Issue 134, 8 November 2012

Right move?
The US election is over and the market's initial sigh of relief soon turned into an 'uh oh, Obama's going
to struggle negotiating the fiscal cliff' sell-off, just as I predicted. Meanwhile, the Reserve Bank didn't
give us the rate cut we were hoping for. Was it the right decision? I put Australia's economy under the
microscope in today's note.
Also in the Switzer Super Report, how do you choose which energy stocks to buy for your SMSF? Ron
Bewley explains his approach to the sector. Plus, James Dunn analyses insurers QBE and IAG, we
take a look at whether hybrid yields are still worth the risk. Happy reading.
Sincerely,

Peter Switzer
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Did the RBA make the right rates call?
by Peter Switzer
If you weren’t lucky enough to back Green Moon in
the Cup, you might have been sweating on another
interest rate cut from the Reserve Bank of Australia
(RBA), but we lucked out there. So, was it a case of a
tightwad or killjoy attitude from our central bank, with
a public service or accountant’s mentality? Or was it
wisdom?
Let’s put the Oz economy under the microscope and
see if the conservative decision from Governor Glenn
Stevens and his board was justified.
Being a born optimist (unless bad news stares me in
the face), let’s spotlight the good news on the
economy first.
The good news

subdued, making a rate cut more doable.
• For the three months to October, home prices rose
by 0.5%, but were still down 1.1% on a year ago, so
we’re hardly looking at a housing bubble. A rate cut
is still an option.
• Dwelling approvals rose by 7.8% in September after
lifting 8.8% in August and slumping 20.2% in July. So
in net terms we’re still down over the quarter, and
anyway, the lift in approvals was concentrated in
NSW in response to a sharp increase in grants for
homebuilders.
• Renovation approvals by local councils soared by
11.5% in September to six-year highs, which could
worry the central bank but these figures have been in
the doldrums for some time.

Here’s the list and its implications for interest rates:
• Over the past three weeks, the wholesale price of
fuel has fallen by 9.1 cents a litre to 131.3 cents a litre
– a three-month low – and CommSec expects the
national average pump price to ease by a further 4
cents a litre over the next fortnight. This is good for
inflation and a rate cut.
• Retail spending rose by 0.5% in September but
over the September quarter, retail trade fell 0.1% in
real terms, and while good for the month, it was weak
for the quarter, helping the case for a cut.
• The TD Securities-Melbourne Institute monthly
inflation gauge rose by just 0.1% in October to stand
2.4% higher than a year ago, which makes it easy to
cut rates because inflation is contained.
• Mining has become the biggest driver of the
Australian economy. The gross value added of the
mining sector was $139.95 billion in 2011/12 but
these are old figures and the sector is now more

• There was a surprising rebound in economy-wide
spending in September with the Commonwealth Bank
Business Sales Indicator (BSI) rising by 3.9% in
September – marking the biggest monthly gain in four
and a half years. This reading reacts well to rate cuts.
Once again the BSI is improving but it has been down
for some time as well and the less volatile trend
estimate of spending was largely flat in September for
the third month!
• The number of new owner-occupier housing loans
rose by 1.8% in August – marking the best growth in
nine months but isn’t this something we need to
encourage after a down period?
• New car sales rose by 4.7% in September after
rising by 4.3% in August.
The bad news
Let’s now look at bad tidings. Here they are:
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• The number of job advertisements fell for the
seventh straight month, dropping by 4.6% in October
to stand 15.0% lower than a year earlier.
• Unemployment shot up 0.3% to 5.4% in September
and both of these labour market readings say a rate
cut is not a bad idea.
• The Performance of Services index rose by 0.9
points to 42.8 in October. A reading below 50
suggests contracting activity. The sector has
contracted for the past nine months!

rate cut while most of the bad news screams it out.
The RBA has played conservatively and I hope
they’re right, but my microscopic view reveals that
they’re not. What do you reckon?
Important: 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. Consider the
appropriateness of the information in regards to your
circumstances.

• The RP Data – Rismark Home Value Index says
capital city home prices fell by 1% in October after a
1.4% rise in September. This is good news but it’s
not gangbuster stuff.
• The Performance of Manufacturing index rose by
1.1 points to 45.2 in October. It was the eighth month
that the index has been contracting. The index of
selling prices fell from 41.2 to a decade low of 39.6,
while export orders fell from 48.3 to a record low of
29.6! This is worrying stuff!
• Import prices fell by 2.4% in the September quarter
while export prices fell by 6.4% and are down 13.4%
on a year ago.
• Private sector lending rose by 0.3% in September
after rising by 0.2% in July and August. This is weak
but at least its positive.
• New home sales hit 15-year lows in September and
so a rate cut would not hurt this important economic
indicator.
• The Consumer Price Index rose by 1.4% in the
September quarter, which has worried the RBA, but
there’s carbon tax in this inflated figure.
• Business confidence improved marginally in the
September quarter, but remains in negative territory.
• Consumer confidence is lifting but is historically low
and also in negative territory.
Conflicting views
As you can see, the good news mainly says yes to a
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QBE vs IAG: has the storm passed?
by James Dunn
Are QBE and IAG disaster-free SMSF investments? It
is easy to make the argument that insurance is not a
good business in which to invest, being by definition
exposed to risk. And risk is not a nice word to
self-managed super fund (SMSF) investors.

company’s profit – which comes both from
underwriting profit and the investment income earned
on claims reserves – as a proportion of its net earned
premium.) When that news was dropped on the
sharemarket, QBE shares plunged by 11%.

Certainly the insurance sector copped a battering in
2011, pounded by events such as the January floods
in Queensland, followed closely by Cyclone Yasi, the
Christchurch earthquake in New Zealand and the
triple-whammy of earthquake, tsunami and radiation
leak that hit Japan.

And then came Tropical Storm Sandy, which
devastated the east coast of the United States and
put QBE’s share price under pressure given that
about 36% of its income comes from the US. One
broking firm said claims caused by Sandy could be
enough to force QBE into a capital raising of up to
US$750 million to shore up its reserves. There will
certainly be claims on QBE – brokers estimate up to
US$250 million, which would represent about 3% of
second-half premium income.

And those were just the catastrophes most prominent
in our region. Globally, according to reinsurance giant
Swiss Re, 2011 was the insurance industry’s
second-worst year on record, generating about
US$116 billion in claims for the industry.
Stormy weather for QBE
A look at Australia’s leading insurance stock, QBE
Insurance (QBE), tells you all you need to know, with
net profit down 45% in 2011 (the company uses the
calendar year as its financial year), due to what the
company said was a “record level of catastrophes”.
The dividend was cut by almost half, “to preserve
capital,” matching the halving in the share price
between January 2010 and now.
Then, in the half-year ended June 2012, QBE lifted its
net profit by 13% – which fell short of expectations –
and reported an interim dividend that was down by
35% on the first half of 2011. But what really grabbed
the market’s attention was the insurer missing its
forecast insurance profit margin of 14% and issuing
its third downgrade this year for the outlook of the
insurance margin, from 13% to 12%.

While that is easily manageable considering QBE’s
US$28 billion in invested reserves, if claims come in
any higher than that, the insurance margin of 12%
starts to come under pressure. In that case, profit and
dividends come under pressure, too.
Checking on QBE’s exposure whenever there is a
natural disaster anywhere in the world is an
occupational hazard for the insurer’s shareholders.
Their company is a global insurer and re-insurer,
doing business in 52 countries spread throughout
Australia, Asia-Pacific, the Americas, and Europe.
QBE is a great Australian business success story, but
the stock has had a couple of tough years – the share
price has fallen from $25 in January 2010 to levels
around $13.

(The insurance margin is the critical driver of an
insurance company’s profit: it measures the
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the high-growth region – although the Asian
operations are not yet profitable. Its other two main
strategies involve boosting profitable growth in its
home markets of Australia and New Zealand, and
improving the performance of its operations in Britain.
In the 2012 financial year, IAG increased its cash
earnings by 17.5%, to $583 million on the back of an
11.7% rise in gross written premium (GWP) to $8.99
billion. The dividend was increased by one cent to 17
cents.
IAG on the rise

Comparing the outlooks

That is not common to all insurance stocks: for
example, Australia’s largest domestic general
insurance business, IAG – the former NRMA – has
moved from $4 in January 2010 to $4.60 (despite a
visit to $3, in January 2012.) IAG also operates in
New Zealand, the United Kingdom, and Asia under a
portfolio of brands including NRMA Insurance, CGU,
SGIO, Swann and Buzz Insurance; NZI and State
(NZ); Equity Red Star (UK); and Safety and NZI
(Thailand).

When assessing the earnings outlook for insurance
stocks, there are four main considerations: (i)
premium revenue; (ii) the insurance margin; (iii)
investment earnings on shareholders’ funds; and (iv)
the combined operating ratio (COR), which shows the
percentage of premiums received that are paid out in
claims and expenses.
On the first point, premium rates are under pressure
around the world because the insurance industry has
put aside much more in capital against claims than it
had a decade ago – in other words, it is in much
stronger shape.
QBE expects to achieve “low single-digit” growth in
gross and net premium for FY12, after 3% growth in
2011. IAG expects gross written premium growth of
9–11% in FY12, down from 11.7% in FY11.

IAG has worked its way back impressively from a
disastrous 2007/08 financial year, during which it lost
credibility through four profit downgrades. These were
driven by a combination of increasing claim costs due
to severe weather, underperforming UK acquisitions,
and the company’s decision to reject an $8.7 billion
offer by its rival QBE without consulting investors –
which claimed the scalp of CEO Michael Hawker and
six members of the executive team.
Under current CEO Michael Wilkins, IAG has
diversified into Asia, a strategy that is paying off and
helping to lift its share of gross written premiums in

IAG lifted its insurance margin significantly in FY12 to
10.6%, up from 8% in FY11. In October, IAG said it
was on track to deliver its full-year guidance of an
improved insurance margin of 11–13%.
QBE said in October it was on track to meet its
previous guidance of reporting an insurance profit
margin that was above 12%. However, it has yet to
update this guidance in the wake of Tropical Storm
Sandy.
As for investment earnings on shareholders’ funds,
both companies have done well, but lower interest
rates around the world make it increasingly harder to
earn decent returns. QBE’s first-half report said it
earned a net yield on its portfolio – which is 98%
invested in cash and fixed-interest – of 4.8%,
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compared with 3.7% in the first half of FY11. In its
full-year report, IAG said it earned “more than 100
basis points (1%) above the risk-free rate.”
On the COR front – where a ratio below 100% means
the insurer made an underwriting profit, while a result
above 100% means an underwriting loss – QBE has
been one of the industry’s standout performers for
some time. At the June half-year, QBE’s COR was
92.9%, down from 95.7% in the first half of 2011. The
company’s guidance for FY12 is for a COR of “less
than 90%.”
Meanwhile, IAG reported a COR for FY12 of 101.2%.
But that’s OK because as a mainly commercial
specialty insurer, QBE’s profit margin should be
higher than that of IAG.
Dividends and franking
Complicating the situation is the fact that the pair is
far from being dividend superstars.
In FY12, market consensus expects QBE to pay 82.5
cents a share, followed by 87.1 cents a share in
FY13. At $12.94, that places QBE on a prospective
nominal yield of 6.38% for FY12 and 6.73% in FY13.

priced at about 6.7% in FY12 and about 7.5% in
FY13.
That is more like what an SMSF expects – but until
they are paid, these dividend projections are merely
opinions, as QBE shareholders can attest being still
burned by the 2011 payout cut. The salient point for
SMSF investors is that premium rates in the
insurance business are cyclical and claims are
literally unpredictable. All the reinsurance protection
and capital management skills in the world can’t get
around that.
The bottom line
The quandary for SMSF investors is that while IAG is
projected to yield more in FY13, QBE is generally
considered a higher-quality earnings flow. It might be
more realistic to conclude that on present settings,
neither of these stocks suit SMSFs.
Important: 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. Consider the
appropriateness of the information in regards to your
circumstances.

Sounds promising – but unfortunately, QBE has been
too much of a global success story to make that yield
work for SMSF investors. QBE does not earn enough
Australian-sourced profit to offer full franking. At
present, 15% franking is as good as it can do.
On 15% franking, to an SMSF in accumulation mode
that FY12 yield becomes 5.75%; the FY13 yield
comes down to 6.08%. To a nil-tax-rate SMSF in
pension mode, the yields are 6.78% for FY12 and
7.16% in FY13.
IAG yields less, nominally – but because it does pay
a fully franked dividend, that situation improves a bit.
In FY12, market consensus expects IAG to pay 22
cents a share, followed by 24.7 cents a share in
FY13. At $4.68, IAG is priced on a nominal yield of
4.70% in FY12 and 5.28% in FY13.
Full franking credit rebates lift this, for a SMSF in
accumulation mode, to about 5.7% in FY12, and
6.43% in FY13. To a fund in pension mode, IAG is
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Which energy stocks should you buy?
by Ron Bewley
Today I’m embarking on an analysis of the Energy
Sector, which is the first in a series of the 11 sectors
of the ASX200. I plan to keep a similar format to each
piece to enable comparison. (For an overview of the
sectors and consensus recommendations, please
read Breaking down the 11 stock sectors.)
My version of a High Conviction equity portfolio starts
with the top 100 companies that attract a sufficiently
strong consensus rating from Thomson Reuters
Datastream. I usually use 2.5 as a cut off as it is
halfway between an outperform (2) and a hold (3). I
focus on the largest companies by market
capitalisation that meet this criterion.
The table below contains much of the information I
use in stock selection. There are 10 stocks in the
ASX100 assigned to the Engery sector. However, I
use my own filters to exclude stocks I don’t want to
include – as I discussed at the start of my
contributions.
In my opinion, WorleyParsons (WOR) is better
thought of as a mining services company and so I
assign it to the Industrials sector. Similarly, I assign
Caltex (CTX) to that same sector as it is a
refiner/distributor rather than a ‘resource’ stock. I
exclude Paladin (PDN) because I feel the future of
the uranium stock is heavily influenced by changes in
the political landscape. That leaves seven stocks to
chose from.

The top three companies by size – Woodside
Petroleum (WPL), Origin (ORG) and Santos (STO) –
each have strong ratings (2.2, 2.2,1.9, respectively)
with a sufficient number of brokers contributing to
those ratings (17, 15, 16). If I wanted to be a bit more
adventurous I might consider looking at the stock with
the best rating, Whitehaven (WHC), which is rated 1.7
(remember, a rating of 1 represents a buy). However,
I note this company is experiencing a lot of takeover
talk in the media and has a forward price to earnings
(P/E) ratio of 40.7 – well above the average for the
sector. This company could turn out to be a great
buy, but my assessment is that there are additional
risks that I would not wish to accept.
Santos, Woodside and Origin
I happen to hold WPL and STO and not ORG. At the
time I first bought my energy stocks, STO had a much
better rating than ORG, which swayed me. But these
ratings change over time, as can be seen in Figure 1,
which shows the ratings for the past 12 months. WPL
and ORG currently have a similar rating, but WPL’s
rating has typically been worse in the last 12 months.
However, WPL is the biggest company by far, making
up about 30% of the Energy sector in the ASX200.
STO currently has a better ranking but, importantly,
STO’s ranking has been improving while ORG’s has
been deteriorating a little. My current preference
between the two is still for STO.

(See table: Data on companies in the ASX 100?s
Energy sector)
Note: the estimates in the Table are current to the
close of business 5 November 2012. They are based
on Thomson Reuters Datastream. The price target is
the brokers’ forecast of where the stock price is
heading – often considered to be in the next 12
months.
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If I determined that I needed some energy stocks, I
need to know if it is a good time to buy. My updated
Energy 12-month forecast of capital gains (from the
previous issue) is for 8.9% against an ASX200
forecast 11.8%.

Note: the estimates in the Figure are current to the
close of business 5th November 2012. They are
based on Thomson Reuters Datastream. Please go
to www.woodhall.com.au for more information on the
assumptions behind the estimates.

Finally, I have the sector as being a little bit cheap
from the Exuberance chart in Figure 2. Exuberance is
an attempt to measure market and sector mispricing.
In the last year or two, the Energy sector has rarely
been overpriced. This chart, and similar ones for the
other sectors are updated each week on
www.woodhall.com.au.

Ron Bewley is the Executive Director Woodhall
Investment Research.

The bottom line

Important: 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. Consider the
appropriateness of the information in regards to your
circumstances.

The current price of WPL is $34.22, well below the
median target price of $41.95, but the lowest target
price – $29.73 – is below the stock’s current price.
On the other hand, for STO, even the lower price
target, which is $12.00, is above the current price of
$11.37. Forecast dividend yields of WPL (4.2%) and
STO (2.7%) are reasonable for resource stocks in my
opinion.
Of course, all of the information used in this report
can change on a daily basis and it often does. Also,
other factors might be considered – such company’s
outlook statements – before selecting stocks.
And perhaps I can remind readers that the rules for
selling or rotating stocks are, for me, different from
those I use to buy.
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Is it time to move out of hybrids?
by Gavin Madson
Riskier investing has been well and truly back ‘on’
over the past few months, but what has
fundamentally changed? I would argue not much, so
perhaps it is time to take some risk off the table,
move up the credit curve, and come back when
things look a little more favourable.
The last two months have seen a definite trading
move to riskier investments. Investors have moved
down the capital structure and bought heavily into
equities and higher-risk credit, including hybrids, in a
search for yield. This has helped drive the ASX200 up
13.4% from its lows in June to the end of October.
Similarly, some of the higher risk listed hybrids like
Seven Group Holdings (ASX:SVWPA) and Multiplex
Sites (ASX:MXUPA) have appreciated by 12.3% and
9.45% over the same period.
But have any of the fundamental risk factors present
in the market over this period disappeared?

When the market turns its focus back to these issues,
and the myriad of other issues still unresolved in the
global economy, they will look to move out of risk,
and back up the capital structure.
So how do you, the SMFS investor, look to move out
of risk?
Understanding capital structure
One of the fundamental keys in fixed-income
investing is the concept of the capital structure. Most
companies are made up of a mix of capital (debt and
equity), larger companies tend to have more complex
capital structures with different levels of debt, and
sometimes different levels of equity. The capital
structure (as shown below in Figure 1) defines the
layers of a company’s capital structure, with the
highest risk in the structure – equity – at the bottom
and the least risky – senior secured debt – at the top.

Last night, the Greek parliament voted in favour of the
€18 billion (A$22 billion) in austerity measures,
sparking riots and demonstrations. A vote on the
Greek budget follows on Sunday. At risk is a €31.5
billion (A$38.7 billion) tranche of the International
Monetary Fund’s (IMF) bailout package necessary to
ensure Greece doesn’t default, and thus remains
part of the European Union.
Meanwhile, in the US, despite the distractions of
kissing babies and the debate about whether Jeep is
indeed planning on manufacturing in China, the fiscal
cliff draws nearer. Should the fiscal cliff (a term used
by Federal Reserve Chairman Ben Bernanke to
describe the effects of tax increases and spending
cuts agreed by congress and likely to result in a
double-dip recession) or the debt-ceiling be
reached….well, let’s just say risk will no longer be
‘on’.
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advantageous for investors to move up the credit
curve to less risky bonds, and wait for the market to
re-price risk before moving back down the structure.
Investors may look at the return of the senior bonds
and prefer the attractive yields on offer from hybrids,
but what if the 10% gains of the last few months
reverse?
Markets remain wary, any hint of trouble from Europe,
China or the US could see the risk-on trade reverse
quickly, and the best way to protect your capital is to
be higher up the capital structure.
So bank your profits, remove your risk, and chase
yield another day.
On a basic level, an investor expects to earn better
returns from investments further down the structure to
compensate for the extra risk. But an active investor
(as opposed to a passive investor) can look to
increase overall returns by avoiding drops in capital,
by moving up the structure to lower risk investments
at opportune moments, returning down the structure
when the payoff returns.

Important: 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. Consider the
appropriateness of the information in regards to your
circumstances.

In debt markets, when investors are seeking risk, we
see spreads reduce. That is, the amount of interest
investors are willing to accept on risk decreases. The
decrease is inevitably exasperated further down the
credit structure as investors seek more risk and more
return. So you would expect to see yield for the
riskiest fixed-income securities, hybrids, decrease
more than that of higher quality securities further up
the capital structure. This is called spread
compression.
This is exactly what we have seen happening with
spreads on lower quality assets – for example,
Heritage’s (ASX:HBSHA) spread over the 90-day
bank bill rate has reduced by 123 basis points since
October 10, and the Westpac’s hybrid
(ASX:WCTPA) has come in 84 basis points. These
both represent significant movements in the
fixed-income markets.
(See chart below)
Over the same period, senior bank bonds from
Westpac have moved only 16.8 basis points. When
this spread compression occurs, it becomes more
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Make sure your kids get the super they're entitled
by Andrew Bloore
The way in which we are reunited with our lost or
inactive super accounts may soon change following
new proposals made by the Government. As part of
its recent Mid-Year Economic and Fiscal Outlook
(MYEFO), the Government has proposed more lost
super be moved out of super funds and over to the
Australian Taxation Office (ATO). So how does this
affect those looking for their super, particularly young
adults?
There is currently around $17 billion sitting in 3.4
million lost super accounts. Super becomes ‘lost’
because, among other causes, members change jobs
or addresses without telling their funds. The most
vulnerable are of course part-time and casual
employees as well as younger workers who have
small balances accumulated from a number of
different employers.
What currently happens to lost super?
The current rules require that your super fund reports
you as a lost member if the super fund:
has not been able to contact you;
has not received any contributions or rollover
amounts for you in the past five years; or
has received your super money after being
transferred from another fund as a lost
member account and no new address has
been found.
In the three circumstances listed above, the
Australian Tax Office (ATO) maintains a register of
reported lost members, but your super fund still
retains your super money, except in two specific
circumstances when it must be paid to the ATO.
These are when:
the super account has a balance of less than
$200; or

the super fund has not received an amount in
respect of a member for the past five years
and the super fund, given the information
available is satisfied that it will never be
possible to pay an amount to the member
More of this lost super money is to be moved to
the ATO
The Government has proposed to implement further
reforms to preserve the value of lost member
accounts in the super system.
What does it mean for super fund members?
The period of inactivity before an account of an
unidentifiable member is required to be transferred to
the ATO will be reduced from five years to 12 months.
If you, your children or grandchildren have super
spread across various accounts, it will be important to
consolidate your super accounts in the next six
months.
What does this mean for super funds?
The account balance threshold below which inactive
accounts, and accounts of uncontactable members,
are required to be transferred to the ATO will be
increased from $200 to $2,000 to ensure they are
properly protected from being eroded by fees and
charges. Interest will also be paid at a rate equivalent
to Consumer Price Index (CPI) inflation from 1 July
2013 on all lost super accounts reclaimed from the
ATO.
These reforms are aimed at reducing the number of
super accounts that have members that can’t identify
by reducing the period of time that a super fund can
hold the account of that member. The Government is
hoping that this will encourage funds to collect
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sufficient information to identify members during the
period when contributions are being made.
The reforms are proposed to take effect from 31
December 2012.
How to find lost super
The Government has already put in place a number
of initiatives through the ATO in recent years to help
reunite members with lost super accounts.
The process for consolidating lost super has been
improved with a simple online form that can be
accessed through SuperSeeker or by calling the ATO
on 13 28 65.
The best way for you to avoid losing super is to
ensure that your super fund has your tax file number.
Consolidating super accounts will ensure you make
the most of your retirement savings and avoid paying
unwanted fees.
Important: 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. Consider the
appropriateness of the information in regards to your
circumstances.
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Question of the week: death of a member
by Paul Rickard
Q: My husband and I have an SMSF and both of us
are trustees of the fund. I was recently told that an
SMSF must have two trustees. What happens to the
fund when one trustee dies?
A: One of the key requirements of an SMSF is that
each member must be a trustee or a director of the
corporate trustee company. Under ‘trust’ law, a trust
is not valid if it consists of an individual trustee who is
also the only beneficiary. But as single member
self-managed super funds (SMSFs) are permissible,
special rules exist to ensure that the SMSF is
compliant with trust law.
The rules are different depending on whether your
fund is set up with an ‘individual trustee’ structure or
a ‘corporate treustee’ structure. For single member
funds with an individual structure, an additional
trustee is required. This person cannot be a member
of the fund, nor an employee of the member trustee,
unless they are related. Where a corporate structure
is used, either an additional (non-member) director is
required, or the member must be the ‘sole director’.

members and each other’s executor, you would still
need to find another individual trustee, such as an
adult child, relative or family friend. Under SIS law,
this person would need to be appointed within six
months of the member’s death, and in any event, no
later than after the death benefits start to be paid.
There is one other proviso – you also need to comply
with any provisions in your fund’s trust deed that may
relate to the death of a member and appointment of a
trustee.
Important: 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. Consider the
appropriateness of the information in regards to your
circumstances.

As most SMSFs use an individual trust structure, you
are broadly correct in saying that an SMSF must have
at least two trustees. So, what happens when one of
the members dies?
Upon the death of a member, it is normal practice for
the deceased’s legal personal representative (the
executor or administrator of the estate) to act as a
trustee or director of the trustee company. The legal
personal representative can act as a trustee until
such time as the death benefits start to be paid, which
would generally be within six months of the
member’s death. After the death benefits start to be
paid, the legal personal representative would resign.
After that, a second trustee will need to be appointed.
In the very common situation where both partners are
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Letter of the week: audit controversy
by Switzer Super Report
Dear Peter,
In Andrew Bloore’s article on 1 November 2012, How
the new SMSF audit rules affect you, he mentions
that SMSF auditors will need to pass a competency
exam.
This issue has created some controversy in the
SMSF audit industry as this competency exam won’t
be required for those who audit more than 20 SMSF
audits per year.
a) 20 audits per year is not a large figure, i.e. an
average 3.5 hours per audit x 20 = 70 hours per year.
b) There are many incompetent auditors out there,
signing off on more than 50 SMSF audits – a number
does not mean `competency’.
Many in the SMSF audit industry believe that ALL
SMSF auditors should sit a competency exam, that is
not too simple, such as SPAA’s SMSF Audit Exam.
However, it appears that the Professional Accounting
bodies in Australia are indeed looking after their
members, forcing those within Government that
support stricter requirements, to back down.
Sincerely,
Benjamin Berri
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Did you know?
Buying a brand-spanking-new property off the plan may seem appealing, but there are many things to watch out
for. Margaret Lomas from Destiny Financial explains what you need to pay close attention to so you don't get
caught in a bad deal. Watch it now on SuperTV..

Don't miss this!
For those in Sydney, Peter Switzer and Paul Rickard will be presenting a seminar on the benefits of
self-managed super funds (SMSFs).
Friday 16 November: Grace Hotel, Sydney CBD, 12.30pm
Wednesday 21 November: Easts Rugby Union Club, 6.30pm
Tickets at $20 each or $25 for a couple.
To book, please visit switzer.com.au/SMSF or phone 1300 794 8937.
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