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Greek trouble

We're almost mid-way through February and the Europeans are still arguing about how to prevent

Greece from suffering a chaotic debt default. There are a lot of good signs for stocks, but Greece

remains the thorn in the market's side. Today, I take a look at whether it will bring share prices

tumbling down.

Also in the Switzer Super Report, we tell you how you can buy Facebook and other international

shares. Plus, our weekly broker wrap names the companies to Buy, Sell and Hold as well as highlights

where stockbrokers think our market will be at the end of the year (here's a little hint - it's up!). And,

we explain how to protect your SMSF if you plan to buy property with another investor. Have a great

week!

Sincerely,

Peter Switzer
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Is this the end of good news for the markets?

by Peter Switzer

Are we at a turning point where the good work done

by stocks this year, and in fact, since October last

year, could come to a screaming halt and kick into

reverse?

A halt is possible, a sell-down is likely, but there

shouldn’t be too much screaming unless the Greek

disease spreads!

Before going further, let’s take stock of stocks:

The Dow lost 0.69% on Friday, but at

12,801.23, it is still up 3.26% this year.

The S&P 500 has put on 5.14% year-to-date

to be at 1,342.64.

Our S&P/ASX 200 is up 3.51% since the start

of the year at 4,245.3.

Market outlook

It has been a good start, but can it be built on?

Stock prices got no help over the weekend from Greek

talk delays, some weaker economic readings and

Italian banks copping downgrades, but the Greek

news is the most vital for the direction of stocks. It

didn’t help when European Union (EU) finance

ministers asked the Greeks to endure more cuts for

bailout funding and it came as Greeks escalated

protests by embarking on strike action against the

tough budget cuts.

The key question for investors is: is this just a

breather from seeing stocks rising, or are we are at

another turning point for stocks?

Phil Orlando, chief equity market strategist at

Federated Investors, told CNBC that it’s consolidation

time.

“You had a 7% rally [on the S&P 500] from the

beginning of the year and that’s the strongest start

since 1987, so you are due for a bit of a consolidation

and let investors take a breath,” he said. “And with

the headlines associated with Greece, it’s an

appropriate place for investors to take a pause.”

Not helping stocks at the weekend was a slight fall in

the Thomson Reuters/University of Michigan US

consumer sentiment index as well as weaker Chinese

trade data, but the main game is still Greece and its

impact on the EU.

What to watch this week

So, what are the big issues for the week ahead that

could hurt or help the stock market?

In the US, Obama outlines his budget plans, the

Empire state manufacturing survey is released along

with industrial production, housing starts and the

closely watched Philadelphia Fed survey, which

comes out on Thursday. The week finishes off with

the latest inflation reading and leading indicators.

All this US data will only affect stocks negatively if we

get an idea that the economy is slowing down — that

would be poor timing right now.

Locally, we see the latest for home loans, the NAB

business survey of confidence and we get the most

recent gauge on consumer sentiment. There will also

be a couple of speeches from the Reserve Bank of

Australia, which should be interesting with the banks

raising interest rates in defiance of the RBA’s

no-rate-change decision last week.

But the biggie for interest rates, and in turn the dollar

as well as currency-sensitive stocks, will be the jobs

numbers on Thursday. If unemployment rises, then

the thought will be that rates will come down and this

will soften the dollar, which will help a lot of stocks in
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the S&P/ASX 200 index.

However, these are all sideshows to what happens in

Europe and, in particular, Greece.

Here is what’s on for Europe-watchers:

The Greek parliament is expected to vote on

the austerity/debt deal.

The Greek private investor deal, which brings

a 70% ‘haircut’ should be finalised.

EU finance ministers will hopefully approve

the Greek $170 billion bailout deal, which

would KO default talk.

If these little ducks line up in a row, then markets

could soar like an eagle, but if they don’t, a lot of the

nice gains we have seen since October and even

January could be eroded.

What will happen? My training as an economist and

my writing as well as analysis of markets for over 26

years simply doesn’t qualify me to work out Greeks

and Europeans. On this subject, as I have argued

before, it’s all Greek to me!

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 to buy Facebook and other international

shares

by Paul Rickard

Do you ‘like’ Facebook? Judging by the rush of

questions from subscribers about how they could

participate in the company’s forthcoming initial

public offer (IPO), clearly many do.

The bad news is there is next to no chance of

non-institutional Australian resident investors

accessing the float, so if you want to own shares, your

only option is to consider buying them once they are

listed. Since many of you are interested, I’m going to

tell you how you can buy Facebook and other

international shares – but before I do, let’s take a

quick look at Facebook’s IPO.

Is Facebook a good investment?

Almost all commentaries about Facebook have

focused on its potential valuation (somewhere

between $75 billion and $100 billion); very few have

mentioned the numbers that count – Facebook’s

earnings!

Here they are:

Of Facebook’s $3.7 billion revenue in 2011, $3.15

billion came from advertising. The advertising rate of

growth slowed from 144% in 2009-2010, to 68% in

2010-2011. Surprisingly, despite Facebook’s heavy

reliance on mobile platforms, it doesn’t make any

‘meaningful’ revenue from its mobile products – it’s

pretty hard to serve a paying advertisement on the

small screens of smart phones.

Now to the valuation. I have no insight into how the

market will value Facebook (the IPO won’t be held

until the second quarter of this year); however, at an

indicative market capitalisation of $80 billion,

Facebook will be trading on a historic

price-to-earnings (PE) multiple of 80:1 – that is,

investors will be willing to pay one dollar for every

$80 Facebook earns. Keep in mind that if the rate of

growth in net income in 2011 is projected forward to

2012, at $80 billion, Facebook’s forecast PE ratio

would drop to around 40-50 to 1.

These are big multiples. That said, I’m sure there will

be many in the market who ‘like’ it.

How to buy international shares

So, if you do want to buy Facebook or other

international shares on the secondary market, how

can you do it?

As a starting point, you should have a quick review of

your SMSF’s Investment Strategy and ensure that the

purchase is both allowed and in keeping with the

fund’s investment objectives. If you need to make

some changes, don’t forget to record them in a formal

‘trustee minute’.

Most major brokerage houses offer access to

international markets, although typically, they don’t

focus on it and it’s not integrated. Online brokers, like

CommSec and ETrade, probably have the best

coverage in terms of the number of different markets

and exchanges, research and company data and

trading support.

For shares on the NYSE or NASDAQ, brokerage costs

start around $65, as the following table shows:
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There are also foreign exchange fluctuations and

spreads to be mindful of (ETrade charges up to 0.6%

of the foreign currency exchange rate used to convert

your Australian dollars into US dollars), and custody

fees. The latter are usually waived if you are ‘active’,

however, they can be quite expensive if you just hold

stock as an investor. CommSec charges US$75 per

annum for an ‘inactive account’, while ETrade charges

0.10% per annum on the value of your international

portfolio for every month you don’t trade.

So, if you want to buy Facebook, factor in around 5%

total ‘in and out’ transaction costs on a purchase of

$5,000, and 3% on purchases greater than $10,000.

When opening your account, you will need to navigate

the US Department of Inland Revenue’s horrible

W-8BEN form, and then renew this status every three

years.

While there are other ways to get exposure to the likes

of Facebook, Google or Apple, buying the shares

directly remains the purest way and potentially the

most rewarding. As with all investments, it pays to

know what you are buying and its relative value.

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: brokers raise their ASX targets

by Rudi Filapek-Vandyck

Changes to stockbroker ratings in the past

week

The global macro news flow has surprised to the

upside in the first weeks of 2012 and Goldman Sachs

has responded by lifting its global growth forecasts.

At the same time, the broker notes that investor

sentiment is improving and additional risk is being

added to portfolios.

ASX estimates are up!

This has forced a review of prospective market

multiples for the current year. As a result, Goldman

Sachs has lifted its forecasts for the S&P/ASX 200

index to 4,340 for the end of June and 4,600 for the

end of December, up 5.9% and 2.2%, respectively

from previous estimates. Looking at 2013, Goldman

Sachs has also lifted its forecasts, but only modestly,

with June-end and December-end estimates up by

0.5% each to 4,780 and 5,025, respectively.

On Monday, market strategists at Deutsche Bank,

who remain amongst the more bullish in the market,

reiterated their targets of 4,350 by mid-year and

4,700 by December – that’s a 10.7% gain from this

morning’s level.

Overall, however, ratings downgrades remain the

dominant change. Among the brokers in the FNArena

database, there were 16 downgrades over the past

week compared with just four upgrades, leaving total

Buy ratings standing at 54.8%.

Upgrades

Among the upgrades was Computershare (CPU),

Deutsche Bank lifting its rating to Buy given the view

the tide is starting to turn for the stock. According to

Deutsche, cyclical revenues appear to be bottoming

out, while acquisitions and/or capital management

also offer some potential upside.

Retail stocks continue to find the going tough, but this

hasn’t stopped Deutsche upgrading Harvey

Norman (HVN) to Buy. Expectations for the stock

should be tempered somewhat though as the move

follows a change in analyst, who is more positive on

the potential for the group’s property portfolio to

underpin value.

RBS Australia upgraded Nexus Energy (NXS) to

Buy on the back of the company’s announcement the

Crux assets would be developed into an integrated gas

and liquids project. As RBS notes, the deal clears up

funding issues for Nexus, while also offering greater

clarity with respect to long-term growth plans.

Stockland (SGP) was also upgraded, but only to

Neutral following a review of its model by Credit

Suisse. Changes to assumptions meant an increase in
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price target.

Downgrades

On the downgrade side, Alumina Ltd (AWC) was

lowered to Sell by BA Merrill Lynch because of lower

global production being a negative for alumina prices

and therefore earnings.

BA-ML also downgraded Ansell (ANN) to Neutral

because the broker sees few short-term catalysts to

drive share-price outperformance. BA-ML wasn’t

alone in downgrading Ansell, as JP Morgan made a

similar move to reflect ongoing Australian dollar

headwinds and the postponement of a share buyback.

JP Morgan also downgraded Ardent Leisure

(AAD) to Neutral to reflect lower theme park

numbers stemming from wet weather in Queensland,

while Bunnings Warehouse Property (BWP)

copped downgrades to Neutral from both JP Morgan

and BA-ML. While both see the yield as attractive,

there is limited value in the stock relative to the

sector.

Also in the property sector, Centro Retail (CRF) was

downgraded by UBS to Neutral on valuation grounds

given a recent run-up in the share price. Valuation

was also the reason for RBS Australia downgrading 

Cochlear (COH) to a Hold.

It was a similar story for Telstra (TLS), with Citi

moving to Neutral, while recent share price

appreciation has been enough for RBS to downgrade

both Webjet (WEB) and Toll Holdings (TOL) to

Hold. For Webjet the downgrade came despite a solid

interim result that saw forecasts and targets lifted

across the market.

Tough conditions in the IT market have caused 

Data#3 (DTL) and Reckon (RKN) to find the

going more difficult of late and both have paid the

price; RBS downgraded the former to Hold and

Macquarie made a similar change on the latter.

The finance sector is not finding things much easier

as evidenced by a profit warning from Macquarie

Group (MQG) and a disappointing quarterly report

from National Australia Bank (NAB). This

prompted downgrades in both cases, with Citi moving

to Neutral on Macquarie and Deutsche doing the

same with NAB.

Among the resource plays, Mount Gibson (MGX)

was cut by JP Morgan to Neutral following what the

broker viewed as a shocker of a result, with realised

prices lower and costs higher than expected.

Boardroom issues also remain, which is adding to the

uncertainty surrounding the stock.

Changes to earnings forecasts (EF)

Note: FNArena monitors eight leading stockbrokers

on a daily basis: 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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Avoid these joint property purchase problems

by Tony Negline

There’s a lot of niggly bits to sort out when you decide

to invest in property with another party, particularly

if you’re using your self-managed super fund (SMSF).

Last week, I ran over the three options you have when

purchasing a property as a joint venture: direct

ownership; unit trust; and corporate ownership. This

week, I’ll look at some of the operational issues that

often arise.

Set the rules

Before the property purchase takes place, your DIY

super fund and the other party must decide how they

intend to jointly manage the investment. You need to

establish:

Who will manage the property?

How will decisions regarding the property be

decided?

Ideally, how long will the asset be owned?

How often will net income be paid to the

owners and who will ensure this is

administered effectively and appropriately?

How will disputes between the owners be

settled?

Get it in writing

As trustee, you must ask the other party to declare, in

writing, that it won’t act in any way that would cause

your SMSF to lose its tax concessions or breach the

super laws, which could also result in you being fined

by the Australian Tax Office (ATO).

The other party must also be prepared, in limited

circumstances, to sell the property if the super fund

needs to access money. One example where such a

need as this arises is if a fund member died and the

SMSF needs to liquidate investments to pay a benefit.

It’s also important that your joint venture partner

agrees not to use the property as security against any

borrowing because this might cause the SMSF

significant issues. If the property is held in a trust,

then the other beneficiaries of the trust must make a

similar declaration about their investment in the

trust.

These issues are really important and should be

agreed to in writing. Problems often arise because

neither party has bothered to do any ‘what-if’ analysis

about these and other issues prior to purchase.

Potential problems

Legal problems can arise if your super fund provides

financial assistance, either directly or indirectly.

Financial assistance, such as a loan, can be a problem

if the other party in the arrangement is a member or a

relative of a member in your SMSF.

The ATO says they constantly see this type of breach

of the super laws. I’m not surprised by this because

I’m sure most people look at their super money as

‘their’ money – which it clearly is – so the inability to

use it when needed doesn’t make a lot of sense to

many people.

Financial assistance to fund members or their

relatives is deemed to occur if the super fund invests

money with one entity and that entity then on-lends

that money to a member or their relatives.

Example 1

For example, the Smith SMSF has one member –

John Smith. John wants to buy an investment

property for $500,000 by purchasing 50% using his

SMSF and 50% outside his SMSF. He doesn’t have the

cash to fund his $250,000 share of the purchase
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price, but his super fund does. John decides to obtain

some negative gearing tax breaks in his own name

and he couldn’t be bothered going to the bank, and he

thinks he can get around the financial assistance to

members problem by getting his super fund to loan

money to his mate, James Boyce, on commercial

terms. James then on-lends the money back to John.

You would be surprised how many people the ATO

catches doing this.

Example 2

Another variation of this problem occurs when the

super fund invests in a related party, for example, a

unit trust or company, and that entity loans that

money to the member. An added complication with

this structure is that it often leads to a breach of the

in-house asset restrictions.

Financial assistance can also arise when the SMSF

doesn’t enforce its rights. For example, suppose the

other party is short of cash and it’s decided the party

will take all the rent from the property for a period of

time.

Alternatively, suppose the other owner is a fund

member and their business, which has some cash flow

difficulties, leases the property and doesn’t pay the

lease costs, but nothing is done to chase-up the

unpaid rent.

Note: there is nothing wrong with these types of joint

ventures – purchasing property with another party is

a perfectly legitimate strategy – you just need to

proceed with caution and take steps to avoid some of

the common mistakes mentioned.

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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Did you know?

You can find even more investment tips on Super TV. This week, get your property fix with a residential market

outlook from John McGrath at McGrath Estate Agents, as well as a commercial property forecast from John

Marasco at Colliers International.

You can also catch Rudi-Filapek-Vandyck's latest stock market forecast.

The week ahead

Australia

Monday 13 February: Housing finance (December)

Monday 13 February: Credit & debit card lending (Dec)

Tuesday 14 February: NAB business survey (January)

Tuesday 14 February: Speech by RBA Assistant Governor Guy Debelle

Wednesday 15 February: Consumer sentiment (February)

Wednesday 15 February: Speech by RBA Assistant Governor Philip Lowe

Thursday 16 February: Employment/unemployment (January)

Overseas

Tuesday 14 February: US Retail sales (January)

Wednesday 15 February: US Industrial production (January)

Wednesday 15 February: US Fed's FOMC minutes

Thursday 16 February: US Housing starts (January)

Thursday 16 February: US Producer prices (January)

Friday 17 February: US Consumer prices (January)

Friday 17 February: US Leading index (January)

Company full-year results

Monday 13 February: Leighton Holdings (LEI)

Wednesday 15 February: Oz Minerals (OZL)

Wednesday 15 February: Westfield Retail Trust (WRT)

Thursday 16 February: Alumina Limited (AWC)

Thursday 16 February: Oceanagold Corp (OGC)

Friday 17 February: Santos Limited (STO)

Ex dividend

Monday 13 February: Reckon Limited (RKN); 4.5 cents

Thursday 23 February: Santos Limited (STO); N/A
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