PINNACLE

wealth management

Edition Number 20
December 2010

Special points of interest:

* A ‘Transition to Retirement’ super
pension strategy can be a tax -
effective way for workers over 55
yrs to maintain cashflow while in-
creasing retirement savings and
reducing work days.

« Pinnacle Wealth Management is a
‘Fee for Service’ Practice.

¢ Helpful Hint:  When opening a
bottle of wine, first allow it to
breath....... if not breathing apply
mouth-to-mouth resuscitation!

* Please be advised that the offices of
Pinnacle Wealth Management will
be closed from Christmas Eve—
Friday, 24th December 2010 and
reopening on Tuesday, 4th January
2011.

« From all at Pinnacle we wish you
and your families a very happy
Christmas and a healthy, safe New
Year.
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he year that was...
2010 Market Review

The past year has not been an ordinary ofidhere are several points worth noting. First,
for financial markets and investors alikewhile European public debt woes will
You could be forgiven for wondering wherelikely remain a source of fragility for the
did the past 12 mths go as it seems we hameoment, policy action should be enough to
suffered a successive ‘lost’ year in terms ofrevent a full blown crisis. Spain could be
asset values. In particular, the Australiathe short term concern. Secondly, just as
share market as measured by the All Ordfe outlook for the US dollar is weak so
Index is at approx the same level as it was itloes the Euro look soft. The experience of
Oct 2008. But boy what a ride!! Iceland, which now seems well on the way
to recovery thanks in part to a plunge in its
Indeed, the Aust share market is now back &tirrency, highlights the benefit of allowing
levels where it was 5 yrs ago at aroun@ Weaker currency in response to debt
4,700. But where to from here? problems. Thirdly, the public debt
problems in Europe are part of a wider debt
We are firmly in the grip of a two-pacedProblém in major advanced countries,
global economy with the developed econolncluding the US and Japan. Finally, while
mies (USA, UK, Europe) struggling to over-Australia has little public debt and has little
come the credit crisis fallout with high un-trade exposure to Portugal, Ireland, Greece
employment, little or no room to lower in-@nd Spain, it is contaminated via broader
terest rates to stimulate a faltering economylobal financial markets and economic
high public sector debt loads, forced quantSéntiment. Fortunately, it is more exposed
tative easing programs, restructuring bani® strongly growing emerging countries.
ing sectors, currency weaknesses, falling
house prices and surplus stocks, credit r&innacle’s view is that the year ahead will
tioning restricting small business growth andtill be full of pot-holes, speed bumps and

poor consumer confidence. But at least theead winds. Provided the Eurozone can
issues are out in the open. overcome the present concerns of a

possible flow-on of sovereign risk issues

Conversely, the developing/emergindor Spain in particular, an_d USA can build
economies of Asia, Sth America, somén the early but small gains towards better
Eastern bloc countries, China & India diggconomic health, together with emerging
not suffer a credit crisis as these economidiarket demand for resources, we could see
were not heavy users of credit and much ¢ cautious uplift in valuations towards the
their economic progress was more structurgecond half of 2011.
(roads, rail, airports, housing) rather than
consumer driven (flat screens etc). Threéhe most optimistic call on the Aust share
years on and these emerging economies dr@rket we have seen recently is a
now leading global thematics with a signifi-suggestion for the All Ords to achieve
cant appetite for resources and growing cors-800 by December 2011. A consensus
sumerism fueling global GDP. view would be for the market to be circa
5,200/5,300 which is a 10%-12% increase

The more difficult issue facing a morefrom early December levels.
sustainable global economic recovery is the

uncertainty surrounding the Eurozone ancdHere’s hoping!

the prospect of further sovereign debt crises

and where this might lead in the short-term.
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Heard it on the staff JIrd pe\i/%

Introducing Matthew Anderson—Senior Para-Planner

Following the departure of Sam Kennedy to purspemary school teaching career, we are delighted to
announce that Matthew Anderson has taken over élyertéde of Senior Para-Planner within Pinnacle
Wealth Management.

Matthew was formerly with Colonial First State ta para-planning team having spent 3 years prayidin
technical advice and strategy design support toch@f CBA Financial Advisors.

Matthew holds a Bachelor of Economics Degree fromversity of Adelaide and is presently studying a
Masters of Applied Finance. He is DFP qualified~&).

Matthew is a keen sportsman and enjoys footbaltket, fishing and golf. Having recently purchased
his first home, he is still to extend his interegisgardening but very happy to have his foot om th
property ladder.

A very new arrival at Pinnacle...

For those of you who may not yet have heard thesne8elena gave birth to a baby boy, Jobe Christo-
pher Launer on the 2nd July, weighing 6 Ib 3 othanold scale or 2.83 kg. Both father and son amegd

welll! — ?

Not unexpectedly Selena has taken to motherhogdaind style and enjoying
her time away from Pinnacle but we are still hop&elena will return some
time next year.

In the interim, Selena says that Jobe has manisdather’s traits, is an
attention seeker, will be an avid Crows suppoieen fisher-child and enjoy:
his bottle (milk of course).

Happily, and on the positive side, Jobe looks $iedena and is a perfect, beautiful bouncing boy.

MAGELLAN

ASSET MANAGEMENT LIMITED

Pinnacle’s Investment Research Committee—Investment capital into the business at high incremental resur
Manager Snapshot This is a very important metric which is often over

Magellan Global Fund offers investors an opporturib

looked by investment analysts.

invest in a specialised and focused global equityl f . Low business risks. They assess business riskgakin

into account factors such as cyclicality, operating

Objectives: leverage, financial leverage, competitive strength,

regulatory and political environment and profitéil

To achieve superior risk adjusted investment return They carefully assess business risk to deternfige t

over the medium to long-term. certainty of cash flow and earnings projectionsalhi
To minimise the risk of permanent capital loss. are central to making an assessment of intrindiceva
To find outstanding companies at attractive prices. . Low agency risks. Agency risk refers to the risk

surrounding the deployment of the free cash flow

Magellan considers outstanding companies to beetlioat generated by a business.
have sustainable competitive advantages whichla&nmto _ _ o
returns on capital materially in excess of theistonf capital ~ The Magellan Global Fund will comprise 20-40 indival

for a sustained period of time. Magellan also cdaisi out-  investments, with the portfolio weighted towardsitthigh-
standing companies will usually have some (or igigall of est conviction investment ideaBinnacle Wealth Manage-
the following characteristics: ment have appointed Magellan Global Fund as a ‘cote

. : : Fund Manager selection for clients.
A wide economic moat. An economic moat refers to

the protection around an economic franchise which
enables a company to earn returns materially ieExc
of the cost of capital for a sustained period ofeti A
company’s economic moat will usually be a function
of some form of sustainable competitive advantage.

As of 31st October 2010, Magellan Global Fund has
achieved an excess retuower benchmark for 6 months, 1
year, 2 years, 3 years and since inception (15t2007) of
between 3.32% and 12.19% (after fees/costs buueéixg

] _ ) ) individual tax & platform fees).
A moderate to high potential to continue to re-stve
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Australian Housing
— is it a bubble?

-
nt
_J/ What’s the risk?

Post-GFC, residential property has attracted imvestterest
with a resultant ‘up-tick’ in valuations. This do@ot mean
Australian housing is in a bubble but it is veryeoxalued and
combined with high debt levels, leaves Australimugeholds
vulnerable should anything significantly threateuse prices.

Poor and worsening affordability will likely lead soft house
prices over the next year or so. Key factors toctvedbr in

Page 3

Australian house prices well above their long
term trend
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terms Of the risk of a su_bstant!al hous”?g slump airlengthy But other indicators of a bubble are absent:-
economic slow down in China leading to much higher

unemployment, excessive tightening by the RBA anbig
increase in the supply of housing. None of thesarslikely in
the short term, but they are worth keeping an eye o

Lately the debate has focused on whether Australtarsing is
in a bubble, with some saying it's expensive aratdfore must
be a bubble, which will burst with disastrous cansces.
The counter view is Australian housing may be espenbut
not dramatically and can be justified by a severdeusupply.

Is Australian housing in a bubble?

However, there is one nagging concern — and shaxxgessive
house prices and associated household debt levalstralia

has come through the global financial crisis in@ysbape and
compared to the US, Australian house prices mayndede in

a bubble. Australian house prices have outpacedite in US
prices over the last two decades.

The surge in Australian house prices has
dwarfed that in the US
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But s it really a bubble?

An asset bubble is thought to require overvaluatieasy
money fuelling price gains and speculators buyingh® basis
that past price gains will continue amidst euphadnvestor
psychology. In terms of overvaluation, Australiavuking gets
a tick. On most measures Australian housing is e&pensive.
Australian house prices are running at around 3b&va their
long-term trend (see the next chart). Accordinghte OECD
the ratio of house prices to incomes is about 3@vea its
long-term average and the ratio of house priceetts is 58%
above its long-term average, both of which ardattdp end of
OECD countries.

» Housing credit is only growing at about 8% pwel{ down
from the 20% pace seen about seven years ago).

e Only 39% of housing finance is going to investors
(compared to more than 50% seven years ago).

« Buyers are not rushing in for fear of missing.out
» Weekend auction clearance rates have slumped.

Outlook

While Australian housing might appear quite ovewedl, it's
not inevitable it will have a bust. However, thaselittle

doubt the intersection of high house prices withhhouse-
hold debt levels leaves Australia vulnerable.

Poor affordability is likely to weigh on house
prices as mortgage rates rise further
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Total return from housing versus other assets

Over the long term, returns from housing/shares tenbe
similar. Both have returned an average 11.5% piar the
last 80 years. While housing is less volatile tisdares it
offers less liquidity and diversification. Once thinilarity
of returns are allowed for, there is a case forhbuwt
portfolios. For the time being, housing looks exgiea and
with net rental yields of circa 1.5%, shares arebpbly
better value on most measures and offer a moracttte
dividend vyield of circa 5-5.5% once allowance isdador
franking credits.

Conclusion

At this stage a housing bust in Aust seems unlikilgy
things to watch for would be a surge in supply, mhgher
interest rates and anything that sharply pushedngmploy-
ment.

Source: AMP Capital Investors Ltd
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(" N Prostate Cancer - Trauma Insurance claims now

paid on diagnosis - time to review your cover?

Movember is an event which takes place for the maft November
aimed at raising awareness of prostate cancer apcession in men.
Information from the Australian Institute of Healtind Welfare showed
that prostate cancer accounted for 29 percentl afaaker diagnosed in
men in 2009 and was double that of the second nwaton cancer in
males- bowel cancer. In fact 4,179 more men wesgrdised with
prostate cancer than females diagnosed with bcaaser last year.

Prostate cancer occurs when the cells in the pgeogtand grow more quickly than a normal
prostate, forming a malignant lump or tumor. Loagst prostate cancers usually show no
symptoms, which is why screening is vital. Prostzacer can be cured if detected early.
The method used to screen men is a Prostate SpAaifigen (PSA) blood test and a Digital
Rectal Examination (DRE). The prostate cancer fatind of Australia recommends that all
men over the age of 50 and those with a familyohysfrom the age of 40, should seek
annual assessments in the form of a PSA bloodagsther with a DRE.

It's important to note that these two tests, whthgty do not give a conclusive diagnosis, can
indicate the presence of prostate cancer. If tteeewidence of prostate cancer, further tests
include a biopsy, which involves an ultrasound prafalled a transrecal ultrasound or
TRUS. This test is a probe passed into the recuning this process between 6 and 12
samples of tissue are taken from different parthefprostate. Other tests may also include
bone scans, CT scans or an MRI.

Under products referred to as Trauma Insurancen@ lsum benefit is paid to the client to
help offset medical expenses and loss of incomentiay occur as a result of a diagnosis of
prostate cancer. Traditionally, many insuranaamanies have paid a benefit dependant on
the T1 level and the Gleeson score. That has leadsituation where you either received
“all or nothing” of the insured benefit. What is dmening more common with newer
products is that a partial payment e.g. 20%, is ansichply on the earliest diagnosis of
prostate cancer. The remainder of the benefit taerains for future payment.

If you have existing trauma insurance it may bevadgtime to ask our Insurance specialist,
John Menelaou 1300 73 93 68 review your cover, alternatively if this is natstyle of
personal insurance that you have considered thghenaow is the time to act.

The Value of Referrals...

Pinnacle Wealth Management has always pr
itself on the fact that many existing clients otles
years have paid it the compliment of referr
friends, family or colleagues to the Advisory team.

Pinnacle is an independently-owned financial plagrifractice and with our own Australian
Financial Services Licence via PWM Advisor ServiBdg Ltd, is in a clear position to offer

our clients absolute freedom of choice in investiterategies and solutions, without the
conflict of corporate sales budgets and associallexhces. Our clients’ best interests rank
first, second and always.

We thank you for your past referral support anklfsoward to your continuing advocacy.

The information herein is of a general nature aniyg has been provided without ta
ing account your objectives, financial situationngeds. Because of this, we reco|
mend you consider, with or without the assistarfca financial advisor, whether th
information is appropriate in light of your partiauneeds and circumstances.

advisor services

Merrick Shipp, Christopher Jeffery, Chris Launehd Menelaou, Kerrin Falconer & Graham Southernfartior-
ised Representatives of PWM Advisor Services Pty-tABN 16 133 921 187—AFSL 334846



