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The real test

With US reporting season kicking off this week, we're going to need to take a deep breath, keep calm

and carry on. The soft US economy and its sluggish customers, China and Europe, don't instil much

confidence, as I talk about today.

Also in the Switzer Super Report, my go-to charts guy, Lance Lai, is still positive on US stocks, even

though he sees a bit of a pull back, and he tells you the levels to watch in his Chart of the Week. Plus,

Paul Rickard compares property loans for SMSFs, the broker wrap finds a stock that has received

multiple upgrades, and we look at the types of assets you can sell to your super fund. I hope you all

have a great week!

Sincerely,

Peter Switzer
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How I'm playing this volatile market

by Peter Switzer

The job figures in the USA were not good for

President Barack Obama, the US economy, the

unemployed of America, or Wall Street. But over the

next few weeks, it will be company reporting that will

determine the direction of stocks, unless something

crazy comes out of Europe or something surprisingly

weak comes out of China.

Investors’ wealth rests on these three key geographic

and economic regions – USA, Europe and China – but

I believe the Yanks hold the trump cards for stocks. If

US companies can surprise to the high side compared

with expectations for the June quarter – despite a run

of disappointing and weak economic data over the

period – then stocks could easily rally higher.

Changing game

In reality, it seems hard to imagine. US companies did

well when their economy was weak as they were able

to sell to Europe and China while the greenback was

lower. Now both those two customers are growing

slower and the dollar is higher. Against these

negatives, the US consumer is more confident and

housing is starting to look marginally stronger, but it

is early days in this overdue recovery and it could

easily peter out.

The Dow is up 4.54% so far this year, the Nasdaq is

12.75% higher, while the S&P 500 has added 7.72%,

making this a great half-year.

Our market has progressed only 2.4% and so we need

a good half-year to close out 2012, and that’s where

my money is going. But I do this with some

reservation because not of all of the stars are aligned.

Nouriel Roubini, the so-called US guru who called the

Global Financial Crisis (GFC) market collapse, has

continued warning of bad times and so Wall Street’s

massive jump since the lows of 2009 has underlined

his mortality. He thinks 2013 will be a perfect storm

of bad news, but I’m betting he’s wrong.

Game, set, match

The year ahead will be like a game of tennis between

the bulls and the bears and given the start we’ve had

to the year, the bears, the doubters and all of the

other negative types will be giving it their best shot as

we head towards September – historically the worst

month of all for US stocks.

What I liked about the weekend sell-off on Wall Street

was the extent of the fall; the Dow was off 124.2

points or 0.96% to 12,772.47, while the S&P 500 lost

about the same, but the VIX, or fear index, remained

at a low 17.

Hurting stocks was the job number that came in at

80,000 for June, softer than the low 90,000 that was

expected. Unemployment was steady at 8.2% and all

up it makes you think that the US slowdown is worse

than expected, giving credence to the expert doubters

who are pulling out the R-word. However, I don’t see

a recession in the States. Neither does the US Federal

Reserve (despite the June quarter being the weakest

for two years), or it would have tried a third

quantitative easing package (QE3) by now.

The hurdles

I wouldn’t try to tell you that there aren’t some

negatives out there that short-sellers and hedge funds

could use to their advantage over the next three

months.

With a US election in November, the US fiscal cliff at

year’s end, European negotiations on its fiscal union,

debt and liquidity plans, concerns about what might

happen to the Chinese economy, and the implications

of all of this for the global economy threatening
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stocks, my long-term investor view is that bad news

will be a buying opportunity for me.

That said, I don’t want to see a buying opportunity of

that kind. I would prefer to see bad news turn into OK

news and then better news because when that

happens I will tell our readers that the worst is behind

us and the big rally will begin. And that will be a real

buying opportunity!

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 consider the appropriateness of the

information in regards to their circumstances.
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The real stock market test is coming

by Lance Lai

The S&P 500 virtually hit the ‘l’ level last week before

the release of the non-farm payrolls in the US on

Friday night. The market has since come off as

expected, and in the next week, I expect to see market

momentum retest lower levels.

I’ll now be watching the index closely as it slips to

around the 1,330 mark, which is where a nice bounce

could – and should – occur so as to keep in line with

an “orderly muddle-through” global scenario.

The positives and negatives in this chart are balanced

at this point, so this ought to be one of the ‘real tests’

for the S&P 500.

Signing off from Adelaide, my “waters” (as Peter

would say) feel more positive than negative.

Negatives

1) The S&P 500 has virtually, but not quite, touched

my resistance level of 1,378 after closing on 1,374 on

Friday. This is close enough for reaching my

resistance marked with a little ‘l’. How it trades

hereafter this is important.

2) In the next few days, expect downward

momentum. How far it falls is important to the

overall positive outlook of the ‘questionable target’ of

1,422.

3) I don’t predict fundamentals like economic results,

but the US non-farm payrolls that came out on Friday

night were disappointing with 80,000 jobs created for

the last month. This was against consensus of 90,000

expected.

4) We are relying on Government intervention to pull

us through.

Positives

1) Momentum is still on the upside with the 200-day

moving average still pointing firmly up as indicated

by the yellow line.

2) It doesn’t concern me that there may be further

falls back to 1,330 in the coming days; the market can

still move up in an orderly fashion despite the

expected pullback in the short term.

3) The analysis is good with key turning points

identified. The charts are not providing indications of

an unexpected negative shock.

4) The tentative target at 1,422 (marked ‘T?’) remains

in place.

5) The ‘muddle-through’ scenario remains in play.

Bad news is good news. That is, only 80,000 jobs

created in the US last month is actually good news as

it brings the US, and other parts of the globe, closer to

the possibility of greater monetary policy easing.

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 consider the appropriateness of the

information in regards to their circumstances.
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SMSF property loans: how the banks compare

by Paul Rickard

Finding the worst house in the best street, doing it up,

and then selling it in a capital gains tax free

environment makes the idea of borrowing to invest in

property look appealing. With the changes that now

allow improvements to the property to be made from

other super fund monies, Limited Recourse

Borrowing Arrangements (LBRAs) have got a new

lease of life.

Of course, the property has to go up in value by more

than the net investment cost, and your fund will need

to be in pension phase (perhaps by starting a

transition to retirement pension) to eliminate any

capital gains tax.

Setting up a Limited Recourse Borrowing

Arrangement takes a bit of work, and involves a

number of upfront costs. If you have the time, it will

pay to shop around, so here is what you should be

looking for.

Which bank?

Westpac, St.George, Commonwealth, NAB, Bank of

Queensland, Bendigo and Macquarie offer property

loans to SMSFs. ANZ is strangely not yet in this space.

There are also some non-bank lenders including

Liberty Financial and Home Loans Limited.

With the exception of CommBank, all banks require

the SMSF trustees to arrange their own ‘bare trust’ to

hold the legal title to the property (more on this

later). CommBank provides an integrated product

called ‘Super Gear’ (see SSR 29 December 2011).

LVRs and interest rates

So how much can your fund borrow? Known as the

‘Loan to Valuation Ratio’, the table below sets out the

maximum amount you can borrow from the major

lenders as a percentage of the property’s value:

Depending on the structure of the SMSF, some

lenders will advance more to a corporate trustee

structure (C) than an SMSF with individuals as

trustees (I). For example, Westpac (on residential

property) will lend a maximum of 80% for a corporate

trustee and 72% for an individual trustee structure.

Where residential property is provided as security,

most of the banks charge their standard ‘home loan

rates’, with the variable rate currently around 6.80%

per annum. (CommBank applies a margin of 0.50% to

their standard home loan rate). If using commercial

property, it will definitely pay to shop around as

commercial rates are quoted. On larger amounts,

bank bills based funding (at a margin) is available.

Servicing

To demonstrate that your fund can service the loan, a

test is applied by the banks. The interest cost on the

loan is calculated (at the current rate plus a margin of

1.5% to 2%), and to meet this, the sum of 80% of the

property’s rental income plus concessional

contributions plus the fund’s other investment

income will need to exceed it. Again, some banks

don’t place much credence in the fund’s other

investment income from shares or term deposits.

Loan features

St.George offers an ‘interest offset facility’, which

makes good sense as most SMSFs will hold cash for

liquidity and other purposes. The other banks are yet

to follow suit in this regard, and is probably a key

driver behind St.George’s leading share in this

market.
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Property exclusions

Most banks will not lend against certain types of

properties. Common exclusions are serviced

apartments, small apartments under 50 square

meters, vacant land and unit trust structures. Only

some banks such as CommBank cover rural

properties.

Documentation and fees

Documenting a LBRA can lead to a lot of costs, and

frustration, so it will pay to establish upfront with the

lender the application requirements, what any third

parties need to do, and the expected costs. Let’s start

with the costs:

lender’s application fee (ranging on

residential from $495 for BOQ to $1,500 for

St George to a flat 0.8% for CommBank);

lender’s monthly fee (typically $8 to $12 per

month);

legal fees to your solicitor to establish the

bare trust (the bare trust usually needs a

corporate trustee);

lender’s fees to review bare trust and SMSF

trust deed (some lenders charge a separate

“legal review fee”, some lenders include the

review fee in the application fee if a

“preferred panel solicitor” is used);

property valuation fees;

financial planner or accountant’s fee (most

lenders will require some form of

certification from a planner or accountant

that investing in the property is consistent

with the fund’s investment objectives); and

legal fees to review guarantees (most lenders

will require personal guarantees from the

members of the SMSF to the bank).

Find the right person

While this is a growing market, LBRAs are

complicated to establish, so knowledge within the

banks is scattered. Most of the banks deliver these

loans from their business banking areas, so start with

a business banker. Alternatively, find a home loan

expert who specialises in this area – more than likely

to be attached to a branch in the CBD or major

commercial area. Some of the mortgage brokers are

also active in this arena.

Your feedback

We would like to hear about your experience so that

we can pass it back to the lenders to help them

improve their processes, but also so we can share with

our subscribers. Please let me know at 

questions@switzer.com.au.

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 consider the appropriateness of the

information in regards to their circumstances.
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The broker wrap: one stock dominates

by Rudi Filapek-Vandyck

Changes to stockbroker ratings in the past

week

Changes in ratings among the eight brokers in the

FNArena database were almost evenly split over the

pat week, with 11 recommendation upgrades

compared to nine downgrades. One stock, 

Aristocrat Leisure (ALL), was responsible for the

difference. Total Buy ratings now stand at 49.76%.

Upgrades

Aristocrat Leisure received three of the upgrades for

the week, with Macquarie and Deutsche lifting it to

Neutral and Citi raising it to Buy. The changes come

on the back of updated earnings guidance from

company management, which has flowed through to

changes in earnings forecasts and price targets.

Valuation also improved, with Aristocrat’s share price

down 24% since April.

UBS has upgraded Ansell (ANN) to Neutral on

valuation grounds given recent share price weakness.

At the same time the broker adjusted its model to

reflect underlying latex, cotton and chemical prices,

which resulted in a slight cut in price target.

Macquarie went the other way on Ansell and

downgraded it to Neutral given current market

conditions suggest some medium-term earnings

challenges.

A marking-to-market of assumptions for Australian

wealth management plays has resulted in Credit

Suisse upgrading BT Investment Management

(BTT) to Buy. Relative valuation has improved

recently in the broker’s view, enough to offset a minor

cut in price target on the back of changes to earnings

estimates.

The changes made to models by Credit Suisse worked

against IOOF Holdings (IFL), as the broker

downgraded its rating to Hold on relative valuation

grounds. Despite minor changes to its model, Credit

Suisse left its price target for IOOF unchanged.

Deutsche Bank upgraded David Jones (DJS) to

Neutral as the share price reacted to supposed

interest from a mystery UK bidder, at the same time

lifting its price target. According to general market

opinion, the corporate interest highlighted the fact

there is some value in David Jones thanks largely to

its property holdings.

Valuation was the main driver of JP Morgan’s

upgrade to an Overweight rating on Mount Gibson

(MGX). The change follows the broker’s review of the

mid-tier Australian iron ore plays under coverage and

was accompanied by a downgrade for Gindalbie

(GBG) to Neutral.

While the UK assets of National Australia Bank

(NAB) have concerned brokers for some time,
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Macquarie suggests these negatives could turn

around in coming months. To reflect this and some

re-pricing, the broker has adjusted earnings estimates

and price target, while moving to a Buy rating.

Lower thermal coal prices and delays to greenfields

projects have contributed to cuts to forecasts and

price target for New Hope Corporation (NHC) by

RBS Australia. At the same time, the broker has

upgraded it to a Buy given its revised forecasts

suggest a share price trading at a 40% discount to

valuation.

Operational issues have impacted on Newcrest

(NCM) in recent months, but BA Merrill Lynch

suggests the market has overreacted as the problems

are largely shorter term in nature. This overreaction

implies an improved valuation and sees BA-ML

upgrade it to Buy.

Deutsche Bank has revised commodity price and

currency forecasts, causing it to upgrade Sandfire

Resources (SFR) to a Buy. The increase comes

alongside a minor cut in price target.

The changes to Deutsche’s forecasts also impacted OZ

Minerals (OZL) and Paladin (PDN), as in both

cases the broker has downgraded them to Neutral.

Earnings estimates and price targets have also been

adjusted.

Downgrades

Australian Infrastructure Fund (AIX) has

indicated plans to internalise management and while

Macquarie sees this as a positive, the investment

banker has downgraded it to Neutral on valuation

grounds as the share price is broadly in line with the

price target.

The Macquarie Group (MQG)  share price has

been solid of late but this is not the best news for

shareholders in the view of JP Morgan because it

means the share buyback has been halted. With

global market conditions still uncertain, there is

downside risk in the broker’s view, enough for a

ratings cut to Sell.

Deutsche Bank has downgraded Monadelphous

(MND) to Hold as changes to currency forecasts

across the engineering and contractors sector have

driven changes to earnings estimates and price target.

The downgrade in rating also reflects the fact

Monadelphous is trading close to Deutsche’s revised

target.

Tatts Group (TTS) has been downgraded to a Hold

by Deutsche, which is equally a valuation call given

recent share price outperformance.

Changes in earnings forecasts (EF) in cents

per share

Note: FNArena monitors eight leading stockbrokers

on a daily basis. The eight experts 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.

Anyone should consider the appropriateness of the

information in regards to their circumstances.
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What assets can I sell to my super fund?

by Tony Negline

In my last article, I dealt with the super law’s arm’s

length rule and explained that it’s possible for you

and other related parties to sell assets to your super

fund for less than market value. (You can read that

article here.)

The term ‘related parties’ includes your fund’s

members and all their relatives. It also includes

entities that the members and their relatives control

or the super laws deem that they control.

Last week’s article didn’t deal with the type of assets

related parties can actually sell or contribute in-specie

in a super fund.

Types of assets

The main assets that can be acquired by super funds

(either by actual sale or in specie contributions) are

listed securities and business real property. There are

some other exceptions that I’ll look at in a moment.

The reality is that very few people will be able to sell a

house to their SMSF unless it is classified as business

real property.

Listed securities

Listed securities are defined as a security quoted on

most stock exchanges or licensed markets throughout

the world. Over the years I’ve mostly seen investors

wanting to sell or contribute ASX listed shares, but

I’ve occasionally come across people wanting to sell or

contribute something on the US, UK, French,

German, Hong Kong or Japanese stock exchanges.

I’ve never seen anything more exotic than this list of

countries, but no doubt some of the roughly 1 million

people who belong to SMSFs have sold or contributed

companies listed from other countries.

Business property

The definition of business real property is a bit more

complicated. At its most basic it means real estate

used wholly and exclusively in the running of a

business. Property law and super law don’t always go

easily together and in 2009 the Tax Office released a

Self Managed Super Fund Ruling (2009/1) on what is

meant by the term ‘business real property’.

Believe it or not, the ruling is actually about 70 pages

long and contains 37 examples. I personally think it’s

a good document and well worth a read if you have

nothing to do for several hours.

Exceptions

What other assets can a super fund acquire from a

related party? There are six other categories:

1. assets held in a Limited Recourse Borrowing

Arrangement holding trust once the loan has been

repaid;

2. assets transferred to a super fund from another

super fund as part of a marriage separation or

relationship breakdown settlement;

3. an asset that is an in-house asset of a super fund;

4. an asset that would be an in-house asset of a super

fund but is deemed to be exempt from these rules by

the super laws. In the Tax Office’s view this only

relates to investments in related parties. It doesn’t

include super fund assets leased to a related party or

an asset that will be leased to a related party as soon

as it’s acquired;

5. a life insurance policy (but not from a member or

relative of a member of your super fund); and

6. any asset deemed by the super laws not to be an

in-house asset of a super fund – for example,
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investments in widely held trusts.

Please note, for the last four in the above list, the

asset must be acquired at market value, that is, arm’s

length. (In other words, the arm’s length rule as

described last week doesn’t apply.)

Before you sell or contribute an asset to your super

fund, think carefully about the acquisition of assets

from the related parties rule as well as the super law

arm’s length rule. It’s important to make sure you

don’t breach either of these rules.

Important information: This content has been

prepared without taking account of the objectives,

financial situation or needs of any particular

individual. It does not constitute formal advice.

Anyone should consider the appropriateness of the

information in regards to their circumstances.
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The week ahead

Australia

Monday 9 July: ANZ job advertisements (June)

Tuesday 10 July: NAB business survey (June)

Wednesday 11 July: Consumer confidence (July)

Wednesday 11 July: Housing finance (May)

Thursday 12 July: Employment/unemployment (June)

Thursday 12 July: RBA Deputy Governor Lowe speaks on first of two days

Overseas

Monday 9 July: US Consumer Credit (May)

Wednesday 11 July: US Wholesale Inventories (May)

Wednesday 11 July: US FOMC Minutes

Wednesday 11 July: US Trade Balance (May)

Friday 13 July: US Producer Prices (June)

Friday 13 July: China economic data (June)

Did you know?

Most of our readers already have a self-managed super fund (SMSF), but there are some of you who have joined

us and would like to find out if an SMSF is the right thing for you. You can find more info about setting up an

SMSF on our website:

How to set up an SMSF Fact Sheet

Is an SMSF right for me?

For a limited time only, our administration service, the Switzer Super Service, is offering free SMSF set up,

valued at $1,500. Visit www.switzersuper.com.au or call us on 1300 794 893 to find out more.
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