Issue 40, 5 December 2011

Critical junction
Local stocks were up 7.6% last week, but what investors want to know is if there's enough wind in the
sails to push the market higher into Christmas. Whether or not that happens could be decided this
week, as I explain in my column today.
Also in the Switzer Super Report, if you're interested in income-generating hybrid notes, you'll want to
read Paul Rickard's analysis of some existing buys on the local bourse. We also alert you to the SMSF
compliance issues the Australian Tax Office will target this financial year, give you a rundown of the six
changes the Government made to the super laws last week, and bring you our weekly wrap of
stockbroker buys, sells and holds. Please enjoy!
Sincerely,

Peter Switzer
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Why this week could be the decider
by Peter Switzer
With the local stock market registering a 7.6% rise
last week, the key questions have to be: Can we put
two good weeks together? And could we be laying
down the foundations to see a bull market be
constructed for next year?
This week could be pivotal in bringing about either a
happy or unhappy ending to 2011, which will have a
big bearing on what 2012 ends up looking like.
Last week ended with great US economic data
culminating in a fall of the jobless rate from 9% to
8.6%. Sure, the participation rate fell, but around
120,000 jobs were created — this was a very positive
sign and, provided Europe can show some promise
this week, we could easily rally into year’s end.
On Friday, Bloomberg reported that the European
Central Bank (ECB) was in talks with the
International Monetary Fund (IMF) about lending the
Fund some 200 billion euros to help the embattled
debtor countries. The IMF also asked Brazil for help
to assist Europe and the government indicated it was
positive on the idea.
These are all good signs.
Further, Wall Street put on 7% plus and the VIX, or
fear index, fell below 30 to 27.52 – nice omens that
confidence levels on the very sensitive stock markets
are on the rise.
The Dow is now up 3.82% for the year — the second
best weekly showing ever — while we are down 9.8%!
We need some really good news if we want to finish
up in 2011. Of course, the calendar year is only a
psychological thing because we pay tax on a financial
year basis and over the past two fiscal years we have
finished in the black.
But the way forward rests on Europe and this week

could prove vital.
The New York Times says the summit at the end
of the week could “yield a breakthrough”, and
it will rest on what the 17 countries of the
eurozone decide about fiscal discipline. If it
impresses, then the ECB and the IMF could
provide some more ‘shock and awe’, like the
one we saw from the collective of the world’s
biggest central banks.
There will be an all-star cast putting their heads
together ahead of the meeting, including German
Chancellor Angela Merkel, French President Nicolas
Sarkozy, ECB boss Mario Draghi and US Treasury
Secretary Timothy Geithner. Then on Monday it will
be Merkel and Sarkozy in Paris and this could be
getting close to their ‘last tango in Paris’ — let’s hope
they remain truly in step!
This week, the pair hope to turn basic commitment to
fiscal responsibility into actual binding agreements
from the member countries. This will give confidence
to the ECB, the IMF and even G20 countries that
could be asked to dig deep to save the debtor
countries of the EU.
Right now, the European Financial Stability Facility
has about 440 billion euros and the IMF has 270
billion euros, but this won’t cover bailouts for Italy
and Spain. That’s why we need to see consensus from
the eurozone and then promises of support from the
ECB, the IMF and the G20 sooner rather than later.
“We are now entering the critical period,” the EU’s
financial chief, Olli Rehn, said last Wednesday, and
that was when the central banks moved in unison to
give Europe liquidity.
Rehn is absolutely on the money, but let’s hope the 17
eurozone members and their voting populations are
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happy to ride the same horse.
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 high-yield investment options
by Paul Rickard
The pricing of the Origin Energy Notes indicates very
strong demand – they’re priced at the 90-day bank
bill rate plus 4%, and the issue size has increased to
$800 million; read, Should you buy Origin Energy’s
hybrid notes? With this much interest, some SMSF
investors may care to consider some other existing
higher yield investments. There will also be more new
hybrid issues, however with Christmas fast
approaching, you will have to wait until February for
these.
Let’s look at a couple of secondary market issues.
Primary Health Care Series A Notes
(ASX:PRYHA) were issued in October 2010 and are
unsecured debt obligations of Primary Health Care
(ASX:PRY). Primary provides services to health care
professionals, and also operates licensed and
accredited day surgery facilities, specialist eye clinics
and automated pathology laboratories.
Originally issued at a margin of 4% above the 90-day
bank bill rate, these notes are currently trading in the
secondary market at an effective margin of around
5.25%. They go ‘ex-interest’ shortly, with the next
distribution of $2.19 payable on 28 December.

At Primary’s recent annual general meeting (AGM),
the managing director delivered a fairly upbeat
assessment of the company, outlining forecast
earnings per share (EPS) growth of 15-20% in fiscal
2012. He also reconfirmed that Primary had
refinanced $1.02 billion worth of bank debt to provide
an extended maturity profile of between three and
five years.
Primary’s share price has also been tracking fairly
well. Why is the share price of the issuing entity
important? Well, it’s no secret that most banks’ credit
assessment methodologies place considerable
emphasis on a company’s share price, as the stock
market is (historically) reasonably good at sniffing out
a company in trouble. With less than four years to
maturity, at a margin of 5.25%, I think these Primary
Notes represent very good value compared with the
Origin Notes.
TIP: Watch the share price – if that starts to
sink, it is time to exit the hybrid investment.
Another existing hybrid you can buy on the ASX is
Healthscope Notes Limited (ASX:HLNG), a
special purpose company which is part of the
Healthscope Group. Healthscope is the second largest
private hospitals operator in Australia and the third
largest pathology services provider.
The notes are subordinated to the senior debt of the
Group, and currently yield 12.2%. The next
distribution of $2.25 is payable on 28 December, with
the notes going ‘ex-distribution’ on 12 December.
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As the prospectus prominently said, “The
Healthscope Group has a substantial amount of debt”
– so these notes are close to what we call “junk” (and
hence the high yield). Unlike Primary, Healthscope
Group is a private company, which means there is
almost no information available for investors to get a
handle on how the underlying business is performing
and whether the interest on the debt (and notes) can
be serviced. So, with this investment you are flying
blind.
Having said that, high returns come from taking risk.
The golden rule of investing is to diversify and spread
your risk, so within a diversified portfolio, there may
be a place for a small investment in these notes.

Disclosure: The author’s SMSF has small
investments in both Primary and Healthscope Notes.
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.

And if these investments don’t tempt you, there are
always term deposits. Bear in mind, the government
guarantees term deposits and bank accounts with
authorised deposit-taking institutions up to the value
of $250,000 on a ‘per investor, per institution’ basis,
which means it is pretty hard not to argue that for
most SMSFs, the only consideration should be the
interest rate offered. Here are the latest rates:
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The broker wrap: Heavy downgrades
by Rudi Filapek-Vandyck
to like Seven West relative to its peers. The broker
downgraded APN News and Media (APN) to
Neutral from Buy.
An in-line interim result from Campbell Brothers
(CPB) wasn’t enough to stop Deutsche Bank
downgrading the stock to Hold from Buy, though the
change is a valuation call rather than one indicating
any concerns over the growth outlook for the
company.

The past week has seen downgrades to stockbroker
recommendations again outnumber upgrades, with
the eight brokers in the FNArena database cutting
ratings on nine stocks while lifting recommendations
on just two. Total Buy ratings remain at 57.4%, little
changed from last week.
Among those upgraded were Metcash (MTS)
following the group’s interim profit result. While the
result was slightly weaker than the market expected,
the medium-term earnings outlook was improved by
the fact the legal uncertainty of the proposed
Franklins acquisition has now mostly passed.
This was enough for JP Morgan to upgrade it to a
Neutral rating, while Credit Suisse went one better
and upgraded Metcash to Outperform from Neutral to
reflect both the Franklins purchase and improved
valuation post recent share price weakness.
Seven West Media (SWM) was the other upgrade
for the week, Citi lifting its rating to Buy from
Neutral. While ad market conditions remain difficult,
the broker suggests lead indicators are turning a little
more positive.
The still tough conditions mean stock selection will be
important in the sector and here Citi also sees reasons

Weak end markets continue to impact on earnings for
GUD (GUD) and RBS Australia has lowered its
estimates and price target accordingly. The changes
have caused the broker to downgrade the stock to a
Hold.
Recent share price outperformance and the fact the
company will be cycling tough comparable numbers
in coming months has prompted RBS to
downgrade Nufarm (NUF) to a Hold.
Primary Health Care (PRY) has offered fresh
earnings guidance to the market in the past week, but
the issue for BA Merrill Lynch is the guidance doesn’t
appear to be conservative. This suggests limited scope
for outperformance, which is enough for the broker to
downgrade it to Neutral.
A more disappointing trading update from
management at Symex (SYM) has seen RBS take the
axe to its numbers, the broker more than halving its
price target. Given a debt/cost restructuring now
looks more critical, the broker has downgraded
Symex to Neutral.
RBS has also downgraded TPG Telecom (TPM) to
Hold, as while the company has lifted its stake
in iiNet (IIN) the broker sees any deal between the
two as difficult given cultural differences.
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Disappointing production guidance was enough for
both BA-ML and UBS to downgrade ratings for
Woodside (WPL), the former to Underperform and
the latter to Neutral. Brokers across the market have
cut earnings forecasts and price targets post the
update, with a couple of mentions for Santos (STO)
as a preferred play in the sector at present.
Concerns over the growth profile for Wotif.com
(WTF) have seen Citi downgrade it to a Sell based on
the company’s high leverage to domestic tourism.

Note: FNArena.com monitors eight leading
stockbrokers on a daily basis. These are: BA-Merrill
Lynch, Citi, Credit Suisse, Deutsche Bank, JP Morgan,
Macquarie, RBS and UBS.
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 changes to super laws
by Tony Negline
In the middle of each financial year the Federal
Government reports on how well it’s travelling
financially and how the economy is going.
The technical name for this report is the Mid-Year
Economic and Fiscal Outlook, but political nerds call
it “MYEFO”. Last week the Government issued its
MYEFO and in an unusual move announced quite a
few policy changes, including six that directly impact
super. Let’s take a look at what’s changed.
Concessional contribution caps
The government will freeze concessional contribution
caps until 2014/15. Normally these caps are indexed
each year by movements in ‘Average Weekly Ordinary
Time Earnings’, but the impact of this indexation is
held over until it reaches at least $5,000. The current
$25,000 cap was expected to rise to $30,000 on 1
July 2013, but will now be delayed until 1 July 2014 at
the earliest.
If you were in any doubt that the Government is
desperate for revenue, this has cleared matters up
beautifully because this is expected to save it $485
million over two years. The super industry has been
pushing for the $25,000 cap to be increased to
$50,000. They have absolutely no chance of getting
that out of the Gillard Government.

minimum. For example, the 4% minimum that
applies to pensions paid to those under 65 is reduced
to 3%. This is a good move on the Government’s part
to announce this concession now given the state of
financial markets.
Government co-contribution
At present, the Government matches dollar-for-dollar
non-concessional contributions up to the value of
$1,000, although the co-contribution amount differs
based on your salary. From 1 July 2012, the
co-contribution will be reduced to $500 and the
Government will only match 50 cents in the dollar.
In the final years of the Howard Government, the
Government paid $1.50 for every $1 of personal
contributions made, with a maximum co-contribution
of $1,500 per annum.
This policy is slowly, but surely, being knee-capped by
the ALP Government.
Super Guarantee age limit
The Government has scrapped the age limit on the
Super Guarantee – that is, compulsory employer-paid
super contributions. At present, employers don’t have
to make compulsory super contributions for anyone
aged 70 or above.

Account-based pension concession
The account-based pension income concession has
been extended for the 2012/13 financial year. This
concession was introduced during the GFC so
pensioners whose super had suffered substantial
losses could choose to make smaller compulsory
pension payments to preserve their savings.
At present, an ABP in the pension phase must pay a
minimum income that is 75% of the normal statutory

This restriction will be removed from 1 July 2013. The
move has been broadly welcomed as removing age
discrimination in an aging workforce. But it is hoped
the regulation won’t cause unwanted side effects.
Older workers often say they find it hard to find
employment and it is reasonable to expect that some
employers must have found not paying super
contributions a small incentive to employ someone
over 70.
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Excess contributions and trust deed
amendments
Some clever super lawyers were using rarely applied
trust law provisions to circumvent tax on excess
contributions. However, in March 2010, the
Australian Tax Office said this strategy didn’t work.
The Government said it will amend the law so these
provisions can’t be used, although a commencement
date hasn’t been announced.
Refund of contributions tax for low-income
earners
Up to $500 worth of contributions tax will be
returned to you if you have an annual income (taxable
income, reportable fringe benefits, net investment
income including losses and reportable super
contributions) of less than $37,000. This will apply
for employer contributions made from 1 July 2012
onwards and, under the current legislation, will be
paid after you’ve submitted your tax return. The
Government will change this rule for people who
don’t need to submit a tax return so they can also
access this new concession.
In the majority of cases, the MYEFO changes are
designed to save the Government money – that is
with the exception of the massive increases in
politicians’ salaries recently announced. Hopefully,
some of the measures will not end up penalising the
people they’re actually meant to help.
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 ATO’s compliance 'hit list' for SMSFs
by Jo Heighway
Every year the Australian Tax Office (ATO) puts out a
compliance ‘hit list’ for SMSFs. Knowing which issues
the ATO will focus on is a great way to be pro-active
and keep your super fund off the ATO’s radar.
The hit list for the 2011-12 financial year has a very
common theme – tax collection. With the audit
season kicking into high gear as the deadlines for
submitting your SMSF annual returns loom in
February and May (read, Administering your super
fund), here are some of the things that could attract
attention:
The Top 100 richest SMSFs
If your SMSF is rich, be prepared for greater scrutiny.
If you have a wealthy SMSF, the ATO will be watching
closely to make sure your fund is paying enough tax.
New SMSFs
New trustees are more likely to make mistakes and
the ATO will have eagle eyes on you. Here’s some
hints for new trustees:
Make sure you’ve signed an ATO Trustee
declaration within 21 days of starting your
SMSF.
The fund doesn’t exist until it has assets, so
open a bank account in the super fund’s
name and make an initial contribution.
Document a written investment strategy for
the fund, and review it regularly.
Always have enough cash in the super fund’s
bank account to cover expected payments
and cheques drawn because overdrafts are a
big no-no.
If in doubt, get advice before you act.
Never get involved in any Illegal early-release
schemes; they’re not worth it.

Excess contributions tax (ECT)
The statistics on the number of people caught out by
exceeding their contribution limits and being hit by
huge tax bills are truly shocking. The ATO expects to
issue over 70,000 assessments for excess
contributions tax in 2011-12.
You can expect the ATO to come looking closely if
you:
Re-report contributions after receiving an
ECT assessment.
Have your SMSF pay your ECT liability
without completing and signing an ECT
release authority.
The best tip is to make sure you get your contribution
reporting right the first time. And if you go over your
cap, seek professional advice immediately because the
extra tax can climb into six figures very easily.
Non-arm’s length income
If your SMSF receives non-arm’s length income, it
must be declared separately in your tax return
because it attracts tax at 46.5%. The ATO is on the
lookout for undeclared ‘special income’. My tips are:
Do not distribute any income from a
discretionary trust to your SMSF.
If you rent commercial property to your
business, get a rental valuation and pay a fair
rate of rent, preferably monthly in advance.
If your SMSF is lending money, research the
interest rate.
Make sure private company dividends are
reasonable.
Exempt current pension income
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When your SMSF is paying a pension, the income of
the fund will either be partly or wholly tax-free. The
ATO is actively reviewing claims for exempt pension
income and will deny the claim if you don’t get it
right.
Get an actuarial certificate unless your fund
has properly segregated pension assets.
Invest in regular asset valuations.
Physically pay your minimum pension
payment in cash before 30 June.
Don’t exceed your 10% maximum pension
limit if you’re on a transition to retirement
pension.
Make sure documentation is in place to start
your pension at the optimal time.

Super Audits.
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.

Losses incurred by an SMSF
The rules have recently changed to prevent SMSFs
treating shares as trading stock and deducting losses
on their shares against income other than capital
gains. If this affects you, double check your tax return
and utilise transitional rules for trading stock held
before 10 May 2011, if possible.
Lodgement
Make sure you have your audit done and tax return
lodged by the due date. Laziness is a great way to
attract attention!
Approved auditors
SMSF auditors are under the ATO’s spotlight, but
how does this affect you? If your auditor is not doing
the right thing and attracts the ATO’s attention, that
can draw attention to your SMSF too.
What can you do?
Pay attention to who audits your SMSF.
Make sure your auditor is independent and
an SMSF audit specialist.
Work with your auditor to make sure they
have enough information to come to the right
audit opinion. The more information you can
provide your auditor the better.
Jo Heighway is the founder and CEO of Engage
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Did you know?
There are many things you need to consider before setting up a self-managed super fund. If you're currently
mulling over whether an SMSF is a wise financial decision, read our section on Is an SMSF right for me?

The week ahead
Australia
Monday 5 December: Business indicators (September quarter)
Tuesday 6 December: Reserve Bank Board meeting and interest rate decision
Tuesday 6 December: Balance of payments (September quarter)
Wednesday 7 December: Economic growth (September quarter)
Thursday 8 December: Employment/unemployment (November)
Thursday 8 December: Speech by Reserve Bank Governor Glenn Stevens
Overseas
Monday 5 December: US Factory orders (October)
Monday 5 December: US ISM services (November)
Wednesday 7 December: US Consumer credit (October)
Thursday 8 December: US Weekly jobless claims
Thursday 8 December: US Trade balance (October)
Friday 9 December: US Consumer sentiment (November)
Company announcements
There are no major company results or ex dividends planned for the week ahead.
Annual General Meetings
Tuesday 6 December: BT Investment Management (BTT)
Thursday 8 December: Bank of Queensland (BOQ)
Friday 9 December: Ten Network Holdings (TEN)
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