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Super boost
As much as we love the Melbourne Cup, you've got more chance of winning a rate cut tomorrow than
picking the Cup winner, and that's good news for all of us. But, like any good gamble, a rate cut
tomorrow is no given, so today I take a look at what else investors are keeping an eye on this week.
Also in today's Switzer Super Report, we bring you the ever-so-popular broker wrap so you can keep
track of stockbroker tips, and we also dig a little deeper with two stock buys and a sell
recommendation. We also hone in on ways to turbocharge your super, with some great tips and a
closer look at the highly useful Transition to Retirement income swap strategy.
All the best for the week, in the market and at the track!
Sincerely,

Peter Switzer
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More than one chance to win this Melbourne Cup
by Peter Switzer
Cup Day in Melbourne could not only return
hundreds of thousands of Aussies a nice TAB
dividend, it could actually deliver a very valuable RBA
dividend to investors!
The whole week is actually going to be an important
test of our portfolios with the Reserve Bank of
Australia meeting on interest rates on Tuesday and a
swag of economic data due out, including lending
data, building approvals, retail sales and the central
banks’ latest Monetary Policy Statement.
Of course, the rates decision is critical and a rate cut
would not only weaken the Aussie dollar but could
easily encourage foreign investors to start looking a
little bit longer and harder at some of our beaten up
stocks. The Dow Jones index is now firmly into
positive territory for the year but our S&P/ASX 200
index is still languishing down around 9% and a rate
cut could help us change that negative into a positive
by year’s end.
Meanwhile, in the States, it’s a huge week with the US
Federal Reserve’s interest rate committee looking at
interest rates, but as they’re already effectively at
zero, the biggie will be the jobs report at the end of
the week. That said, there will be the ISM reports for
manufacturing and the services sector out as well.
Good readings here on the back of last week’s 2.5%
economic growth figure could build on the optimism
we are seeing out of the US.
Against this, the Yanks’ stock markets have now been
up for five weeks and so some retracement is to be
expected. Having said that, there’s a decent case that
stocks can rally into Christmas.
What needs to happen on Wall Street is a
comeback for US banks and that’s why I was
happy to see the well-regarded Dick Bove of
Rochdale Securities upgrade Goldman Sachs

to a ‘buy’.
The best summary of my current position was neatly
put together by analysts at Bespoke Investment
Group in the US, which was reported on CNBC. This
is what they wrote about the market: “[It] is currently
at overbought levels that are seen once a decade,
much less once a year, and it’s due for at least a pause
at current levels … we can continue higher and get
back to new bull market highs in the coming months,
but at least in the short-term we’re due for a
pullback.”
So, given that, why am I so positive that we can rally
into the year’s end? Well, I think there’s an
enormous supply of money in cash, term deposits and
bonds because the stock market has spooked
investors since April this year.
Now, if the European Union’s rescue plan holds up –
credibility-wise – the US keeps growing, and China
continues to defy doomsday merchants with nice
economic growth rates and easing inflation, then
money will come back into stocks.
That’s the way Dennis Gartman saw it in his
newsletter, The Gartman Letter: “Now everyone
everywhere is under-exposed to risk and to equities
and is scrambling to get aboard … the size of the
under-exposure is enormous, and although we cannot
quantify that under-exposure, we know it is there.”
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
appropriate professional advice.
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How Transition to Retirement boosts your super
by Paul Rickard
A popular strategy to increase your superannuation
balance is commencing a Transition to Retirement
(TTR) pension, and using the pension income as a
substitute for a salary sacrifice contribution back into
your superannuation. Known as the ‘income swap
strategy’, this is available to anyone who has reached
55 years and has not permanently retired.
Essentially, the strategy works because on
commencing the pension, your existing
superannuation balance is transferred out of
‘accumulation’ mode into ‘pension’ mode. In pension
mode, the investment earnings on your
superannuation balance are tax-free. The pension
income substitutes for the cash salary forgone by
salary sacrificing, and the re-contribution of the
salary sacrifice amount back into your super fund
compensates for the pension payment.
Let’s look at an example: Let’s assume Bill is 56 years
old, earning a cash salary of $100,000 and his
employer contributes an additional $9,000 into his
super account (that is, the compulsory 9%). Bill has
$450,000 in his SMSF at the start of the year. Over
the year he salary sacrifices $41,000, which is the
maximum amount he can put into his super without
exceeding his contribution cap.
Let’s take a look at Bill’s balance with and without the
Transition to Retirement strategy.

* Assumes 7% net earnings. For simplicity, assumes
all contributions and pension payment are made at
the end of the year.
In both cases, the member has the same after tax
income of $73,550. However, by using the Transition
to Retirement income swap strategy, the member’s
superannuation balance has grown by an additional
$6,615. This is the impact over one year – if the
strategy is commenced at age 55, the total increase in
the member’s account balance over 10 years will be in
excess of $90,000.
Further, the strategy becomes even more tax effective
at age 60, as the pension payment ceases to be
taxable. Between ages 55 and 60, the pension is
included in the member’s taxable income. Although a
tax offset of 15% is available, most members will pay
some tax during this period.
Some points to note – firstly, there are rules
governing the maximum and minimum TTR pension

03

payments. On the maximum side, the pension can’t
be more than 10% of the member’s start of year
balance. The minimum pension is 3% in 2011/12,
increasing to 4% in 2012/13. Also, once a TTR
pension is commenced, it can’t be commuted (back to
a lump sum cash withdrawal) unless a condition of
release such as permanent retirement is met.
Most importantly, this strategy is limited by the
concessional contributions cap limit. The
Government has announced that from the start of
next financial year, the higher concessional
contributions cap for members aged 50 and over of
$50,000 will only be available if the member’s
account balance is less than $500,000 (read, It may
be your last change to boost contributions).
Otherwise, the cap will be $25,000. You’ll be taxed
heavily if you break the cap, which includes employer
contributions, salary sacrifice contributions and for
the self employed, contributions for which a tax
deduction is claimed.
The TTR income swap strategy is one of the simplest
ways to increase your superannuation account
balance. And in case you are worried, the ATO has
stated (admittedly in a press release only) that this
strategy will not breach the ATO’s Part IV A general
anti-avoidance rules.
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
appropriate professional advice.
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Two stock buys and a sell
by Matthew Kidman
Sunland Group (ASX:SDG) – Buy
Infamous as being a property developer in South East
Queensland, Sunland represents outstanding value.
Like many property companies, Sunland’s share price
took a battering following the GFC. Sunland’s
position was exacerbated by its foray into the Dubai
property market train wreck. The share price fell from
above $5 a share right back to 50¢. More recently
though, the stock has become increasingly attractive
as a legitimate investment.
Firstly, management seems to have been able to
extricate the company from the Dubai property
market without suffering significant damage. The
market never fully understood the series of deals
struck in Dubai, but the company seems to have been
able to carry few if any major liabilities from the
property crash in that area of the world.
Secondly, management seems intent on looking after
shareholders. The company is going to its AGM in
November asking shareholders to approve another
buyback of shares. This is the fourth undertaken by
the company, and at long last, shareholders are
starting to take notice of how value accretive this is.
Currently, the group’s net tangible asset (NTA)
backing sits at around $1.60 a share, with no net debt.
As it sells down its property inventory, it is using the
funds to buy back its own shares at around 85¢ each.
Each share is cancelled and for those shareholders
left, the NTA keeps rising. This is the lowest risk and
most shareholder friendly way of increasing value.
Shareholders have started to warm to the story,
pushing the stock from just under 60¢ to 87¢ on
Friday. It should continue to rise, narrowing the gap
between the NTA and the share price.
McMillan Shakespeare (ASX:MMS) – Buy

packaging and car leasing business, McMillan
Shakespeare. The group earned 61¢ a share for the 12
months to June 30, 2011 and analysts predict it to
earn 72¢ a share in 2012. This puts it at about 13
times this year’s earnings. Analysts forecast the
company to earn 82¢ a share in 2013.
McMillan Shakespeare recently announced at its
AGM that it was tracking ahead of budget in the first
quarter of 2012. The company said its salary
packaging and vehicle leasing were performing
strongly and benefitting from cross selling between
the two divisions. Management has a long track
record of beating analysts’ forecasts and this year
seems to be no exception. I think the company can
earn 75¢ a share in 2012, a gain of almost 25% from
the previous year. This is also 3¢ a share ahead of
market forecasts.
I believe the stock deserves to trade on a significant
premium to the small cap industrial market (price to
earnings ratio of 11.5) because of its management’s
proven track record, a return on equity approaching
45%, and 20% plus earnings per share growth. I
believe the stock could easily move from its current
level of around $9 a share to $11 a share over the next
12 months. The one caveat on this is the overall
market being able to maintain its current level.
ASG Group (ASX:ASZ) – Sell
ASG Group is a Perth-based IT services company that
looks cheap. In the year to 30 June 2011, it earned
9.7¢ a share and its shares are currently trading at
87¢ each. This puts it on a price earnings multiple of
just under nine times, which looks skinny given the
company has a track record of earnings growth. The
company also paid a dividend of 7.5¢ a share in the
2011 financial year. This puts the stock on a yield of
close to 9% franked.

Another stock I have liked for some years is salary
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Despite all of these positives, it looks like a value trap
to me. The company reported a profit of $15.7 million
in 2011 and produced operating cash flow of $19.6
million which seems reasonable. However, the
company also reported negative investing cash flow of
$29.9 million for the 2011 year. This effectively means
ASG lost a net $10 million of cash during the year.
This in itself is not terrible, but it’s a trend that has
unfolded since the company listed back in the mid
2000s. This means the company has to raise equity or
add debt to fund its operations and pay its very
healthy dividend. During the last two years the
company has raised equity, diluting existing
shareholders. This scenario is unsustainable.
It would be nice to know what kind of earnings the
company can make without having to raise capital
each year. I can’t give you this answer, but suffice to
say it would be much less than what is being reported.
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
appropriate professional advice.
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The broker wrap
by Rudi Filapek-Vandyck
SingTel (SGT) was also upgraded to Overweight by
JP Morgan to account for the expectation Singapore’s
NBN project will solidify the company’s dominant
position in that market. Regional asset earnings
growth should also be solid and this sees the broker
ahead of consensus with its earnings forecasts.
Alacer Gold (AQG) was upgraded too, by two
notches to Buy by Credit Suisse.
Southern Cross Media (SXL) saw an initiation of
coverage with an Outperform rating by Credit Suisse
and this has lifted the consensus recommendation for
the company. In the view of the broker, while ratings
are under pressure and advertising is weaker this
appears priced into the stock at current levels.

As companies have updated outlook commentary at
annual general meetings over the past week,
stockbrokers have reacted by making double the
number of ratings downgrades to upgrades. Eight
companies were upgraded this week against 16
downgrades, meaning total Buy recommendations
have fallen to 58.2% from 58.7% previously.
One to enjoy an upgrade in rating was Wotif.com
(WTF), with BA Merrill Lynch lifting its rating to
Neutral from Underperform. The upgrade reflects
both minor changes to estimates following updated
guidance from management and underperformance
by the stock over the past 12 months that has
improved the value on offer. The showstopper during
the week was biotech Pharmaxis (PXS), which
finally received product approval from Europe that
saw investors jumping back in and three stockbrokers
lifting their ratings and price targets.

On the downgrade side, Oz Minerals (OZL) saw
RBS Australia move to a Hold from a Buy on the back
of changes to commodity price assumptions and
foreign exchange forecasts. Kingsgate
Consolidated (KCN) was similarly downgraded to a
Hold rating by RBS. Earnings estimates and price
targets were also adjusted, the move follows similar
downgrades a week earlier by UBS and Credit Suisse.
Brokers have continued to react to Super Retail’s
(SUL) move to acquire Rebel Sport with Citi the latest
to downgrade it to Neutral from Buy, with associated
changes to made to earnings estimates and the price
target.
ResMed (RMD) was similarly downgraded by Credit
Suisse following a first quarter result that showed the
group’s markets were relatively challenging at
present. Earnings estimates and price targets for
ResMed across the market have also been revised on
the back of the result.
Following an investor day, JP Morgan suggests the
market may have gotten a little ahead of itself with
respect to the outlook for WorleyParsons (WOR),
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so the broker downgraded to Underweight from
Neutral. The change in rating has been accompanied
by adjustments to earnings estimates and the price
target.
Caltex (CTX) has also received a few changes to
ratings in recent sessions, both BA Merrill Lynch and
Citi downgrading it to a Neutral rating on valuation
grounds, while Credit Suisse has upgraded it to a
Neutral rating on the back of an increase in its price
target following news of a rationalisation of
operations at the Kurnell refinery.
Valuation has come into play for Computershare
(CPU) as adjustments to RBS Australia’s model and
target have been enough to prompt a downgrade to a
Hold rating, while Credit Suisse has done the same
with Wesfarmers (WES). Relative pricing grounds
have seen UBS cut its rating on Charter Hall Retail
(CQR) to Hold.

Note: FNArena monitors eight leading stockbrokers
on a daily: BA-Merrill Lynch, Citi, Credit Suisse,
Deutsche Bank, JP Morgan, Macquarie, RBS and
UBS.
For more investment news, visit FNArena.com.
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
appropriate professional advice.
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Six ways to turbocharge your super
by Tony Negline
Have you ever wondered how you can turbo charge
your super? That is, give it a real kick along without
too much effort. There are lots of different ways this
can be done, and I’ve come up with a few things you
should be across when trying to grow your DIY super.
Most of my ideas are not so much about contributing,
but more about being an ultra-savvy investor.
Up front, I’ll admit it – none of my ideas are rocket
science. And I reckon that’s a key to turbocharging
your super. There’s probably no one in Australia who
couldn’t possibly manage their money better if they
really focused in on basic principles and
commonsense.
You might have your own ideas about making the
super system work better and I’d be delighted to hear
any feedback you might have! You can contact me
using the box at the bottom of this page.
Here’s some things you should think about:
One
Time and patience. Very few people make money
quickly (and those who do often find it very hard to
hold onto their newfound wealth). If you’re still
young, then save as much as you possibly can. This is
one of the best ways to turbocharge your super
because the earlier you start to save, the longer you
give the power of compound interest to do its job.
But what about those who don’t have as long an
investment timeframe? Look at it this way; many of
us are living longer lives due to safer working
conditions and better health care. This means a
person who retires at age 60 today may be staring
down the barrel of at least 30 years of not working. So
in reality, you’ve still got time on your side when
you’re in your 60s.

Two
Know and use your eligible tax concessions and
benefits because savings such as these can make a
huge difference to your super balance over the years.
There are some wonderful tax concessions and
benefits available in super and you need to make sure
you understand them all. For example, you can claim
a tax deduction on most super contributions, while
capital gains tax exemptions are available for the sale
proceeds of a small business contributed to super.
Those on modest wages should also take advantage of
the Government Co-contribution, which, depending
on your income, will match the amount you put into
your super by up to $1,000. You could also be eligible
for a tax concession if you put money into your
spouse’s super and they meet the ATO’s
requirements.
Three
Keep your fees low. Little savings here and there can
add up over the years, especially when you consider
the investment gains and interest on that money. In
my view, the fees charged on the average super
account are way too high. Demand a discount from
your super fund, your fund managers, financial
advisers, auditors and stockbrokers. Think of it this
way: every extra dollar you pay in fees makes for a
smaller income when you retire.
Four
Manage your super withdrawals. If you’re retired or
approaching retirement, then you really need to make
sure you understand how to best pay yourself a
retirement income to make sure your money lasts. If
you’re nearing retirement, you may want to consider a
transition to retirement strategy (read Paul Rickard’s
column, TTR). You also make sure you understand all
your Centrelink entitlements and how they work.
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Five
Avoiding yesterday’s dog fund manager or stock may
not be a good strategy. This year’s dog investment is
often next year’s star performer. It takes real guts not
to invest with the madding crowd. Keep up-to-date
with stock recommendations (read our weekly tips
from Charlie Aitken, Matthew Kidman and Rudi
Filapek-Vandyck). And remember, the quicker
something has increased in price, the harder it will
fall.
Six
Don’t be greedy. My mum often used to say, “A fool
and his money are easily parted”. Avoid unnecessary
losses to your super by steering clear of ‘quick fixes’.
Super is big business in Australia and many people
want to get rich quickly, so there are a lot of shysters
out there ready to steal your hard-earned retirement
savings.
Stick by the old saying, “If sounds too good to be true
it often is”. Don’t get caught out responding to spam
emails, snail mail or unsolicited phone calls from
so-called investment gurus or professionals.
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
appropriate professional advice.
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Don't miss this!
The Reserve Bank of Australia will announce its latest interest rate decision tomorrow, and it looks increasingly
likely that we could be celebrating more than just the Melbourne Cup after a decline in annual inflation this
week. CommSec says it will be a line-ball decision between whether to hold rates at 4.75%, or cut to a more
neutral stance.
But ANZ economists think the slowdown in the pace of inflation will allow the RBA to cut rates by 25 basis
points to 4.5% tomorrow. They also think we'll get another cut to 4.25% in the first quarter of 2012. Check the
Switzer Super Report website after 1430 AEST on Tuesday for the result.

The week ahead
Australia
Monday 31 October: RP Data-Rismark Home Values (September)
Monday 31 October: Private sector credit figures (September)
Monday 31 October: Monthly inflation gauge (October)
Tuesday 1 November: Reserve Bank of Australia's interest rate decision
Wednesday 2 November: Building approvals data (September)
Thursday 3 November: Retail trade statistics (September)
Friday 4 November: RBA Statement on Monetary Policy
Overseas
Tuesday 1 November: US ISM manufacturing (October)
Tuesday 1 November: US Fed's FOMC two-day meeting
Wednesday 2 November: US ADP employment (October)
Thursday 3 November: US ISM services (October)
Friday 4 November: US Non-farm payrolls (October)

Company full-year results
Wednesday 2 November: Westpac Banking Corp
Wednesday 2 November: Rams Home Loans Group
Thursday 3 November: Australia and New Zealand Banking Group
Thursday 3 November: Acclaim Exploration
Monday 7 November: Orica Limited
Ex Dividend
Monday 7 November: Shenhua International
Monday 7 November: Collection House
Wednesday 9 November: Bank of Queensland
Thursday 10 November: National Australia Bank
Thursday 10 November: Australia and New Zealand Banking Group
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