Issue 32, 7 November 2011

Yield hungry
The world has well and truly entered a cycle of interest rate cuts as countries try to buffer their
economies from 'Euromess'. So what do rate cuts mean for your super fund?
Many of us like to have some of our portfolio in secure income-generating investments like term
deposits, but with rates falling, the returns from these are headed in the same direction. But don't write
them off! Paul Rickard has highlighted some term deposits and hybrid securities that are paying
attractive yields, even in the current market. And I take a look at when we can expect the Reserve Bank
of Australia to cut rates again.
Also in the Switzer Super Report, we bring your attention to 18 companies that stockbrokers have
downgraded in the past week, and we examine your three tax options when you transfer foreign
retirement savings home to Australia. I hope you enjoy today's report.
Sincerely,

Peter Switzer
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Global easing cycle well underway
by Peter Switzer
Europe holds the key to the direction of stocks for the
rest of this year and that goes double given the lack of
financial help offered by the G20 members in the
meeting over the weekend.
Apart from the ongoing Greek dramas, there is now a
new focus on Italy, which has a debt level in the
‘unbailable out’ category!
Last week saw Wall Street close down 2% after
putting in five weeks of gains. This could be an
ominous omen with the Greeks struggling to create a
unity government, despite the PM winning a
confidence vote on Friday. But with only five weeks of
money left in the Greek coffers before bankruptcy
would be declared, time is of the essence in sorting
this problem out.
Greece is a mess with the economy expected to
contract by 10% in 2012. Unemployment is at 17%
and youth unemployment at a staggering 43%!
Adding to the market gloom is the G20 (Group of 20
nations) meeting, which offered no circuit-breaker to
raise confidence in the European Union’s bailout
plan. This plan would have looked to have had more
potential if the member countries had pledged money
to the rescue fund.
On the plus side, the European Central Bank (ECB)
cut interest rates last week, which could soften the
expected recession in Europe.

interest rates by 0.25% to 4.50% last week. The RBA’s
Quarterly Statement on Monetary Policy backed up
the move by revising down both growth and inflation
forecasts. While the outlook painted by the RBA for
trend growth and inflation at the middle of the target
range doesn’t suggest an urgency to cut rates again,
the RBA’s acknowledgment that the risks are skewed
to the downside and its expectations that the terms of
trade have peaked and unemployment will rise all
suggest that its bias is towards more interest rate cuts.
Given the uncertain global backdrop and its flow onto
domestic confidence, one rate cut alone is unlikely to
be enough to inspire a sustained pickup in the
housing and retail sectors.
Barring a blow-up in Europe, the RBA is likely to sit
on its hands in December, but my inclination is to see
more rate cuts on the way with the meeting in early
February being the next one to watch closely (the RBA
doesn’t have a rates decision slated for January).
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.

A global monetary easing cycle is now clearly
underway with 22 central banks lowering
interest rates over the last two months. This is
a positive force for risky assets, helping to
provide some offset to the European soap
opera.
At home, the Reserve Bank of Australia (RBA) cut
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Advice for the yield hungry
by Paul Rickard
With the RBA finally moving to cut interest rates last
week by 0.25% (some might sense their reluctance to
admit they got it wrong 12 months earlier), what can
the yield-hungry SMSF now expect to earn on their
cash and liquid investments? And what impact has
the cut had in the marketplace?

At 6.40% for five years (interest paid
annually), RaboDirect looks like an outstanding
offer, especially when compared with the
five-year Commonwealth Government bond,
which is down to 3.85%, and the equivalent
five-year bank bill rate (interest paid
quarterly), which is around 4.35%.

Let’s start with the term deposit market.
While rates have continued to drift down, the yield
curve has gone inverse (negative shaping), meaning
that the market expects the Reserve Bank of Australia
(RBA) to cut interest rates several times over the next
12 to 18 months. In the professional bond and money
markets, the curve bottoms at around the three-year
mark.

At almost 2% over the wholesale rate, this is too good
to miss – and remember, deposits of up to $250,000
(per investor, per financial institution) will still be
guaranteed by the government from 1 February 2012.
If five years is too long for your fund to lock away cash
and you want a much shorter term, give Bank of
Queensland a try (insert link: www.boq.com.au ) with
their six month rate of 5.9%.

These are the rates currently quoted:
If you don’t want to try out another financial
institution, try this: most banks will make an effort to
match their competitors – so go to your bank armed
with the competitors’ rates and apply the squeeze.
So what about yields on hybrid notes?
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Spreads on the hybrid securities listed on the ASX
have also tightened considerably. As is often the case
in this market, there can be material misalignments
in pricing, particularly when securities move from
‘cum’ to ‘ex’ entitlement to the next distribution
payment. Some of the leading hybrids and their
trading spreads are as follows:

The CBA’s PERL V securities, which paid a
distribution on 31 October, have bounced back in
price and now look expensive on a relative basis. On
the other hand, there is still an overhang of
profit-taking in the recent ANZ CPS3 issue (read,
ANZ offers good alternative to term deposits), which
makes this security look pretty good value compared
to the previous ANZ CPS2 issue.
For the yield hungry, I would be sitting on the ‘bid’ in
CPS3.
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.

04

The broker wrap: brokers' downgrading frenzy
by Rudi Filapek-Vandyck
prove sustainable, the value available from
annuity-style income alone is enough to justify most
of the current market value of the bank. This implies
upside when an improvement in market conditions
boosts earnings in other divisions. Others in the
market have adjusted forecasts and price target for
Macquarie post its profit result.
QR National (QRN) was also upgraded, Deutsche
Bank moving to a Buy rating based on the potential
for upside to QR’s volumes, which should translate
into increased earnings.
BA-ML also upgraded Santos (STO) to a Buy during
the week, this following a review of its model resulting
in a revaluation of the group’s assets. While the value
of the GLNG assets were reduced, this has been offset
by increases to the value of the Cooper gas assets.

The tide appears to have well and truly turned in
favour of ratings downgrades on the Australian
market, as over the past week brokers in the FNArena
database have pushed through 18 cuts in ratings
compared to just four upgrades. This brings total Buy
ratings to 57.6%, down from 58.2% previously.
Upgrades
A resilient interim earnings result from Macquarie
Bank (MQG) was enough for BA Merrill Lynch to
upgrade it to a Buy, the change also a reflection of
what the broker sees as strong valuation support at
current levels.

Expected price tension in gas markets in the coming
year should be a further positive and support
BA-ML’s upgrade. The price target has also been
increased modestly. However, Credit Suisse went the
other way, downgrading Santos to Neutral on the
back of recent share price outperformance.
A restructuring of debt and a capital raising by
Transpacific Industries (TPI) has seen both RBS
Australia and Credit Suisse upgrade it to Buy ratings
from Hold previously. The improved balance sheet
removes some headwinds in the view of RBS, while
management will be able to focus on operational
rather than financial issues and this should boost the
company’s financial performance according to Credit
Suisse.

As BA-ML points out, if current funding sources
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Downgrades
On the downgrades side, OneSteel’s (OST) revision
to its earnings guidance on the back of lower iron ore
prices saw brokers cut earnings forecasts and price
targets significantly. Both Deutsche Bank and RBS
Australia downgraded ratings to Sell and Hold,
respectively, reflecting concerns over debt covenants
and ongoing tough market conditions.
While quarterly production for Aquila Resources
(AQA) was solid, RBS Australia has still downgraded
it to a Sell rating, this reflecting the broker’s concern
over the company’s ability to raise sufficient cash to
meet its development ambitions. This implies a
capital raising is a possibility in coming months.
A similarly disappointing production report from
Kingsgate (KCN) saw both Deutsche and Citi
downgrade the stock to Hold from Buy previously,
with targets and earnings estimates cut accordingly. A
disappointing quarterly result from Paladin (PDN)
was also enough for RBS to downgrade it to a Hold
from a Buy, with earnings and price target also
reduced.
Australian Pipeline Trust (APA) has been
downgraded on valuation grounds by Macquarie
following recent share price gains, while valuation has
seen Credit Suisse make the same shift to Hold from
Buy on Australian Worldwide Exploration
(AWE) while RBS Australia issued a similar
downgrade for Consolidated Media (CMJ).

Ongoing tough market conditions are behind
Deutsche Bank’s downgrade to Hold from Buy on
CSR (CSR), the broker also lowering earnings
estimates and price target leading into the company’s
interim profit result. James Hardie (JHX) was
downgraded by both Credit Suisse and JP Morgan, in
both cases the rating moving to Underperform from
Neutral.
Harvey Norman (HVN) copped two ratings
downgrades to Neutral from Outperform post a
first-quarter sales result that showed the company
has had to sacrifice margins to defend market share.
Brokers across the market also lowered earnings
estimates and price targets for the stock on the back
of the report.
For Iron Road (IRD) it was a review of magnetite
projects and changes to foreign exchange
assumptions that saw RBS Australia downgrade it to a
Hold from Buy, the broker’s price target also being
reduced.
Tatts (TTS), GPT (GPT) and Blackmores (BKL)
were also downgraded during the week, with
valuation the key factor in the decisions of brokers to
lower ratings for the three stocks, while tough ad
market conditions saw forecasts, price target and
rating for Ten Network (TEN) lowered by RBS.

UBS also downgraded Mirvac (MGR) to a Hold
following a review of sector valuations, while Citi
resumed coverage on Spotless (SPT) with a
downgrade to a Neutral rating because tough market
conditions have caused the broker to lower its
earnings expectations. The price target was also
reduced.
Ongoing increases to the N5 implant failure rate have
Credit Suisse concerned enough about Cochlear
(COH) to downgrade it to an Underperform rating,
with the broker also cutting its price target.
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Note: FNArena monitors eight leading stockbrokers
on a daily basis: BA-Merrill Lynch, Citi, Credit Suisse,
Deutsche Bank, JP Morgan, Macquarie, RBS and
UBS.
For more information, 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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Three tax options for foreign super transfers
by Tony Negline
As we discovered last week, there’s a lot to think
about when bringing retirement savings you earned
abroad back home to Australia. So this week, I’ve got
some examples for you to compare the financial
outcomes of three different options you have when
moving your money.
Case Study
We’ll begin by looking at a case study taken from the
Australian Tax Office (ATO) website. The terms used
here are discussed in my previous column.
Marianne is 62 and used to live and work in the
United States. She became an Australian resident for
tax purposes three years ago and she transferred
$420,000 from her foreign retirement savings into
her Australian super fund.
This transfer counts towards her non-concessional
contribution limit, which is currently capped at
$450,000. Marianne hasn’t made any other
non-concessional contributions that would be
counted against this limit.
Of the $420,000 transferred, $400,000 of the benefit
was vested in her at the date of transfer, of which
$50,000 was deemed to be Applicable Fund Earnings
(AFE). The remaining $20,000 was added to her
account by her foreign employer at the time of
transfer to Australia.
Marianne has three different options:
1. She includes all of her AFEs in her personal
tax return.
2. She includes none of her AFEs in her
personal tax return.
3. She elects to include part of her AFEs in her
personal tax return (eg, $30,000).

Different amounts of tax will be payable depending on
whether you include the AFEs in your super fund
return or on your personal tax return. When
determining where to include your AFEs, think about
how the inclusion will affect existing benefits.
For you own income tax affairs, you might need to
consider the Family Tax Benefit, Child Care Benefit,
Government Co-Contribution and other similar tax
offsets because including any AFEs on your return
will have an impact on these benefits.
Excess contributions tax applying to your super
contributions might also be an important
consideration. This means you need to run the
numbers on both strategies to work out which one is
best for you.
But what happens if you personally receive a benefit
from an overseas super fund or you direct the fund to
pay somewhere other than the Australian super
system (for example, against their home mortgage)?
In this case, the Applicable Fund Earnings and
Assessable Foreign Fund Amounts must be included
in your personal tax return and tax would be paid at
your marginal rate.
Transfers from UK Pension Schemes
Except for money used to fund the British State
pension, most money in UK pension schemes can be
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relatively easily transferred to Australian super funds.
The UK Government has a transfer regime, which
means pensions can be transferred as authorised
tax-free payments out of the UK (up to a Lifetime
Allowance of £1.5 million, which applies from 6 April
2011) as long as the retirement fund it is being put
into is registered as a Qualifying Registered Overseas
Pension Scheme (QROP Scheme). Amounts above the
Lifetime Allowance are taxed at 25%. A 40% penalty
tax will apply for transfers to a non-QROP Scheme.
The applications to become a QROP Scheme are
relatively simple and are often approved in less than
40 working days of application being submitted.
If a benefit is transferred to a non-QROP scheme,
then you’ll be liable for a penalty if it’s made while
you’re a UK resident, or if you were a resident there in
the last five years.
This penalty tax might apply if unauthorised
payments are taken from a UK retirement benefit
after it has been transferred to Australia. Some have
argued that any excess contributions tax might not be
an authorised payment. Equally benefit splitting due
to divorce might be an unauthorised payment.

Australia
If some or all of the retirement benefits funds
are left in the Foreign Super Fund what
would be the tax treatment on that fund in
Australia?
The Australian taxation treatment of the
funds
The sum of money that would be transferred
The investor’s age
The investor’s capacity to meet the ongoing
fees for the preferred structure
The investor’s capacity to meet all tax bills,
especially initial tax obligations
The likelihood of the investor being able to
meet the ongoing compliance obligations in
both the source country and Australia if the
overseas super is transferred
The entitlements foregone in the source fund.
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.

An Australian QROPS Scheme must report all
payments out of their fund for a UK resident or
someone who had been a UK resident within the last
five years. Details of UK residency must also be
provided.
Transfers to and from New Zealand
In July 2009 the Australian and New Zealand
governments signed a memorandum of
understanding to establish a trans-Tasman
retirement savings portability scheme. The Australian
Government has not legislated this announcement.
Things to consider before transferring
retirement savings to Australia:
The rules of the source country in relation to
foreign super transfers to an Australian super
fund including exit taxes, early release
penalties (both tax and fund administration)
The exchange rates as the money arrives in
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Did you know?
You can ask Peter Switzer, Paul Rickard or Tony Negline your SMSF questions. Send your questions or
comments to questions@switzer.com.au, or go to Ask & Tell on the Switzer Super Report website.

The week ahead
Australia
Monday 7 November: Job advertisements (October)
Tuesday 8 November: International trade (September)
Tuesday 8 November: NAB business survey (October)
Wednesday 9 November: Housing finance (September)
Wednesday 9 November: Consumer Sentiment (November)
Thursday 10 November: Speech by RBA Assistant Governor Philip Lowe
Thursday 10 November: Employment/unemployment (October)
Overseas
Wednesday 9 November: First of two days of Chinese economic data
Company results
Monday 7 November: Orica Limited (ORI)(full-year)
Wednesday 9 November: CSR Limited (CSR)(interim)
Thursday 10 November: Singapore Telecommunications (SGT)(interim)
Monday 14 November: Elders Limited (ELD)(full-year)
Monday 14 November: DuluxGroup (DLX)(full-year)
Monday 14 November: James Hardie Industries (JHX)(interim)
Ex dividend
Monday 7 November: Westpac Banking Corporation (WBC) – 80¢
Monday 7 November: Collection House (CLH) – 3.1¢
Monday 7 November: Shenhua International (SHU) – 2.5¢
Wednesday 9 November: Bank of Queensland (BOQ) – 28¢
Thursday 10 November: National Australia Bank (NAB) – 88¢
Thursday 10 November: ANZ Banking Group (ANZ) – 76¢
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