depreciation in the Aussie dollar to my expected total
return for the S&P 500, which currently stands at
about 11.5% for 2015, to get a return on the iShares
Core S&P 500 ETF (IVV) of about 21.5% for a 10%
depreciation in the Aussie dollar and 31.5% for a 20%
depreciation.
2). If I then expect the Aussie dollar to rise, possibly
after having overshot some fair value, I don’t want to
stay in the unhedged ETF as the appreciation will
then work against me. I will trade IVV for another
iShares ETF, called IHVV, which is the hedged
version of IVV. I will make the transition smooth, in
the sense that I will sell off my IVV in about three
parcels over time and place the proceeds straight into
IHVV to keep my sum of IVV and IHVV about the
same throughout the process.
3). If at some time I expect the Aussie dollar to
depreciate but I expect the S&P 500 to go nowhere or
down, I need to invest in a hedged US fixed income
fund (rather than equities) but, as yet, I have not
located a suitable US fixed income ETF. I’ll keep you
posted.
4). If I see the yield play ending ‘soon’ – and I have
two indicators to help me read the market – I will
rebalance my hybrid portfolio into its new incarnation.
Please recall that I produce a new hybrid portfolio
each month but I only rebalance into the new one
when significant events take place making it an
efficient trade.
5). Since my hybrid portfolio strategy self-corrects into
an appropriate balance – possibly across all sectors –
this rebalance will require no other action in terms of
what sectors and stocks to choose. In that sense, my
hybrid strategy is dynamic.

6). My current ‘Other’ portfolio contains seven
stocks in four groups. It is a legacy portfolio that I am
slowly transitioning into my new strategy. In the first
group, BHP and Rio will be sold down further if stock
prices rise sufficiently and the proceeds will be put
into the hybrid portfolio or the international portfolio as
the then current conditions dictate.
7). Similarly, Santos and Woodside will follow the
same rules as for BHP and Rio but I think oil price
increases may not happen for some time and so I do
consider these two stocks separately from BHP and
Rio. Energy is a longer-term strategy.
8). CBA and Westpac form the third pair. I am likely to
hold on to these stocks as very long term strategic
plays. I much prefer these two banks from the big four
– but nothing lasts forever. I did once own multiples of
these stocks that I now own and I am now sitting on
ballpark 100% capital gains. I find it hard to dismiss
them.
9). Finally, Cochlear has been flying high of late. I
typically buy Cochlear in the fifties and sell at just
above $80. This strategy has served me very well
over the last eight years. Its price has risen from
about $72 to $81 in about a month. While I would
normally sell some at this point, my anticipated fall in
the Aussie dollar is likely to boost its earnings from
exports. Secondly, it is still, in my opinion, recovering
from a recall of a device (N5) a few years ago and I
am anticipating better things from N6, which is still
going through the process of adoption. Cochlear is
very poorly rated by analysts (and has been for
years) – but they did miss the last $30 improvement
in the stock price! Moreover, the likes of CSL,
Ramsay Health Care and Resmed in the health
sector have made massive gains in recent times and
investors might soon be looking for a new stock, such
as Cochlear, in the same defensive sector but that is
less over-priced.
So with my Plan B now firmly in place, I am about to
start working on Plan C. I work on my strategy – for
my own money – at least six days a week. There is a
reason that fund managers want a management fee
and, sometimes, an outperformance fee for doing this
sort of work!
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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Short n Sweet – Which bank?
by Penny Pryor
Charlie has his eye on banks, and I’m pretty sure
that most of our subscribers will be avid readers of his
article today. But he’s not the only one who loves the
Big Four. Switzer Super Report co-founder and
director Paul Rickard has had his eye on the yield
play – that is, buying the banks for the dividends
because interest rates are so low – for over a year
now.
In May last year he said: “I don’t subscribe to the
“banks are overpriced” theory, simply because there
are no signs of the forces that could really threaten
earnings or make bank shares less attractive.”
His preferred bank for all of last year – and yes, he
used to work there – has been Commonwealth Bank
and in May, Paul pointed out that: “Sometimes there
are good reasons why stocks are expensive – and it
pays to invest in those stocks rather than their
cheaper cousins. Commonwealth Bank (CBA) is one
such case.”

Also today, fund manager and small cap guru Geoff
Wilson writes about IPH Limited as one of his
favourite undiscovered stocks. He must be a real fan
as he also pointed to it in mid December as one of his
all-time picks for 2015.
We’re not advocating that you become a short-term
trader but you might like to know that if you had
bought it back then at around $3.40, you would be
7% ahead now, as it is trading above $3.60.
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.

But as the table below shows, it was the more
expensive bank that had the greatest share price
return, and as it has the biggest dividend, it also had
the greatest total return.
The dates below are each of the dates that Paul
updated his view on the banks – and CBA remained
on top each time.
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Some certainty on CGT and insurance payouts
by Tony Negline
Key points
There has long been uncertainty on whether
or not CGT is payable on life insurance
policies that paid a benefit for TPD, temporary
disability or trauma.
The industry has lobbied for change for many
years.
Legislation has recently been introduced to
Parliament, which will rectify the issue and
confirm that CGT will not be payable.

3. June 1998 – the Parliament passed rewritten
CGT tax laws; this rewrite was meant to make
the tax laws easier to understand but not how
the CGT rules work.
Since these events have played out, there has always
been some doubt as to how CGT might apply for
super funds (and other trusts) if they own a life
insurance policy that paid a benefit for TPD,
temporary disability or trauma.
Death insurance policies held by super funds have
always been exempt from CGT.

Late last year, the Federal Government introduced
legislation into Parliament to fix a tax anomaly that
has been hanging around for almost 30 years.
The problem involved capital gains tax on total and
permanent disability, temporary disability (salary
continuance) and trauma insurance policies
purchased by super funds when a life insurance pays
a claim.
The background
Here’s a quick historical timeline on how we got into
a mess:
1. September 1985 – capital gains tax is
introduced but it doesn’t apply to super funds
because, at that point in time, all their
earnings were exempt from tax. For all other
taxpayers, any assets purchased before 19
September 1985 are also exempt from CGT.
2. July 1988 – super fund tax is introduced but
applies to all assets owned by a super fund,
regardless of when they were purchased
(there is a special rule for valuing assets
bought before July 1988).

The commonly held view is that CGT applies to the
difference between any claim proceeds and the cost
of acquiring the policy (that is mostly the premium
payments).
For example, suppose you became permanently
disabled and your super fund claimed on a life
insurance policy it has on your life and received $1
million from the life office. Suppose the super fund
had paid a total of $20,000 of insurance premiums,
which means CGT of 15% or $147,000 would have
been payable on the difference (that is, $980,000).
Interestingly some have simply ignored this potential
CGT event and taken the risk that their super fund
won’t be checked by the ATO and penalised for not
paying the right amount of tax.
As you can see, this is a very serious issue for some
people because they purchased additional insurance
to cover for the CGT their fund might have to pay in
the event that there was a claim on a policy.
The attempts
The financial services industry has been regularly
asking the ATO for its view. On the whole, it would be
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fair to say that it has been reluctant to issue a firm
binding view of how the rules work. Over the years, it
has sometimes released information that was
confusing and incomplete.
In 2012, the Rudd/Gillard Government announced
that it would amend the law to make it clear that CGT
would not apply to TPD contracts from 1 July 2008.
That is, no mention of salary continuance or trauma
insurance. Before the ALP lost the last election, it had
not introduced into Parliament any legislation to
implement this welcome policy change. It also hadn’t
released draft legislation for interested parties to
provide some commentary on.
The final change
The Abbott Government then announced in late 2013
that it would proceed with this amendment.
The legislation to put this into place has since been
introduced into Parliament and applies to TPD, salary
continuance and trauma insurance policies and
applies from 1 July 2005.
As I mentioned – at long last it appears that we have
some clarity around this issue. Better late than never,
I guess!
Just a small point of clarification – from 1 July 2014,
your super fund can’t purchase any new life
insurance policy if the proceeds can’t be paid out of
the fund. Typically this will mean trauma insurance
policies and some salary continuance and TPD
policies. See my article from last week for important
background information on this issue.
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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SSR portfolios and shorted stocks
by Questions of the Week
Question: I’m surprised to see Origin exited from
the income portfolio. Do you not see a recovery in
its share price and dividend even with near future
2015 LNG exports from Gladstone?
Answer (By Paul Rickard): The reason for taking
Origin out was that I wanted the portfolio to be
underweight energy – so it came down to a choice
between Origin and Woodside. My thinking about the
energy sector is that it always takes longer to feel the
full impact of major price shocks – so my guess is
that we haven’t seen the bottom on prices in
energy-related stocks just yet.

Bottom line: information to consider, but not the final
arbiter in terms of stock selection/portfolio
construction.
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.

I prefer Woodside over Origin for this portfolio
because it is probably a little more insulated, dividend
yield is higher, and it is fully franked.
Question 2: How important is the shorted stocks
list in investing, as I notice J B Hi-Fi is in there
and it is also in your high-income portfolio. I also
own a couple of others in there. Should I be
thinking of selling?
Answer 2 (By Paul Rickard): It is important to the
extent that it conveys some useful information about
what some of the professionals think, and also alerts
you to the fact that you may need to be patient with
your position.
For a medium to long-term investor, it probably
doesn’t mean that much.
Short sellers often get things spectacularly wrong, but
on the whole, they probably get more things right than
wrong. Two things that you don’t know are their
investment time frame, and what they are short
against. Sometimes, they might be short one stock,
and long a similar stock – as a play between two
companies on a spread basis. Other times, they are
just short a particular stock.
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Don’t miss this!
Don’t miss my chat with Paul Rickard on themes that will be driving markets this year and what you should be
doing about it!
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