Monday 4 May 2015

Expect the unexpected
You already know what I think about the market’s direction but that doesn’t mean you shouldn’t have
a contingency plan in your self managed superannuation fund for those inevitable down years. Could
your fund handle it? Today I tell you what you need to do.
Also in the Switzer Super Report today, Paul Rickard has the latest update on our SSR income and
growth-oriented portfolios. The markets didn’t have a great month but our portfolios are still ahead.
James Dunn takes a look at whether or not there is still value in A-REITs and lists five picks, and
Barrie Dunstan examines how trustees can survive a low-rate environment. In Super Stock Selectors,
our list of likes includes MYOB and Credit Corp Group and in Buy, Sell, Hold – what the brokers say,
AMP and Bank of Queensland get upgrades.
Sincerely,

Peter Switzer
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Important information: 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. For this reason, any individual should, before
acting, consider the appropriateness of the information, having regard to the
individual's objectives, financial situation and needs and, if necessary, seek
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Is there still value in A-REITs?
by James Dunn
Key points
Over the past five years REITs have earned
14.4% total return a year, versus 8.5% for
shares. Over three years, the REITs have
generated 23.4% a year, versus 16.6% for
shares.
A-REITs are trading on average at a material
premium to net asset value (NAV), but foreign
investors still find them attractive.
Consider Stockland, National Storage REIT
and 360 Capital Office Fund for potential
value.

In a market clamouring for yield, Australian real
estate investment trusts (REITs) have been a very
popular asset lately.
Local investors like the average distribution yield in
A-REITs, which is running at about 5% – down from
about 6.5% in 2013 – although there is no franking.
(There can be small tax-advantaged component,
arising from tax concessions such as depreciation
allowances and tax-deferred income, which is not as
effective in reducing an investor’s tax liability as fully
franked dividends from shares – and in the SMSF
context, does not give any augmentation of the yield
to the SMSF in pension phase.)

shares. Over three years, the REITs have generated
23.4% a year, versus 16.6% for shares.
Worse, the A-REITs are trading on average at a
material premium to net asset value (NAV). This tells
you that investors are anticipating that the market will
drive unit prices higher.
That is the problem with listed REITs: being listed,
their unit prices can slump and rise, and where
sometimes – most notably post-GFC – prevailing
discounts to NAV allow an investor to buy into the
portfolio cheaply, the flipside of an over-valued unit
price can also apply: as it mostly does today.
However, the lower Australian dollar, added to the
perceived relative stability of the Australian economy
and its reputation as a low-risk investment
environment, continue to make Australian REITs
attractive to foreign investors. And remember, what
looks fully-valued to an Australian investor might not
appear that way to a Hong Kong or Japan-based
investor.
Here are some examples of potential value in the
A-REIT space at present.
Stockland SGP $4.45
Analysts’ consensus target price: $4.64 (upside
4.3%)

And for international investors, facing near-zero
interest rates domestically, A-REIT yields are very
attractive.
This yield-oriented demand has seen money pouring
into the A-REITs. According to MSCI (Morgan Stanley
Capital International) indices, over the past five years
REITs have earned 14.4% total return (capital growth
plus income distributions) a year, versus 8.5% for
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Australia’s largest diversified property group, the
$10.4 billion Stockland develops, owns and manages
retail centres, business parks, logistics centres, office
buildings, residential communities and retirement
living villages. The group is overhauling its asset mix,
growing the industrial portfolio – especially logistics
and business parks – and boosting the residential
exposure, while making a gradual exit from the office
property sector. While Stockland – like many REITs –
is trading at a large premium to asset value, the
company says it is on track to boost earnings per
share (EPS) by up to 7.5% in FY15 and maintain its
full-year distribution at 24 cents a share, pricing it on
a FY15 expected yield of 5.4% (unfranked). The
analysts’ consensus target on Stockland is 4.3%
higher than the current price, a rare discount among
the big trusts.
National Storage REIT NSR $1.60
Analysts’ consensus target price: $1.70 (upside
5.9%)

360 Capital Office Fund TOF $2.09
Analysts’ consensus target price: $2.26 (upside
8.1%)

Capitalised at $162 million, 360 Capital Office Fund
(TOF) is another niche operator, focusing on
investing in A-grade suburban and B-grade CBD
office properties with a focus on yield and security of
income from blue-chip tenants, where it does not
need to offer lease incentives. TOF owns four
properties, with the occupancy rate of 100%, and with
a weighted average lease expiry of 4.7 years. The
properties are in Brisbane (two), Melbourne and
Canberra, and TOF’s top tenants are the
Commonwealth of Australia and the Queensland
state government. TOF recently revalued its portfolio,
resulting in a 4.8% uplift. Broker Morgans sees the
fund offering a FY15 distribution yield of 8.1%, rising
to 8.6% in FY16, with 8.1% upside at present to the
target price.
Ingenia Communities Group INA $0.415

Specialist self-storage REIT National Storage REIT
(NSR) is a good example of the niche REITs that
have started to come on to the Australian Securities
Exchange (ASX). NSR’s property assets are
self-storage centres, of which it owns more than 80,
spread across all states and territories (except NT).
Capitalised at $473 million, NSR offers customers
self-storage, business storage, vehicle storage, wine
storage (under the WineArk brand, which holds more
than two million bottles of wine), vehicle hire,
packaging and insurance. The group manages $633
million worth of assets. NSR has just raised $57.5
million in a placement, but despite that dilution,
analysts expect double-digit earnings and dividend
growth from NSR in FY16, and a 5.8% yield.

Analysts’ consensus target price: $0.50 (upside
20.5%)

Formerly the ING Real Estate Community Living
Group, Ingenia Communities (INA) is a specialist
retirement living REIT that is positioned to benefit
from Australia’s ageing population. Ingenia owns,
manages and develops a diversified portfolio of 58
affordable “seniors living” communities across
Australia, in three specific brands. These are Garden
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Villages (rental), Settlers Lifestyle (deferred
management fee) and Active Lifestyle Estates
(manufactured home estates), which are cheap,
pre-fabricated two-bedroom structures, aimed at the
“grey nomad” retirement market. INA’s portfolio
does not generate as high a yield as many other
REITs – analysts expect 3.6% in FY15 and 4.1% in
FY16 – but it could be considered as defensive
annuity-style income. The consensus target price on
Ingenia offers plenty of value if it is achieved.

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.

Galileo Japan Property Trust GJT $1.86
Analysts’ consensus target price: $2.27 (upside
22%)

Lastly, for those prepared to invest offshore, Galileo
Japan Property Trust is an interesting play on
Japanese property. Capitalised at $197 million, the
trust owns a portfolio worth ¥55.9 billion (A$594
million), spread across office (41% of the portfolio),
retail/mixed use (41%), residential (14%), and
industrial property (4%). The portfolio is also well
diversified geographically, with 49% of the property
space in central and greater Tokyo, and the rest
spread across Osaka, Fukuoka, Kobe, Kumanoto,
Shiga and Sapporo. At the end of December, the
portfolio was 96.6% occupied. Japan cannot be said
to be enjoying a property price boom, but there are
clear signs of recovery. Galileo does not hedge its
currency exposure, so the trust’s metrics are
susceptible to movements in the yen/A$ exchange
rate: if the yen drops against the A$, Australian
investors lose, and vice versa. For example,
Galileo’s net asset value dropped four cents in the
December 2014 half-year, to $2.15, on currency
effects, not property. So the trust trades at a 13.4%
discount to NAV, and the expected 13.6 cent
distribution in FY15 and 15.8 cent payout in FY16 has
the stock offering a 7.3% yield in FY15, rising to 8.5%
in FY16.
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Could your portfolio stand a HUGE market sell off?
Here’s how it should.
by Peter Switzer
Most of you know that I hold a position that stocks
have probably two good years ahead before I start to
worry about a big sell off. It could be earlier than I
think, and I will be on the lookout for any early signs
but it also could be later.
We’re locked into very unusual economic and stock
market cycles created by the GFC crash and the
policy response by central banks, as well as
governments around the world.
We were trying to beat a Great Depression and right
now the big watch for me, for you, is to monitor how
the QE programs from the US, to Japan, to Europe,
translate into economic improvement. If it happens as
hoped, then the bull market could drag on for three or
four more years! If Europe, for example, fails to turn
green shoots into credible young trees of hope, then
the current market optimism could end abruptly.

Like a lot of investors, who really more resemble
speculators, they like the idea of a cheap stock that
might, say double, in price from 20 cents to 40 cents.
However, I’d prefer a stock like CBA that goes from,
say, $30 to $90 in the space of seven years paying
great dividends along the way, all enhanced by
franking credits!
Many of you know I love the following chart as it
proves my point about having a great quality set of
stocks that do as well as the S&P/ASX 200 index.
And furthermore, if you reinvest your dividends, it
ends up like this:

The stress test
My key question to you is: Could your portfolio of
shares stand say a two or three year period where
your capital depletes substantially? Three years
would be a really rough time and I think a two-year
test would be good enough, but I’d rather see you do
a tougher stress test so you’re ready for the
worst-case scenario.

I like the fact that $10,000 in a good portfolio with
dividends reinvested ends up as $453,165 just after
the GFC ends, despite all those crashes and
corrections. By the end of January this year, it has
turned into $722,110.

When people ask me about my portfolio, I tell them I
like dividend-paying stocks. It might sound odd but
stock market crashes do present opportunities
because you can buy great companies at low prices.

Imagine if I created a chart that took out the 2008 and
a bit of 2009, 2000 and 2001, 1993, 1987 and 1988,
etc., we’d end up close to a straight line from
$10,000 to $722,110!

Unfortunately, my colleagues in the media have a
strange view on stocks. They seem to think it’s like
going to the races, where you pick winners and you
losers but hopefully, over time, you end up in the
black.

The action plan
Your challenge is to create a dividend or income flow
that remains pretty damn good even with a huge
market sell-off. You need to create a cash buffer for
the bad times, built in the good times.
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So, if you had a $1 million in stocks and you want
$70,000 a year to live on, then when you make 10%,
you bank the extra $30,000 in your cash account.
Over a decade of history shows stocks return 10%
per annum, despite two to three bad years, and half
of those returns will be dividends! By the way, that
cash buffer, if it gets big enough, can also be used to
buy good quality companies at low share prices
during a scary crash!
What I propose is not Mission Impossible. As the old
TV show used to say: “Your mission, should you
decide to accept…” is to do the opposite of most
investors who really resemble speculators.
Mine is a boring strategy of wealth accumulation, but
there are some hairy and scary bits and that’s being,
as Warren Buffett would put it,: “Greedy when
everyone is fearsome.”
Stress test your portfolio and if it doesn’t shape up,
change it.
By the way, the greatest threat to your future wealth
might be by being too long in term deposits! If you
don’t believe me, have a look at what cash returned
over 1970-2015.
Who knows, this odd period, where term deposits are
unattractive, could prove to be a godsend by
encouraging term deposit investors to explore the
power of fully franked dividends!
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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Banks drag portfolios lower in April but still ahead
of market
by Paul Rickard
Key points
A higher Aussie dollar (weaker US dollar),
higher oil prices and lower confidence about
the imminence of a further cut in interest rates
impacted the market in April.
The income portfolio is up by 10.67% this
calendar year and the growth-oriented
portfolio is up by 11.95%.
Although only marginally overweight
financials, the income portfolio was impacted
in April by the performance of the major bank
shares, and its relative underweight position in
energy and materials.

Weakness in major bank stocks over the last couple
of days of April dragged the share market down and
impacted on the performance of our portfolios. Our
growth portfolio largely mirrored the market’s fall of
1.7%, while our income portfolio lost 2.7%. On a
year-to-date basis, however, both portfolios continue
to outperform the market, with the income portfolio
2.2% above the benchmark and the growth portfolio
outperforming by 3.5%.
The purpose of the income and growth-oriented
portfolios is to demonstrate an approach to portfolio
construction.
Portfolio recap
In January, we made some adjustments to our
Australian share ‘Income Portfolio’ and
‘Growth-oriented portfolio’ (see here and here).

Using a ‘top down approach’ and introducing
biases that favour lower PE, higher yielding
industry sectors;
To minimise the market tracking risk, adopting
a rule that says that our sector biases in the
major sectors (financials and materials) 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
Looked for companies that pay franked
dividends and have a consistent earnings
record.
The growth-oriented portfolio takes a 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 portfolio is up by 10.67% this calendar
year and the growth-oriented portfolio is up by
11.95% (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 2.22% and
the growth-oriented portfolio has outperformed by
3.50%.

To construct the income portfolio, the processes we
applied included:
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Dollar strength hurts market in April
Still unable to crack through the 6000 level, the
market ended up losing 1.7% in April. A higher Aussie
dollar (weaker US dollar), higher oil prices and lower
confidence about the imminence of a further cut in
interest rates impacted the market.
On the back of higher oil prices, energy was the best
performing sector – up 8.5% during the month.
Healthcare, which contains companies such as CSL,
Cochlear and Resmed that benefit from a lower
Aussie dollar, was amongst the worst performing
sectors, shedding 4.0%.
The largest sector by ASX market weighting at
40.4%, financials, lost 4.7% as renewed speculation
about the timing of higher capital ratios impacted on
sentiment, and the odds of a further rate cut receded
marginally. Despite its performance in April, the
sector is still outperforming on a year-to-date basis –
up 8.8%.
Interestingly, all sectors have made a positive
contribution to the market this year, and the
difference between the best performing sector
(utilities at 15.9%) and the worst performing sector (IT
at 2.9%) is by historical standards not that marked.

telecommunications; underweight materials and
energy, and broadly index-weight the other sectors.
Reflecting an expectation that the banks will, over
time, have to raise more capital, we neutralized our
exposure to financials. Further, following a stellar
performance in 2014, our exposure to property trusts
(the A-REIT sector) is also neutral.
With these sector allocations, we would expect this
portfolio to moderately underperform relative to the
benchmark accumulation index in a strong bull
market, and moderately outperform in a bear market.
The income portfolio is forecast to generate a yield
of 5.14% in 2015, franked to 88.7%.
At the end of March, we made some changes to the
portfolio. We crystallized our profit on Toll Holdings
following the announcement of its takeover by
Japanese Post; cut our exposure in consumer staples
to go back to index weight by selling (for a small loss)
50% of our position in Woolworths; and reinvested
those proceeds in Woodside, Telstra, Commonwealth
Bank and AMP.
Although only marginally overweight financials, the
portfolio was impacted in April by the performance of
the major bank shares, and its relative underweight
position in energy and materials.

The table below shows the returns for the 11 sectors.
Our income-biased portfolio per $100,000 invested
(using prices as at the close of business on 30 April
2015) is as follows:

Income portfolio
The income portfolio at the start of the year was
overweight consumer staples, utilities and
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from increased consumer consumption, a lower
Aussie dollar or lower oil prices – mainly the so called
“cyclicals” (consumer discretionary and industrials);
marginally underweight or index-weight the yield
sectors (financials, utilities, telecommunications and
consumer staples); and underweight the commodity
exposed sectors (materials and energy).
Despite healthcare being the second best performing
sector last year, we have maintained an overweight
position as the demographic factors are so strong.
With stock selection, we have biased the portfolio to
companies that should benefit from a falling
Australian dollar – either because they earn a major
share of their revenue offshore, and/or report their
earnings in US dollars, such as CSL, Resmed,
Brambles and Computershare. In the financials, we
have pared back our exposure to the major banks,
biased NAB, and included for growth Macquarie and
Challenger. We have also added online employment
and education group Seek, and stuck with two of the
laggards in 2014 from the consumer discretionary
sector in Crown and JB Hi-Fi.
Click here to download as an Excel file
* On 31 March, reduced original $6,000 holding in
Woolworths by 50%, and sold original $4,000 holding
in Toll. $1,901 reinvested in Woodside, $2,000 in
AMP, $3,000 in CBA and $2,000 in Telstra.
Growth portfolio
With our growth-oriented portfolio, we have based our
sector exposure on what we expect to be the
predominant investment themes in 2015, which are:
Continued low interest rates (the yield sectors
will continue to perform);
Lower Australian dollar – moving down
towards 0.70 US cents;
Positive lead from the US markets;
No pick up in commodity prices;
Growth running slightly below trend in
Australia; and
Low oil prices will lead to a rise in consumer
spending in Australia.

At the end of March, the portfolio realised the profit on
its investment in Toll Holdings and like the income
portfolio, cut its exposure in Woolworths. These
proceeds were reinvested in Santos and Westfield.
In April, the portfolio largely kept track with the market
– losing 2.02% compared to the market’s 1.70%. The
Santos purchase paid off immediately (up 16% during
the month), while Westfield held its ground. A higher
Australian dollar impacted on the portfolio’s stock
selection of companies exposed to a weaker currency
– in particular, CSL, Brambles and Computershare.
Our growth-oriented portfolio per $100,000 invested
(using prices as at the close of business on 30 April
2015) is as follows:

This leads to a portfolio with only small biases. We
are marginally overweight the sectors that will benefit
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Click here to download as an Excel file
* On 31 March, reduced original $4,000 holding in
Woolworths by 50%, and sold original $4,000 holding
in Toll. $3,939 reinvested in Santos and $4,000 in
Westfield.
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 – Super Stock Selectors
by Penny Pryor
There has been a lot of hype around the IPO of
accounting software firm MYOB today and it features
on our list of likes from our Super Stock Selectors this
week.
IG Markets’ Evan Lucas expects it to get a bit of a lift
during its first week of trade. But he’s fast losing
patience with Westpac after some lacklustre results
this morning.
“Results are weak and it has now corrected (-12%). I
think it’s likely to head lower this week before
bouncing later in the month,” he says.
Paul Rickard also does not like Westpac after their
poor result.
“They were priced as the second most expensive
bank – on the back of today’s result, they don’t
deserve that premium,” he says.
But for our list of favourable stocks, our chartist Gary
Stone picks JB Hi-Fi this week.
“After some weakness during 2014 JB Hi-Fi is in a
short, medium and now recently started long-term
trend,” he says.
In addition, JB Hi-Fi has held up well in the recent
market weakness, has a trailing PE Ratio of 15.2,
which is below the overall market PE, and has a yield
of 4.5%. That certainly makes it a stock to watch.

Paul Rickard still continues to like Telstra as a yield
play and Raymond Chan still likes ANZ. He says its
recent share price weakness is a reason to buy. It will
report half-yearly results tomorrow.
Another cheap stock this week is SEEK, Michael
McCarthy’s pick. Recent management changes and
a disappointing report in February have brought the
company’s PE multiple down from the mid thirties to
the high twenties, which makes it a cheaper
proposition. McCarthy also likes its long-term growth
prospects.
Elio D’Amato from Lincoln Indicators lists debt
collector Credit Corp Group as his like for the week
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because of its good track record and growth
trajectory.
“Credit Corp provided a trading update last week and
marginally increased their Purchased Debt Ledger
(PDL) acquisition guidance citing improved pricing
structure. The group also tightened their earnings
guidance range and now expect net profit of $37-38
million for FY15,” he says.
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
The week’s overview of upgrades and downgrades
reveals falling share prices are always a stimulus for
broking analysts lifting ratings on individual stocks.
Stocks in the limelight during the week included iiNet
(take-over battle), ALS Ltd, Recall Holdings
(take-over, but no battle), ResMed (value discussion
post sell-down) and oil and gas producers in the
Cooper basin which were united around disappointing
production reports and the flaring up of consolidation
speculation.
In the good books
ALS (ALQ) was upgraded to Hold from Sell by
Deutsche Bank and to Neutral from Sell by UBS.
Buy/Hold/Sell: 0/5/2 March quarter earnings were
weaker than expected but Deutsche Bank upgrades
to Hold from Sell as there are few negative catalysts
remaining. While the broker continues to have a
negative outlook for the oil and gas business this only
contributes 10% to ALS’ earnings and so is less
meaningful to near-term overall earnings. The
company has issued FY15 profit guidance of $135
million, ahead of UBS’ expectations. Management
has also disclosed that a $290 million impairment
would be taken against the carrying value of oil and
gas investments. The scale of the write-down is
significant in the broker’s view.

AMP (AMP) was upgraded to Neutral from
Underperform by Macquarie. Buy/Hold/Sell: 2/6/0
Despite a full valuation Macquarie is upgrading
following the favourable Australian performance from
Reinsurance Group America in its first quarter results.
The broker upgrades earnings forecasts by 2.5% to
reflect mark-to-market adjustments.
Aristocrat Leisure (ALL) was upgraded to Neutral
from Sell by Credit Suisse. Buy/Hold/Sell: 5/1/1
March quarter appears to have been strong for
gaming in Oklahoma. The data was a positive
surprise for Credit Suisse and brings a 3.0% upgrade
to FY15 earnings estimates. The broker assumes the
stronger earnings are sustained.
Bank of Queensland (BOQ) was upgraded to Buy
from Hold by Deutsche Bank. Buy/Hold/Sell: 1/5/2
Bank of Queensland, on Deutsche Bank’s estimates,
is trading at a 5.0% discount to the major banks,
despite offering much faster growth. The broker
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envisages upside risk to earnings and returns should
the major banks re-price their mortgage books. A
change in market dynamics could allow BOQ to
deliver above cost of equity returns for the first time
since the GFC.
BC Iron (BCI) was upgraded to Neutral from
Underperform by Macquarie. Buy/Hold/Sell: 0/2/1
March quarter production was better than expected
and Macquarie is upgrading earnings forecasts,
reinstating earnings from Iron Valley, which had been
removed because of uncertainties surrounding the
ramp up. The broker believes BC Iron needs to
continue cutting costs to become positive on cash
flow at spot prices.

from Add by Morgans. Buy/Hold/Sell: 0/3/3 Beach
reported a sharp reduction in sales in the March
quarter, with production affected by weather, longer
downtime at Moomba and the timing of shipments.
Morgans expects a greater focus on conventional oil
and gas exploration as a result.
Drillsearch (DLS) was downgraded to Neutral
from Outperform by Credit Suisse. Buy/Hold/Sell:
1/5/0 Drillsearch offers the best value and best
position of the Cooper Basin juniors, in Credit
Suisse’s view. Still it is not breaking even and the
reserves life is short.

DUET (DUE) upgraded to Neutral from
Underperform by Credit Suisse. Buy/Hold/Sell:
1/5/1 DUET enters the next regulatory period with a
cash flow payout ratio that is already high. Credit
Suisse suspects there is currently an M&A premium
being priced into the shares which is likely to persist
for some time.
Pact Group (PGH) was upgraded to Outperform
from Neutral by Credit Suisse. Buy/Hold/Sell:
2/3/0 High-density poly resins prices have increased
substantially in the past two months because of a
supply squeeze in monomers. Credit Suisse suspects
Pact may face a $3 million raw material headwind in
FY16, reversing prior positive assumptions. The
broker upgrades to Outperform from Neutral, given
the 6.5% fall in the share price since February and
only a minor revision in the target price to $4.75 from
$4.80. Pact is awaiting approval for the steel drum
manufacturing acquisition and, along with the Sulo
acquisition, the broker expects FY16 should show the
benefits.

Lynas Corp (LYC) was downgraded to
Underweight from Neutral by JP Morgan.
Buy/Hold/Sell: 0/2/1 JP Morgan is downgrading
Lynas to Underweight from Neutral based on
near-term risks such as production issues, prevailing
prices and a highly leveraged balance sheet.
Production at the LAMP was down 9.0% quarter on
quarter and well below phase 1 capacity. Production
was affected by instability in the solvent extraction
operation. Revenue implied realised prices of
US$11-12/kg compared with US$15/kg in the
December quarter.

In the not-so-good books

ResMed (RMD) was downgraded to Neutral from
Outperform by Macquarie. Buy/Hold/Sell: 5/3/0
March quarter flow generator sales were strong but
rather than viewing this as a positive, Macquarie
considers it a risk, as the AS10 upgrade cycle comes
to an end in FY16 and instead becomes an earnings
growth headwind. The broker also remains concerned
about sluggish growth in masks and whether this can
be turned around. Rating is downgraded to Neutral
from Outperform and the target to $9.00 from $9.50.

Beach Energy (BPT) was downgraded to Hold

Seven West Media (SWM) was downgraded to

Spark Infrastructure (SKI) was upgraded to
Outperform from Neutral by Credit Suisse.
Buy/Hold/Sell: 3/2/2 Spark Infra is the broker’s
preferred exposure of the regulated utilities. Credit
Suisse estimates management will be able to extend
the 3-5% distribution growth target, which was set for
the last regulatory period.
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Hold from Buy by Deutsche Bank. Buy/Hold/Sell:
4/3/1 The company intends to undertake an equity
raising with maximum proceeds of $612 million which,
in the broker’s view, will remove a significant
overhang on the balance sheet. Seven Group’s
(SVW) preference shares will be converted into
ordinary shares and a pro rata offer of 2.27 for every
three shares held will be made to non-Seven Group
shareholders. The undertaking is highly dilutive to
Deutsche Bank’s earnings forecasts and the rating is
downgraded to Hold from Buy.

appropriateness of the information in regards to your
circumstances.

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
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How SMSF trustees can survive a low-rate
environment
by Barrie Dunstan
Thanks, Governor Glenn Stevens. Self-funded
retirees don’t need reminding interest rates are
really, really low. As if that wasn’t enough, then
comes his observation that returns aren’t about to
improve any time soon – and that retirees ought to
get used to this.

over the last three years. But those numbers are
entirely due to the surging asset and stock markets
here and overseas – and hardly a week goes by
without a market flurry or doubts from various
experts.
Alternatives

If, indeed, low interest rates are here to stay for some
time, there needs to be some serious re-thinking
about what is happening to about a third of all super
savings in Australia in the hands of SMSFs.

In the short-term, with perhaps half of SMSFs in
pension paying mode, the immediate thought of most
investors is to look for alternative sources of higher
income. That’s easier said than done.

Reconsider minimum pension payments
And taking this a step further, the Reserve Bank
governor’s scenario means SMSF members might
need to start eating into the capital of their super
savings much earlier than they planned. This is the
inevitable result of likely low investment returns and
the iron clad rules on minimum pension payouts,
starting at 4% for those under 65 and rising to 7% for
those 80 to 84 – as well as the demands of living
costs.
If Governor Stevens’ predictions come to pass with
several years of low returns, SMSFs could be in
danger of becoming de facto annuity providers,
paying out both earnings and part capital of
members’ savings. That is, unless the government
relents – as it did during the GFC – and temporarily
reduces the minimum payout ratios.
This time Treasury might not be in any hurry;
remember minimum payouts are designed to stop
SMSFs becoming tax-free accumulation savings
accounts to pass to the next generation.
Right now, looking in the rear view mirror, some
SMSF investors might wonder what the fuss is about
– the major super funds are currently earning around
14% a year and have earned more than 10% a year

Unfortunately, low interest rates affect all investments
and, in the search for slightly better returns, investors
have to consciously decide to take more risks with
their investments to get extra returns. Anyone who
doesn’t realise this has forgotten the first principle of
investment.
So, whether it is buying more hybrids, lower ranked
fixed interest, listed or unlisted property or higher
yielding shares, the chances are that any higher
immediate income might come at the price of lower
asset values. Buying more A-REITs, fixed interest
managed funds or ETFs are possible strategies,
subject to maintaining a sensible balance in the
portfolio’s asset allocation.
But even for SMSFs not yet in pension mode, one
sure way to lose money is to buy shares, which are at
elevated levels. Even the much loved defensive
stocks such as health care, banks and REITs are
selling at price/earnings ratios which are well above
their historical median PEs.
David Neal, head of the Future Fund, which is
arguably Australia’s most professional investor, last
week was the latest to warn about over-priced asset
markets. He said in a quarterly report that “we are
conscious that prospective returns cannot be
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expected to match the returns generated over recent
years.” The Future Fund’s latest annual earning rate
is 15.1% per annum – about the same as the last
three years and ahead of comparable returns of
around 12% for the average major super fund.
That has been achieved by using a much wider and
more sophisticated mix of investments. For instance,
at March 31, the Future Fund ‘s $117 billion portfolio
had more invested in private equity ($11.3 billion)
than in local shares ($9.6 billion) and more than $15
billion in property, infrastructure and timber lands.
Another $16 billion was invested in alternative assets
such as hedge funds.
The painful truth
This raises the question whether SMSFs can achieve
the widespread diversification that might be needed
to sustain future returns.
Finally, for some funds which have been taking profits
and cashing up, it will raise questions of how long to
take the pain of low returns from sitting in cash before
hunting for bargains in the stock market. Going back
to Glenn Stevens’ message, the inevitable
conclusion is that some retirees may also need to
curb their spending.
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 market shows no signs of slowing
by Switzer Super Report
Solid auction results continued into May, with a
combined capital city clearance rate of 79% – the
third highest result on record. That compares to
82.3% last week, when just 604 auctions were held
nationwide.

homes were taken to auction. Core Logic RP Data
notes that one year ago, Melbourne’s clearance rate
was nearly 20 percentage points lower at 61.9%, and
is illustrated by the graph below.
Weekly clearance rate, Melbourne

Weekly clearance rate, combined capital cities

Auction numbers skyrocketed to 2,419 this week,
compared to the 2,053 homes taken to auction at the
same time last year.
Robust Sydney results continued, with a clearance
rate of 87.3%, compared to 89.7% last week and
71.4% this time last year. This week’s result marks
the thirteenth consecutive week of clearance rates
over 80%.

Home values in Sydney, increased 6.9%
year-to-date, and 14.0% annually. Across the
combined five capitals of Sydney, Melbourne,
Brisbane, Adelaide and Perth, home values have
increased by 3.6% year-to-date and 7.6% annually.
Capital city home value changes

Capital city auction statistics (preliminary)

How to use super to buy property

Melbourne also continues as one of the nation’s top
performing property markets, with a clearance rate of
81.3%, compared to 86.6% last week when just 183

If you’re like many Aussies who are interested in
using their super to invest in bricks and mortar, you
need to ensure that you follow some important rules
before you take the plunge.
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Greville Pabst, CEO and co-founder of WBP Property
Group, told Switzer Home Loans that there are
lending constrictions on the minimum size
requirements of properties purchased with an SMSF.
That minimum is 50m2, but depends on the size of
the deposit and LVR (loan to value ratio).
Pabst also reminds investors that SMSF properties
must be ‘a single acquirable asset’.
“This means both the dwelling and car park must be
of the same title, or the plan of subdivision must
stipulate that the title is restricted. This is to prevent
the separate sale of one or the other.”
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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