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Fortune favours the brave
After spending most of my two-hour morning walk working out what to say about the big loss in the US
overnight - at one point the Dow dropped 458 points - I've come to the conclusion that it's buying time.
That's exactly what happened in the US too when everyone dived back in to make sure the Dow
closed down just 173.45 points.
It's the overdue correction I've been talking about for months but I know it's a little bit scary for many
investors - including me. On paper you're losing money and that never feels good! I think it's time to be
courageous and add to your portfolio while prices are cheap. Of course, they may go lower but the
thing is, they're not going to stay there! So remember, fortune favours the brave.
Joining me in this call today is Charlie Aitken. He's put it in capital letters for emphasis but now's not
the time to get more bearish. It's a good time to get back into companies like Telstra.
Sincerely,

Peter Switzer
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Telstra – back to buy
by Charlie Aitken
Key points
Just a long overdue correction, not a crash.
Telstra is still the best exposure to ‘mobile
data addiction’ or MDA.
Telstra’s prospective dividend yield is
forecast to be 5.5% to 6.0% fully franked over
the year ahead.

risk-adjusted value and likely to be supported at these
levels by prospective dividend yield alone.
Telstra also got through its AGM this week with no
damage, in fact I think the AGM was positive and
confirmed Telstra remains right on strategic track.
This is one of the key attractions of Telstra: they are
now corporately predictable and consistently “on
message”.

Clearly, the volatility I predicted has arrived
somewhat dramatically in global and local equity
markets. Everything happens very fast nowadays and
I need to react to developments at pace as prices
move so quickly.
In periods like this, it is best to go back to what you
know best. What you feel most certain about. No
doubt this volatility may persist, so I want to be rock
solid in the stocks I own in portfolios.
I must stress to you the trick from here is NOT TO
GET MORE BEARISH AS PRICES
FALL/VOLATILITY SPIKES. It is just a long-overdue
correction, not a crash.
We should have been prepared for this and must now
look to take advantage of these better risk adjusted
prices and higher dividend yields in the right stocks.
Telstra back in the good books

To quote the Oracle of Omaha “a monopoly toll
bridge is my dream investment”. Due to its scale,
reach, coverage and network advantage in Australia,
in the TMT sector Telstra is effectively a “monopoly
toll bridge”. Its competitors are significantly weaker in
every aspect of the telecommunications business
and, in my view, Telstra is expanding its dominance
of its competitors, led by service and most
importantly, reliability of mobile service.

I am upgrading Telstra (TLS) back to “buy” after
downgrading it to “hold” back on 15 August 2014.
Telstra has pulled back from a cum dividend peak of
$5.76 and is now ex the 15 cent fully franked final
dividend and the off-market buyback entitlement. The
carry trade unwind capital loss, outside the value of
the dividend, franking credits and buyback
entitlement, is equal to one year’s annual Telstra
dividend yield. On that basis, I think Telstra is now
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This is in a period of structural increase in demand for
mobile voice and particularly mobile data services. In
fact, as you know, I think the Australian economy
simply can’t open for business each day without
Telstra’s reliable networks in this increasingly digital
age.
A bite of the apple
I’m sure I wasn’t alone in recent weeks visiting an
Apple store to pick up my iPhone 6 and then trudge
over to the Telstra (T-Shop) to get it all switched on. I
am not alone in suffering from Mobile Device
Addiction (MDA) and the best way to hedge MDA is
to own Telstra shares.
Smartphones and smart mobile networks are
structurally changing how business is done. For
example, why do I type these notes from an office in
the CBD? I could type them from my boat on Sydney
Harbour (there’s an idea, but I don’t have a boat).
My point is smartphones and smart mobile networks
(+cloud) are genuine disruptive technology to many
traditional business models and we need to think
carefully about who the long-term winners and
long-term structural losers are. I suspect being long
high-end CBD office property isn’t a great long-term
idea.
I want to own the enabler of structural change and
that is the mobile network owner in Telstra.
I thought CEO David Thodey summed it up well at the
conclusion of his AGM speech earlier this week.
“In summary, in 2014, Telstra delivered consistent
earnings growth, increased returns to our
shareholders and generated strong operating
momentum into 2015. Our focus remains on
improving on how we interact with our customers, and
to have a genuine and positive impact on their lives
with our products and services. We believe that focus
is positioning us well for long-term growth. This is an
exciting time for Telstra and we see a great future for
your company as we work to create a brilliantly
connected future for everyone”.
Crunching the numbers
In terms of FY15 guidance, Telstra reiterated that it

expects to see free cash flow of between $4.6 billion
and $5.1 billion and a capex to sales ratio of 14%.
They guided to low single-digit income and EBITDA
growth, to offset the absence of Hong Kong mobile
business CSL 2014 operating revenue and EBITDA.
After excluding the $561 million profit on the sale of
CSL in 2014, Telstra income and EBITDA guidance
for 2015 is “broadly flat”.
In my view, as in the examples of the last few years,
that guidance will prove conservative. Analysts will
continue to underestimate Telstra’s “positive JAWS”
and the conversion of EBITDA to free cash, EPS and
eventually DPS/buybacks.
In terms of the current FY15 consensus Telstra
investment arithmetic, the EPS forecast is 33.4c.
Interestingly, the consensus DPS estimate has snuck
up to 30.7c. I am forecasting Telstra generates 34
cents EPS in FY15 and pays an annual dividend of
31c. That is a 1c rise in my previous FY15 Telstra
dividend forecast.
Telstra’s P/E has pulled back to 15.7x FY15, which is
un-demanding versus other comparable “monopoly
toll bridge” Australian stocks (Transurban Group,
Sydney Airport Holdings, Wesfarmers, Woolworths),
while like for like growth will be equal or better.
The dividend payback
Obviously, most private domestic investors, the
investors who dominate Telstra’s register, are in it for
the fully franked dividend. Those investors can look
forward to another annual dividend lift this year. To
me that means how Telstra’s share price performs,
comes down simply to what price domestic SMSFs
will pay for Telstra’s likely 31 cents fully franked
dividend in FY15. Clearly that will be driven by
sentiment towards global and local cash rates.
6.00% yield = $5.16
5.50% yield = $5.63
5.00% yield = $6.20
I suspect given flat domestic cash rates, volatile
equity markets and volatile bond markets that
Telstra’s prospective dividend yield will settle in the
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6.00% fully franked to 5.50% fully franked band over
the year ahead. With the stock at the bottom end of
that prospective yield trading range (5.80%/8.27%
grossed up at $5.35) I am upgrading it to buy,
expecting a 12-month total return of 10% to 14%
including the value of franking credits.
Go Australia. Charlie.
100% of Charlie Aitken’s fees for writing for the
Switzer Super Report are donated to The Sydney
Children’s Hospital Foundation.

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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Yield portfolio - surviving another market
correction
by Ron Bewley
Key points
Market falls have been steep, but not yet
beyond forecasts.
End of year forecast of 5,900 is still possible.
Yield portfolio (-3.1%) has outperformed the
market (-4.6%).

gun-sights but the high is now much less likely!
Chart 1: ASX 200 and July 1st forecasts for FY
2015 – ‘the box’.

The last month or so has been miserable for most
investors on the ASX 200. Event after event (Ukraine,
ISIS, Gaza, Hong Kong, and Ebola, etc.) bombarded
world order. On top of that, the effect of bilateral
sanctions from the Russia-Ukraine situation have
taken their toll on German economic performance
with the latest stats showing falls of around 5% on the
likes of exports and industrial production.
Still in the box
While the market tumble has been merciless, it
hasn’t (yet) been out of ‘the box’. Each six months I
push out a 12-month forecast of the ASX 200 for the
calendar or fiscal year ahead. I not only try to predict
the ending number for the index, I also try to pick the
high or the low along the way (all using scientific
methods) – and those limits define ‘the box’ in my
terminology. Of course, if the low is realised, the high
is now much less likely as the remaining time period
is shorter and the distance further away – and vice
versa. At the start, the high and the low are equally
likely.
In Chart 1, I show my July 1st 2014 predicted high,
low and end point for FY ’15 (e-o-y) together with the
index to the close on Monday 13th October. While the
financial year started well, reaching 5,659 on
September 2nd, the period since has already wiped
off all of the gains for calendar 2014. However, at the
time of writing, the market’s last close was only six
points above the low forecast (dotted line). In that
sense, the end of year forecast of 5,900 is still in the

Source: Thomson Reuters Datastrean & Woodhall
Investment Research
In my opinion, it is too early to worry (too much).
Markets always move around and that is why my high
forecast of 6,200 and my low of 5,150 are so far apart
from the e o fy mark and the 1 July 2014 starting
point. Interested readers might wish to check out
when I presented these forecasts on Switzer TV (26
May 2014).
Importantly, the late sell off on Tuesday in Wall Street
took the S&P 500 to spot on the equivalent dotted line
in the corresponding Chart 1 for that index. Is it
possible that the bottoms for both markets have been
more or less reached?
The hot-chip yield portfolio
But what is more important to me is whether my
particular portfolio is doing well. After all, it is my
money! I will just focus here on my yield portfolio in
my SMSF, which I started at the end of June 2014.
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I designed my yield portfolio to produce a
high-expected yield but also with a good chance of
not falling behind the ASX 200 in capital gains. In
Chart 2, I show the capital gains performance of my
portfolio and the ASX 200 – both excluding dividends.
Given recent events, it is unsurprising that both
performances are currently under water. I note that
my portfolio tracked the index quite closely until the
August reporting season started. Possibly as a result
of using consensus recommendations to help me
chose good high yield stocks, my yield portfolio has
since beaten the index by a modest amount. Of
course, there is also an element of luck in any one
experiment like this – or anybody else’s portfolio.
Because I sold some Telstra in the recent buyback,
my actual performance is slightly better than that
shown in Chart 2, in which I assumed I didn’t sell into
the buyback. There are so many ways of measuring
performance in such buybacks, Chart 2 shows a clear
comparison. Taking the buyback into account, my
actual capital loss was 3.1% compared to 3.3%
without the buy-back. The ASX 200 was down 4.6%
over the same period.
Chart 2: Relative capital gains performance of the
yield portfolio and the ASX 200

time that the full annual dividend cycle is complete.
When I compare my holdings to what a new portfolio
would now be, using my methodology, I again
conclude that my old stocks still pass the muster.
From Table 1, no recommendation has slipped below
a ‘3’ (for a hold and where ‘1’ is a buy and ‘5’ a
sell) and no share prices (price %) have, in my
opinion, fallen out of line with the ASX 200. I do not
get concerned until any of my stocks have fallen at
least 10% more than the index. The target prices give
some of my stocks plenty of upside. No share price is
above the median (consensus) target price.
So given I produce a new (dummy) portfolio each
month, should I not have changed my portfolio by
now? I stand firmly on this point. To me, it’s like
Windows updates. They keep coming round and the
improvements are either marginal or negative. I am
still on Windows 7 and I still largely write in
FORTRAN 66 (i.e. the 1966 scientific programming
language) because the messing around in changing
stops me performing! But when I really have to, or the
perceived benefits are so great, I change (like leaving
Windows Vista behind as quickly as possible). So it is
with my portfolios.
If I were to want to put a serious amount of money in
a new yield portfolio, I would choose the next
generation. With a few dividend dollars to invest, I
pump them back into this one or take a new stock
from a more recent portfolio while I await the new
portfolio. But, although all sectors are cheap – the
fear index is too high to warrant a buy.

Source: Thomson Reuters Datastrean & Woodhall
Investment Research
Four of my 16 stocks are yet to have produced a
dividend as they all went ex-div a day or two before I
started buying my yield portfolio. Nevertheless, with
franking credits, my yield to date has been 2.6% with,
of course, 20 more dividend payments to come by the
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Table 1: Statistics on the yield portfolio

Source: Thomson Reuters Datastream & Woodhall
Investment Research
Note: Data are to the close on 13 October 2014
Ron Bewley updates his views weekly on a Saturday
morning.
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 – a tilt to SMAs makes running the fund
easier
by Ian Knox
Key points
A history of almost 20 years makes running
the fund easier.
Performance for the last two years is above
15%.
SMAs are a good option for certain markets.
Name: Knox Superfund
Where do you live? Sydney NSW

years ended June have been above the industry
average with returns above 15%. The last three years
and five years have been better than the Mercer
median, thanks to some pretty strong weightings to
cash.
What is your asset allocation?

More than $500,000

The asset allocation bands enable significant
overweight and underweight allocations to growth
assets and I employ dynamic asset allocation at
manager level so that it can move discretionally. The
current weighting is approximately 57% Australian
equities (of which 10% is in bank stocks on a hold
and forget policy, 10% is in actively managed small
caps, 20% is in a concentrated large cap SMA
manager and 7% is in an MDA). 35% is in
international equities across managed sector funds
using passive indexing for the majority and 10% in
emerging markets. The rest is in cash and term
deposits. I am about to invest new cash into the
portfolio and it will be weighted to international
equities so that the overall portfolio lifts to 40%
minimum in international equities.

Is it more or less difficult to manage than you
thought it would be?

What are your favourite investments/stocks and
why?

Initially I relied on a broker for direction but as time
has progressed and buying has become more easily
accommodated, thanks to discounted trading engines
like Etrade and Commsec, it has become easier to
implement. I now use SMAs with managers and a
couple of managed funds for certain markets,
alongside some ETFs.

I’ve long believed in the too big to fail policy of the
banks and the oligopoly effect of charging whatever
they want to increase their profit. As such holding
them has been easy. My favourite investments
though are the emerging markets and small cap
allocations as they tend to buck the trend of markets
overall and can provide a significant return at the right
moment. I’m happy to reduce exposure when they hit
high double-digit returns.

How long have you had your SMSF?
Since 1996
Why did you start it up?
To enable me to access and hold high yield blue chip
stocks that I wanted to own and not have traded. I
wanted the DRP along the way.
How big is it?

Are you pleased with its performance?
Yes overall the volatility has been pretty good and
capital growth reasonable when compared against a
peer group of professionally managed balanced
portfolios of similar asset allocation. The last two

Do you use an advisor or any kind of service
provider?
I use an MDA operator, an SMA provider and an
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adviser. However my investment allocations are
primarily my own as to who gets what.
What investments do you have outside of
superannuation?
Unlisted investments in two illiquid businesses with
five year horizons, strong investment build up in
residential principal property that I partially regard as
a long-term tax-free investment at the point of
downsizing. Shares in listed employer that I work
within.
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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Stock winners from the falling Aussie dollar
by Geoff Wilson
Key points
A new bull market for the US dollar.
Companies with an export-focus will do well.
Examples include Aristocrat Leisure, Austal
Ships and Infomedia.

trading partner for Australia. He explains that
investment in EM assets is already being unwound
due to a higher US dollar and borrowing costs and
this will “suck liquidity out of the global system” with
EM currencies set to fall further.
Sectors and stocks impacted

The recent slide in the value of the Australian dollar
has seen it dipping well below the parity levels of
recent years to reach just under 87 cents against the
Greenback – down around 8% since its most recent
highs of July. We believe the dramatic fall reflects the
repatriation of cash by overseas fund managers, as
the likelihood of US interest rate rises grows, while
the RBA is expected to keep our rates on hold.
With the Aussie dollar trading well above its long-term
average for almost a decade now, and with the iron
ore price at these depressed levels, we predict the
Aussie dollar will trade in the 70 to 80 US cent range
for the next couple of years. With the dollar likely to
go lower, we are looking for companies with exposure
to US earnings. Here I discuss the various sectors
and stocks that are set to be winners from the weaker
Aussie and discuss some of the broader macro
impacts of the stronger American dollar.
The US dollar’s new bull market
Economist and author George Magnus, who is widely
credited with predicting the devastating and global
economic impact of the US subprime mortgage crisis,
recently wrote about what he calls the US dollar’s
new bull market.

Currency fluctuations always give rise to both winners
and losers. Businesses with an import focus are
obvious losers of a strong US dollar. Local retailers
are some of the hardest hit as their input costs (such
as cotton and manufacturing costs) are paid in US
dollars. In my May article for Switzer, I foreshadowed
a number of companies that would benefit from a
weaker Aussie. These are generally companies with
export-focused businesses and those with a
significant amount of their earnings coming from
offshore such as: News Corporation (ASX: NWS);
Brambles (ASX: BXB), QBE Insurance (ASX: QBE)
and Resmed (ASX: RMD).
Some more specific examples are:
Aristocrat Leisure
With a large part of their business in the United
States, we expect Aristocrat Leisure (ASX: ALL) will
experience significant tailwinds from the lower
Australian dollar. Coupled with an increase in market
share of competitor Ainsworth (ASX: AGI), a weaker
Aussie dollar is a windfall for the company.

Magnus points out that with a stronger US dollar the
global investment environment is set to change and
warns that, as with the last two US dollar bull
markets, there could be some “profound shocks”,
especially for emerging markets (EM) such as China
– the world’s second largest economy and a key
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Aristocrat Leisure (ALL)

Slater and Gordon
With 50% of its earnings this financial year forecast to
come from its UK-based operations, we expect listed
law firm Slater and Gordon (ASX: SGH), will see
some upside from the weaker Australian dollar.
Slater and Gordon (SGH)

Source: Yahoo!7 Finance, 16 October 2014
Austal Ships
Western Australian-based ship builder Austal (ASX:
ASB) which earns a majority of its revenue in US
dollars, particularly through its relationships with the
American government, is another beneficiary of the
stronger US dollar.
Austal (ASB)

Source: Yahoo!7 Finance, 16 October 2014
Listed Investment Companies managed by Wilson
Asset Management Group are invested in all of the
above companies with the exception of Aristocrat.
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.

Source: Yahoo!7 Finance, 16 October 2014
Infomedia
Suppliers of electronic automotive parts catalogues,
Infomedia (ASX: IFM) also has a majority of its
earnings in US dollars. The company recently
launched a new version of its software, which is
proving to be very successful further positioning the
business well for the future.
Infomedia (IFM)

Source: Yahoo!7 Finance, 16 October 2014
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Buy, Sell, Hold – what the brokers say
by Staff Reporter
Key points
Share price falls are making some companies
good value.
BHP was upgraded on the back of an
improved Aussie/US dollar exchange rate and
low debt.
Tabcorp was upgraded due to revenue
growth.
Brokers continued to be in a positive mood this week,
despite the rout in markets. Many believe the volatility
is making some companies a much better value buy.
In the good books
Credit Suisse upgraded BHP to Neutral from
Underperform. After visiting the company’s iron ore
assets, Credit Suisse upgrades to Neutral from
Underperform, with an unchanged target of $38.00.
Tonnage is coming at a faster rate and lower cost and
a favourable AUD/USD rate provides potential
upside. The broker notes net debt is set to increase to
$27.3 billion by the end of FY15 and, while this is
above the previous net debt target of $25 billion for
shareholder returns, it is not considered high on any
traditional measure.
JP Morgan upgraded CSR to Neutral from
Underweight. Ahead of the ACCC decision on the
proposed brick joint venture with Boral (BLD), JP
Morgan expects a “qualified green light”. That aside,
in the light of the decline in CSR’s share price as well
as considerably higher aluminum forecasts, the
broker upgrades to Neutral from Underweight.
Deustche Bank upgraded Iluka (ILU) to Buy from
Hold. Deutsche Bank suspects the Mining Area C
royalty is under appreciated. This is a key asset and
the broker expects volumes to rise to 66mtpa and
Iluka to receive $70 million per annum as a royalty.

As part of its analysis of the MAC royalty business,
and in considering a scenario entailing a spinning off
of the asset, Deutsche Bank notes the stock has sold
off recently and upgrades to Buy from Hold.
JP Morgan upgraded Oil Search (OSH) to Neutral
from Underweight. A sudden, severe fall in the price
of Brent crude, out of a three-year trading range, has
awoken bears from hibernation, in JP Morgan’s view.
The broker considers the associated pull back in
Australian oil majors as a compelling buying
opportunity, because of the long-dated production
profiles of the LNG-leveraged large cap play.
Deutsche Bank upgraded Tabcorp Holdings to
Buy from Hold. The first quarter trading update was
positive in Deutsche Bank’s view, with revenue
growth of 6.6% above forecasts and primarily driven
by wagering. Tabcorp continues to benefit from
growth in fixed odds and digital turnover as well as an
easing in the rate of decline in both tote revenue and
retail turnover.
In the not-so-good books
Macquarie downgraded Alumina (AWC) to
Underperform from Neutral. Macquarie expects
increasing prices and decreasing costs will drive
margin expansion over the medium term but does not
find any value in the stock trading at a 17% premium
to net asset value. Moreover, the broker notes China
is long on alumina capacity and continues to display a
preference for importing raw materials over refined
product.
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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The art of investing
by Alistair Bailey
Key points
Collectibles now account for 10% of ultra high
net worth individuals’ portfolios.
Australian art market is going through a
transition.
Although local market is dictated by a sense
of caution this does not mean it’s time to stay
away.
In a recent white paper, Barclays Private Wealth
Management (in London) stated that collectibles now
accounted for over 10% of portfolios held by
individuals described as Ultra High Net Worth
Individuals (UHNWI – investable assets over
US$30M). Of those holding collectible (or treasure, as
it is described in the paper), 85% hold fine art and
sculpture. It is perhaps no surprise that those from
the BRICs economies feature heavily in these
statistics, as do those from the UAE, who have had a
long predilection with tangible assets. This data is
further verified by the CapGemini / RBC World
Wealth Report that states despite property and heavy
investment back into the equities markets over the
last 24 months, ‘Passion Investments’ still feature
strongly.

evening sale, art history is being written as world
record prices tumble with such consistency that we
are running out of superlatives to describe the sale
that was and the sale that is yet to come. As Barclays
point out however, boom times for auction houses
don’t necessarily mean boom time for investors.
While sales such as Christie’s extraordinary May
Contemporary Evening sale in New York, which
realised US$750 million on the evening, are alluring,
they lack substance, with results born from emotive
rather than cognitive reactions. While I think this is
perhaps a broad-brush view, what the paper does
highlight, is the need for the art investor to
understand that Fine Art, like all good things in life
and all investment classes, carries risk.
It is widely acknowledged that the Fine Art market is
terribly inefficient, lacks liquidity comparable to that of
more regular investments and is often extremely
opaque. A misunderstanding or mismanagement of
these risks is the ultimate undoing for any investment
in art. It is particularly important to understand these
risks in the smaller art markets, which are not as
robust or deep as the key Contemporary,
Impressionist and Modern or even Old Masters
sectors.

The global market

The local view

October is an important month for the art market as a
whole as the world’s key collectors / investors
descend on London for the pre-eminent
contemporary fair, Frieze (and its associate fair,
Frieze Masters) and the evening sales held by the big
four auction houses. It also allows Christie’s and
Sotheby’s, in particular, to whet the appetite with the
preview of major lots ahead of the blockbuster New
York sales in late November/early December.

The Australian art market overall is experiencing a
transition, which is presenting a number of
challenges. On the one hand, the prestigious
Melbourne Art Fair was strongly attended and the
major galleries all experienced a renewed fervour and
excitement from collectors/investors. On the other,
there appears to be a sense of unease in the auction
rooms as if the thread to the Sword of Demacles is
about to snap.

The energy is almost palpable. The media coverage
is now enormous, particularly as with every major
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Australia at the doorstep of the GFC’s legacy or
Cooper’s submissions to reform SMSF investment
back in 2011. Granted, these events caused
instability, however the truth is that a flight of “hot”
money trying to leave the market, has seen the
secondary market stagnate.
The challenges

Anna Schwartz Gallery, Melbourne Art Fair

It is clear that the Australian Art market, indeed the
Global art market as a whole, has experienced a
volume of “hot” money. The Aussie market is very
much driven by its domestic buyers and that has
meant that it has had an inability to absorb the impact
of “hot” money to the same degree of the larger
markets such as Europe, the UK and the US. In many
respects, the Australian market has mirrored the
Indian Art market, which rallied exceptionally between
2004 – 2007 before its drop from grace. It ultimately
is a reflection of the lack of a sustainable international
buying base, which presents these challenges and in
the case of the Australian market, made it less
resilient to the cycle of mini-booms and busts that are
a hallmark of “hot” money entering and leaving a
market place.

Pearl Lam Galleries, Melbourne Art Fair

Certainly, it is no longer good enough to lay the
responsibility for a tepid secondary market in

Auction houses face huge challenges finding major
lots, which are fresh to market with only four works
breaching the $1 million plus mark so far in 2014. The
volume of work being offered in the sub $30,000 are
often forced to low-ball estimates, with a view of
discouraging a potential seller or simply to create
good clearance rates by volume and value. Due to
the lack of serious international interest, for now, the
Aussie market is dictated by an overriding sense of
caution as a result. So does this mean that Australian
Art is not worth investing in?
Very much to the contrary. One of the significant traits
of “hot” money is that it is often ill-educated and gets
despondent very quickly, regardless of asset class,
and often reverts to a sell at all costs mentality –
Equity markets are very strong at the moment – get
me out and I’ll cover my loss through investing here.
For the sophisticated investor, who holds art as a part
of their portfolio, there is an understanding that while
short-term liquidity is compromised, this type of
market presents opportunity. The smart investor
recognises that now of all times – as Australians
become wealthier (the 2014 World Wealth Report
stated that the number of UHNW increased by 9.9%
in 2013) – is the time to acquire what will become
highly sought-after and fought over in a few years
from now, in just the same way as we witnessed this
trend after the 1987 stockmarket crash and the 2000dotcom crash.
Furthermore, contemporary artists and their dealers
have recognised and embraced the need to develop
a genuine and sustainable client base. The
Melbourne Art Fair is a fantastic showcase and event
and has been a key date in the diary, however it is a
little introverted and Australian-centric. The
commitment by artists to exhibit consistently with
representation overseas is important but so is the
commitment by the leading galleries to exhibit at the
major international art fairs such as the Korean Art
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Fair, Art Basel Hong Kong (formerly the Hong Kong
Art Fair) and fairs such as Masterpiece and Art 15 in
London. This of course incurs costs and involves
risks for both the artists and the galleries but this is
their investment.
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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Do you need to start your pension by the end of
the year?
by Tony Negline
Key points
Income from account-based pensions will be
deemed for aged pension purposes.
If you decide to refresh your pension you
need to complete the paper work by 1
January 2015.
In most cases a death benefit nomination is
not the equivalent of a nominated
reversionary.
New Year 2015 will see two big changes made to
government benefits available to retirees.

The age pension rules
Any ABP that commences next year will be deemed.
Those that commence before January next year will
be grandfathered under existing rules. However, if
you lose access to the aged pension after 2014 but
subsequently are able to receive it again, then when
you apply, your pre-2015 ABP will be subject to
deeming.
The following table summarises the rule changes:

Both changes involve grandfathering, which means
there is a before and after situation. The two changes
are:
1. Aged pension – Account based pensions
(ABPs) that commence after 2014 will be
deemed; most pensions that commence
before 2015 will retain an income test
concession – this change has been legislated.
2. Commonwealth Seniors Health Care Card
(CSHC) – ABPs that commence after 2014
will be deemed; income paid from many
pensions that commence before 2015 will
remain exempt from the CSHC income test –
this change hasn’t been legislated.
Needless to say, there is a lot of interest in how these
changes might impact a variety of situations. Most
people simply want to know if they should do anything
before 1 January next year.
This article will discuss the first change. We’ll look at
the CSHC in a future article.
Please note – there is no change to the aged
pension’s assets test (the CSHC only has an income
test).

The deductible amount (DA) is calculated when your
pension commenced. It’s the original purchase price
divided by your actuarial life expectancy at pension
commencement (or the life expectancy of your
nominated reversionary if they had a longer life
expectancy than you).
Current rules example
Under current rules, Centrelink (or Veteran’s Affairs if
you’re a veteran) takes your pension’s purchase
price (I’ll use $300,000 as an example) and divides it
by your current actuarial life expectancy. Males aged
65 currently have a life expectancy of 18.54 years.
Females of the same age have a 21.62 years life
expectancy.
The result of this calculation is called your pension’s
deductible amount or DA. In our example the DA is
$16,181 if you’re male ($300,000/18.54), and
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$13,876 if you’re female.
The amount of income counted by Centrelink is the
income paid from your pension less the DA. If your
pension paid you 5% of the account balance as
income, or $15,000, and you’re male you would have
no income counted for Centrelink’s income test
($15,000 less $16,181). Females would have just
over $1,100 counted.
For most people, as their age increases and their
minimum pension increases the amount of income
counted under this test also increases.
These two income amounts need to be compared to
the amount of income worked out under deeming. For
2014/15 the deeming thresholds are $48,000 for a
single and $79,600 for couples. Up to these
thresholds you’re deemed to earn 2% each year.
Above these thresholds your investments are
assumed to earn 3.5% per annum.
Assume that deeming is applied to the $300,000
purchase price. This calculates to $9,780 (2.0% on
$48,000 and 3.5% on $252,000),.
Clearly, this is considerably more than the current
income test for pensions.
Issues for pre-2015 ABPs
Here we’ll look at two common questions.
Firstly, should I commute my existing ABP and then
commence a new one to get a larger deducible
amount?

Clearly in this example it would be better for the
female to commute the pension to reduce her income
counted for Centrelink purposes to zero as well.
If you believe commuting a pension and commencing
a new pension (often called a “pension refresh” in
the super industry) is worth your while then you’ll
need everything completed before 1 January 2015
otherwise the new pension will be deemed.
Next common question – is a death benefit
nomination the equivalent of a nominated
reversionary? In the vast majority of cases the
answer is no. You would need Centrelink and legal
advice to ensure you’re on a sound footing here.
When the primary pensioner dies, the pension will
remain grandfathered if it continues to be paid to the
nominated reversionary if they’re also receiving
Centrelink benefits. If there is no nominated
reversionary, then the grandfathering rule will not
apply.
If your existing pension doesn’t have a nominated
reversionary, then in most cases, the best and
simplest way to do this is to stop your pension and
commence a new one – that is to refresh your
pension, making sure your new pension has a
nominated reversionary. But again, make sure you
complete this task before 2015.
Don’t forget to take into account the costs of
completing any transactions. Ask you SMSF
administrator and other advisers for details of any
additional costs.
Deeming not all bad

You need to do some analysis of your current
circumstances. Take the above pension and assume
that you’re aged 70 and the ABP’s account balance
is $275,000.
The male deductible amount for a new pension would
be $18,631 (based on 14.76 life expectancy) and the
female DA would be $15,786 (using a 17.42 life
expectancy). These are slight increases on the
current pension when the life expectancy for a 65
year old was used. (There are some retirees who play
this game every year.)

In many cases, deemed income will see more income
counted under Centrelink’s income test than under
the current rules.
But at some point, there may come a time when this
situation is reversed, for example, once your ABP
minimum income begins to increase significantly –
say around age 80.
If you still have a grandfathered ABP, make sure, at
least once a year, you review your pension to see if
the old approach or the deeming approach produces
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the better outcome.
However, this is likely to occur later in life and is
easily solved – you would simply commute your
grandfathered ABP and commence a new one! That
is, refresh the pension.
Major advantages of grandfathered rules
There are two:
1. You get the income test concession, which
will probably see less super pension counted,
thereby getting more government pension
now
2. You’re not exposed to potentially higher
future deeming rates (which will go up when
the interest rate cycle finally turns) as your
income test is based on actual income paid
from the ABP less the Deductible Amount
Need to do
So if you were planning on starting a pension shortly
and it looks like you will qualify in part for the aged
pension – then make sure you do it prior to 1 January
2015.
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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Medibank and which bank?
by Questions of the Week
Question: I have an income portfolio. Should I be
looking at banks again, if so which ones?
Answer (By Paul Rickard): I think the banks look
reasonable value at these levels – although there
may be another kick down from Wall Street first – so I
would be looking at opportunities to nibble.
I don’t really support the current hypothesis that the
“yield trade is over”, firstly because the US isn’t
going to raise interest rates quickly, and secondly,
because there are not a lot of ready investment
alternatives.
Which bank? There really aren’t that many
differences at the moment between the majors. If you
want a call, I rated them as 1. CBA 2. Westpac 3.
NAB and 4. ANZ. The broker analysts see it slightly
differently, preferring ANZ and then NAB marginally,
over WBC and CBA.

holders.
It now expects to lodge the Medibank Private Share
Offer Prospectus with the Australian Securities and
Investments Commission (ASIC) on 20 October 2014.
We will provide in-depth analysis from us as soon as
it becomes available.
That said, with a market cap of circa $4 billion – and
in an industry (health insurance), which is interesting
but not compelling – it is unlikely to be a core stock in
portfolios.
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.

Question 2: I have about $75,000 in cash (SMSF)
and have a Medibank policy and registered for the
upcoming IPO. How much of this do you think I
should allocate to Medibank versus other stocks
(CSL, Woolworths, Resmed, Amcor. Telstra etc) that
seem to be good buys at this time due to the
correction.
I presently am underweight in health stocks (although
of that, I own mostly CSL).
Answer 2 (By Paul Rickard): I really want to see
what the prospectus says first – let’s find out how
expensive or cheap it is – and what dividend it is
going to pay. Also, what the allocation policy is going
to be.
The government has just announced that over
750,000 Australians have pre-registered, including
over 270,000 Medibank Private or AHM policy

19

