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Budget Preview

Tomorrow we should get that interest rate cut all of Australia has been crying out for and there's a good

chance we could get half a percentage point knocked off, and that will be great for stocks and the

dollar! But there are still risks in the market, as I talk about in my note today.

Also in the Switzer Super Report, it's Federal Budget time and there could be some changes to super.

Paul Rickard and Tony Negline have weighed in with their opinions and explain what's going around

the rumour mill so that you don't get caught out. Plus, we have some foreign stock tips for diversifying

your portfolio as well as our weekly broker wrap. All the best for the week.

Sincerely,

Peter Switzer

Inside this Issue

Federal budget preview:

make contributions now

by Tony Negline

06

02

Is the stock market about to trip up?

by Peter Switzer

An outlook of the risks ahead.

04

Budget preview: five potential changes to the cap

by Paul Rickard

Will the contributions cap for over 50s be changed?

06

Federal budget preview: make contributions now

by Tony Negline

Some possible changes to superannuation.

08

Six foreign shares to diversify your SMSF portfolio

by George Boubouras

Exposure to global equities is important for diversification.

10

The broker wrap: four stock buys

by Rudi Filapek-Vandyck

Many companies have been placed on Hold.

Switzer Super Report is published by Switzer Financial Group Pty Ltd AFSL No. 286 531

36-40 Queen Street, Woollahra, 2025

T: 1300 SWITZER (1300 794 8937) F: (02) 9327 4366

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.



Is the stock market about to trip up?

by Peter Switzer

Despite lower than expected gross domestic product

(GDP) numbers in the United States, Wall Street still

managed to spike higher over the weekend. But can it

last? The Dow is up 8.27% for the year so far, the S&P

500 is up 11.59% while the Nasdaq has wacked on

17.81%, but a lot of that has been driven by the

irrepressible Apple.

US firms have really beaten the Street with 73% of the

287 companies in the S&P 500 that have reported

having slam-dunked estimates for earnings. On top of

that, investors aren’t nervous with the VIX – or fear

index – down at 16, which is a low reading.

Meanwhile locally, the Reserve Bank of Australia

(RBA) is expected to cut interest rates tomorrow and

more cuts are tipped to be on the way, which should

weaken the dollar a bit and help stocks in Australia

that have been labouring under both relatively high

interest rates and Aussie dollar.

Watch out!

So what can bring this nice little story for investors

undone? Try these:

• May arrives tomorrow and historically stocks have

been sold off, a phenomenon that can last until

October. This has held true for the past two years.

• France and Greece go to elections this week as a

wave of anti-austerity sentiment sweeps across

Europe.

• The UK went into a double-dip recession last week.

• US economic growth fell from 3% in the December

quarter to 2.2% in the March quarter and the March

jobs report was disappointing.

• There’s been some big market rises so far this year

and the predictions that the S&P 500 would hit 1,400

have already been met, so this could lead to

profit-taking soon.

• Question marks hang over Spain (unemployment is

at 24.4%!) on whether its debt problems will spark

bank and financial system concerns like Greece did

last year. However, Spain is too big to let fail and that

worries some experts.

The good stuff

Against these worries, there are some positives out

there and so consider these:

• The USA’s company reporting shows how solid the

corporate sector is. Experts tipped 2% profit growth

and it looks more like 6%.

• US consumer sentiment is still rising and

consumption is on the rise too.

• China’s economy has shown it has avoided a hard

landing.

• The Chinese yuan is appreciating, which would help

global demand.

• The European central Bank (ECB) is more hands on

under Mario Draghi and he speaks this week after an

ECB meeting.

• The EU rescue funds have more money in them than

last year.

• The International Monetary Fund (IMF) raised

global growth forecasts — let’s hope they are right!

• A lot of bearish experts, such as US banking guru

Meredith Whitney, are turning bullish.

02



• On the local front, I think the RBA will cut rates a

few times and that will lower the Aussie dollar, which

will help the local stock market play catch up on Wall

Street.

The bottom line

The balance of concerns out there still worry me, but I

was happy to hear Chris Cuffe of Third Link

Investment Managers has turned more bullish this

year, though he thinks there will be some tests

between now and the end of the year.

One thing is for certain, when the worst is behind us,

the market will have already factored it in and the

very cautious will have missed a lot of the first big

jump in stock prices. Unfortunately, share playing is a

game of risk!

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.

Anyone should, before acting, consider the

appropriateness of the information in regards to

their objectives, financial situation and needs and, if

necessary, seek professional advice.
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Budget preview: five potential changes to the cap

by Paul Rickard

It is budget time again and the usual speculation

abounds about changes to superannuation. For some

reason, governments can’t seem to resist the

temptation to play around with super. My guess is

that it comes from those boffins in Treasury who just

see super as a huge tax break that needs to be closed.

They conveniently ignore the fact that if some

taxpayers were not incentivised to save for their own

retirement, they would just put more pressure on

government to extend financial support through the

aged pension.

What could change?

Speculation focuses on four areas:

1. increasing the tax rate on investment

earnings (currently 15% in accumulation);

2. increasing the tax rate on concessional

contributions for those earning over

$300,000 a year (from 15% to 30%);

3. killing the co-contribution (which is already

scheduled to reduce to a maximum of $500

from 1 July); and

4. cancelling the higher $50,000 concessional

contributions cap limit for those over 50

(effectively, giving everyone the same limit of

$25,000).

I have no insight into this speculation except to say

that I think it is unlikely that the Government will

want to feel the wrath of the electorate and change the

tax rate on investment earnings. We’ll find out at

7.30pm on Tuesday 8 May.

The rumour that worries me is the suggestion that the

Government might cancel the higher concessional cap

limit of $50,000 for those over 50. Fifteen months

later and less than two months before it is due to

come into effect, we still don’t know how this is going

to apply. What we do know is that the higher cap will

only be available to those over 50 and with

superannuation account balances under $500,000.

How and when this is measured is still unknown.

In February 2011, Treasury issued a consultation

paper outlining how the concessional contribution

caps for people over 50 could operate and invited

feedback. The Government had announced way back

in May 2010 that the higher cap of $50,000 would

only be available from 1 July 2012 to those with super

balances under $500,000. Submissions were due by

25 March 2011, and since then, it has largely been

radio silence from Bill Shorten’s office apart from

“further consultations on compliance cost issues” in

late November.

What are the issues on the $50,000 cap?

Issue 1 – Who is eligible to access the higher

cap?

An option was to make any person who had started

drawing down on their super ineligible for the higher

cap, for example, an individual who had started a

Transition to Retirement Pension (TTR). Effectively, a

person who had started a TTR would be limited to the

$25,000 cap.

Issue 2 – Assuming those who have started

withdrawals are eligible, how do withdrawals

impact their account balance?

An option is to exclude withdrawals although this is

most unlikely. The question is: does the ATO base

eligibility on drawdowns/withdrawals made in

2012/13, in the last two years, since the policy was

announced in May 2010, or from the date of

introduction of the legislation?

For example, if your super account balance was

$520,000 on 30 June 2012, and you commenced a
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TTR in 2012/13 and withdrew the maximum of

$52,000, and your total contributions and investment

earnings in 2012/13 were $20,000, your account

balance as at 30 June 2013 would be $488,000.

$520,000 – $52,000 + $20,000 = $488,000

For the purpose of calculating the cap for fiscal

2013/14, your account balance would be deemed to be

the balance at the end of the 2012/13 financial year,

plus withdrawals during the preceding year, and this

would equal $540,00.

$488,000 + $52,000 = $540,000

Hence, you would be restricted to the $25,000 cap in

the 2013/14 financial year.

If the look back period for withdrawals is two years,

this could impact those who have already commenced

a TTR and have an account balance around

$500,000.

Issue 3 – Who assesses eligibility around the

member’s account balance?

A self-assessment model where the individual

determines whether they are eligible, or the ATO

provides an online superannuation account balance

facility. The latter may have additional compliance

costs for SMSFs.

Issue 4 – Date on which the account balance is

assessed?

Two options were proposed: the account balance on

the day immediately preceding the start of the

financial year (i.e. 30 June 2012); or the

administratively easier date of the end of the financial

year two years prior to the financial year in which

contributions are to be made (i.e. 30 June 2011 for

the 2012/13 financial year).

Issue 5 – How is the super account balance

calculated?

Withdrawal benefit (most likely), or the ‘family law

methodology’. SMSFs who have unallocated reserves

will need to include the member’s share of the reserve

in the account balance.

What you need to act on

Treasury is clearly seeking to close loopholes. If this

policy survives the budget, there may be an

opportunity if the date of the account balance

assessment is at the end of the financial year two

years prior to the financial year in which the

contribution is made (issue 4). It is very unlikely that

withdrawals are going to be excluded from the

calculation of the member’s account budget. Stay

tuned for the budget.

And given some of the other speculated changes, this

budget may yet have a big impact on your super. We

will give you a full wrap of any changes that impact

SMSFs in the Switzer Super Report following the

budget.

One certainty – the caps won’t be any more generous

than they are today, so if you are 50 or over this year,

you have until 30 June to make those concessional

contributions (employer, salary sacrifice and

self-employed) of up to $50,000.

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.

Anyone should, before acting, consider the

appropriateness of the information in regards to

their objectives, financial situation and needs and, if

necessary, seek professional advice.
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Federal budget preview: make contributions now

by Tony Negline

Many of you will have heard the rumours about

significant changes to superannuation in this year’s

Federal Budget.

I encourage you to stay calm. For as long as I can

remember, rumours that appear about likely changes

are often nothing more than speculation and maybe

even specifically designed to make us sufficiently on

edge so that we feel like we’ve dodged a grenade when

we see the actual policy changes.

There’s no doubt the Government is in a significant

house of pain in their budgetary planning; they’re

committed to bringing the budget back into surplus

this financial year. Because of this objective, they’ll

have to make significant savings.

What I think could change

I must stress that I’m as much in the dark about what

the Government might do as everyone else and I can

assure you I never receive any leaks from political

insiders. That said, if I were in the Government’s

shoes, I would think about attacking the following

areas:

Government Co-Contribution: While I think this

is a good policy, it’s a Coalition idea. The ALP doesn’t

really like the co-contribution and over the last few

years they have progressively been reducing the

number of people who can access this benefit while

also reducing the maximum co-contribution that it

pays. I’ll be surprised if they don’t finally kill it from 1

July 2012.

Super Guarantee: Delay the proposed gradual

increases from 9% to 12% by two or three years. While

this is an unlikely change, it’ll save them a fair

amount of money because employers will make

smaller super contributions and will therefore receive

smaller tax deductions. Less money in super means

less super fund tax concessions. Employers would be

happy because it delays a cost increase.

Super surcharge: There’s no doubt the

Government is embarrassed that super isn’t taxed

concessionally for the 50% of lower income earning

taxpayers. They need to fix this and will probably tax

higher income earners’ super contributions. With the

additional revenue, they could put some of it towards

their budget bottom line and use the remainder to

reduce super taxes for lower income earners.

Increase the taper rate of Centrelink’s Age

Pension Assets Test: This could be lifted from

$1.50 to $1.75 and then later to $2.00. (Before

Costello’s Better Super changes, the taper rate was

$3.00 for every additional $1,000 of Centrelink

assessable assets.) This change would see a significant

reduction in the number of part-age pensioners and

thereby save substantial Government expenditure.

Benefits tax: Re-introduce tax on super benefits for

those aged at least 60.

Contributions cap: Postpone (or perhaps cancel)

the $50,000 concessional contribution cap threshold

for those 50-years-old and over if they’ve got less than

$500,000 of super assets for at least two years.

Concessional cap: In a similar vein, reduce the

maximum concessional contribution cap for those

aged at least 50 to $25,000 per annum. If the policy

mentioned above isn’t put in place, then this will

happen automatically on 1 July 2012.

Non-concessional contributions: Reduce the

non-concessional contribution threshold to $75,000

per annum, or $225,000 for three years in advance

for several years.

Stop super gearing: This won’t save much revenue,
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but they’ll want to claim they’re getting rid of rorts for

the undeserving rich.

I hope the Government makes none of these changes.

The above is certainly a courageous list of changes

that even the most able politicians would have

difficulty selling.

Act now

If you can afford to make super contributions before

budget night, then I strongly suggest you do so. (Make

sure you don’t forget to watch your contributions

cap!)

If the Government increases the super contribution

taxes, then hopefully the changes will apply from

budget night and you will therefore have avoided this

additional tax.

Equally, if you’re interested in a super gearing

transaction, then it might be a good idea to complete

it before budget night.

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.

Anyone should, before acting, consider the

appropriateness of the information in regards to

their objectives, financial situation and needs and, if

necessary, seek professional advice.
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Six foreign shares to diversify your SMSF portfolio

by George Boubouras

Exposure to global equities is fundamentally

important for diversification. The standard ‘moderate

investor’ profile in Australia typically has a 50%

strategic equity weighting in their asset allocation. Of

this, it is recommended that 20% is allocated as

international equities. There are currency issues of

course, and a combination of hedged and unhedged

investments through a cycle is also recommended.

Diversification

Of the many reasons to have exposure to global

equities, one standout is the relatively small size of

the Australian equity market compared to global

markets. Ultimately, when looking for exposure to

global equities, Australian-based investors need to

understand whether they need to have the same

weighting to large material/resource companies in

their global portfolios given they already have the

leveraged exposure in their domestic equity

weighting. For example, the three largest

material/resource companies globally are BHP, Vale

and Rio. When building an international equity

portfolio an investor should not simply invest in the

same type of earnings exposure when Australia

already has an index with a large weighting to both

BHP and Rio. Diversify into other sectors.

Further, exposure to the growth premia (that is, the

higher economic growth rate of the emerging

economies, which is 5% versus the 1.3% for the

traditional developed economies) from the emerging

economies can be seen in many companies that are

not reflected locally. For example, technology (Apple,

Google, Microsoft, Qualcomm), global payment

systems (AMEX, MasterCard, VISA, eBay), core

global luxury brands (Ralph Lauren, Hermes, LVMH)

and other multinationals (Johnson & Johnson,

Nestlé, John Deere, Caterpillar) all have leveraged

earnings linked to the strong performing emerging

economies that is not replicated in our local market.

Think of it as searching for some earnings

diversification for your portfolio. This is partly the

reason why the US S&P 500 has outperformed local

equities in recent years.

Australian investors benefited from the deregulation

of the financial sector in the early 1990s combined

with the current mining sector boom from the early

2000s. Effectively, these two sectors have been the

main earnings growth drivers for most of the past 17

years in Australia. But recently, these sectors have not

seen explosive earnings growth. This is an issue

because they are both a large weighting in our local

equity index. The one major advantage of local

equities is the consistently higher dividend compared

to other global developed bourses as well as the

franking credit (but there is a bias locally to

financials).

Which stocks?

So what type of stocks should you hold in an

international portfolio? Remember, we are searching

for earnings growth that is not reflected in the local

market. So all the stocks mentioned above are

relevant and have featured in our recommendations

(presently and in the past). Table 1 shows the current

top global equity picks that should feature in the

satellite part of your portfolio (i.e. not your core). The

core/satellite approach to portfolio construction is for

another day. Also, note the smaller dividend yield

versus the local market (around 5% lower than my

Australian Equity Income Portfolio).

In summary, diversification is always the key.

Therefore, diversify your portfolio with global equities

that reflect earnings growth that are not represented

in our local market.

International Equity Satellite Portfolio
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George Boubouras is the Head of Investment

Strategy & Consulting at UBS Wealth Management.

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.

Anyone should, before acting, consider the

appropriateness of the information in regards to

their objectives, financial situation and needs and, if

necessary, seek professional advice.
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The broker wrap: four stock buys

by Rudi Filapek-Vandyck

In a relatively quieter week for rating changes,

brokers in the FNArena database upgraded five

recommendations while downgrading a further nine,

extending 2012′s trend in favour of more

downgrades. Total Buy ratings currently stand at

50.57%.

Changes to stockbroker ratings in the past

week

Upgrades

Commonwealth Bank (CBA) was among the

upgrades with Deutsche Bank raising it to Buy. The

change reflects better relative value in the stock

compared to the other major banks as CBA’s

traditional premium to the sector has been eroded

somewhat in recent weeks.

The remainder of the upgrades were in resource

stocks, with Citi upgrading Kingsgate

Consolidated (KCN) to Neutral after the

company’s quarterly production report. The call is a

valuation one given recent share price weakness as

Citi has trimmed earnings estimates to reflect

updated commodity prices and foreign exchange

assumptions. Others in the market have similarly

adjusted earnings forecasts and price targets for

Kingsgate without changing ratings.

Citi also upgraded Western Areas (WSA) to Buy

after what was regarded as a solid quarterly

production report. Higher grades boosted production

in the period and Citi continues to have a bullish view

on nickel prices.

Not all in the market are as optimistic as Citi, as

Credit Suisse downgraded Western Areas to Neutral

given lower nickel prices are impacting earnings. In

Credit Suisse’s view, there is limited valuation upside

from current levels at present.

Oil Search (OSH) scored an upgrade to Overweight

from JP Morgan, the broker suggesting successful

appraisal at P’nyang offers greater certainty with

respect to a third train at the PNG LNG project. This

implies share price upside from current levels. The

entire market is not in agreement, as Citi downgraded

Oil Search to Neutral on valuation grounds to reflect

its recent share price increase.

OZ Minerals (OZL) was upgraded to Outperform

by Credit Suisse after recent share price weakness.

Helping justify the upgrade in rating was a quarterly

production report viewed as solid by the broker.

Downgrades

A downgrade to Hold by Deutsche Bank reflects its

view ASX (ASX) is running out of steam at current

levels, as recent data suggests trading and capital

raising volumes are failing to respond to recent stock

market upside. Minor cuts to earnings estimates saw

Deutsche trim its price target, a move matched by

others in the market.

Citi downgraded AWE (AWE) to Neutral. It believes
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that while there’s significant upside potential in the

stock, there is also a higher level of associated risk.

The change comes after further delays to the BassGas

project were announced.

Issues in its rail division were enough for Macquarie

to downgrade its rating on Bradken (BKN) to

Neutral from Outperform, while earnings forecasts

and targets were also lowered across the market to

reflect the revised guidance from management.

Achieving new guidance will still be a challenge in

Macquarie’s view, while gearing is also something it

sees as worth watching.

Valuation was the driver of Deutsche’s downgrade of 

CSL (CSL) to Hold, as it comes at the same time as

the broker lifted earnings forecasts and price target

for the stock to reflect the greater immunoglobulin

market share.

For the same valuation reason, RBS Australia has

downgraded Orica (ORI) to Hold. The broker sees

potential for new management to clear the decks at

the interim profit result next month.

Downgraded earnings guidance from Seven West

Media (SWM) was not well received, as both UBS

and Citi downgraded to Hold recommendations from

Buy ratings previously. UBS sees the stock as fully

valued based on its revised forecasts and price target,

while higher cost expectations also played a role in

Citi’s downgrade in rating.

Changes to earnings forecasts (EF) in cents

per share

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.

Anyone should, before acting, consider the

appropriateness of the information in regards to

their objectives, financial situation and needs and, if

necessary, seek professional advice.
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The week ahead

Australia

Monday 30 April: TD/Melbourne Institute Monthly inflation gauge (April)

Monday 30 April: Private sector credit data (March)

Monday 30 April: RP Data-Rismark home price report (April)

Tuesday 1 May: Performance of Manufacturing (April)

Tuesday 1 May: Reserve Bank Board (RBA) monetary policy meeting

Friday 4 May: RBA's Statement on Monetary Policy

Overseas

Monday 30 April: US Personal income figures (March)

Tuesday 1 May: US ISM manufacturing survey (April)

Tuesday 1 May: European and Chinese PMIs data

Wednesday 2 May: US ADP private sector employment (April)

Wednesday 2 May: US Factory orders data (March)

Thursday 3 May: US ISM services report (April)

Friday 4 May: US Non-farm payrolls report (April)

Did you know?

There's been a lot of excitement in the air in the lead-up to tomorrow's Reserve Bank of Australia (RBA) board

meeting, with just about every man, woman and their dog anticipating an interest rate cut. The recent weakness

in inflation is the signal the RBA has been waiting for and the bigger question on everyone's mind is not if they

will cut, but by how much.

Headline inflation has slipped to 1.9%, and the RBA's two preferred measures of underlying inflation (the

weighted median and the trimmed mean) are down to 2.1% and 2.2%, respectively. The RBA aims to keep

inflation within a 2-3% band, so it will be feeling a little uncomfortable following the recent drop.

The benchmark cash rate is currently at 4.25% and many in the market are hoping for a 50 basis point cut to

3.75%. The markets have already priced-in a hefty rate cut, so anything less may cause some disappointment in

the stock market.

We'll post tomorrow's results on the Switzer Super Report website when the announcement is made at 1430

AEST on Tuesday 1 May, 2012.
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