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Keep your hands off our super
Desperate times call for desperate measures but the Gillard government's proposed super changes
could cost them the election if they're not careful. If they have an ability to learn from their mistakes,
today's Herald/Nielsen poll should see them back down.
Also in the Switzer Super Report today, Paul Rickard examines what was really special about the CBA
result, downgrades again overshadow upgrades by more than three to one in Rudi Filapek-Vandyck's
weekly broker wrap. Penny Pryor takes a look at the interim reporting season and Tony Negline
explains why extended overseas holidays matter to your super fund. Lance Lai's chart analysis
explores the correlation between the German Dax and the Australian market.
Sincerely,

Peter Switzer
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Smells like desperation
by Peter Switzer
In desperate times desperate types can come up with
desperate decisions but if Julia Gillard has an ability
to learn from her mistakes, today’s Herald/Nielsen
poll should make her back down on her proposed
super changes that are expected to hit SMSF
trustees the hardest.
All hell breaks loose
A fortnight ago Labor sent a proposal up the flagpole
to tax retirees when they withdrew their super if their
balance was over $1 million. There was very little
saluting but a hell of a lot complaining. Then the PM
came out and said there was never any intention to
tax super on the way out. Given her unpopularity I am
still trying to work out why she waited a week and a
half to tell us this! I think you can work it out.
In simple terms, Wayne Swan is hoping to create a
budget surplus but it is a forlorn task. So now he is
trying to limit the deficit while trying to find money for
the Gonski education reforms and the National
Disability Insurance promise.
The Government will now be looking at concessions
and trying to change them for non-Labor voters but
there is no point changing super and copping the
backlash unless Labor bags a big pot of money. This
will then be used to buy votes at the eventual
election.
What could be on the cards?
Let me run through the possible slugs to super they
would be considering and my view:

Eligible small business owners are exempt
from capital gains and can contribute up to
$500,000 from the proceeds of a sale
(Unlikely as very small businesses are being
targeted by Labor.)
Also if your business has a turnover of less
than $2 million or the assets are less than $6
million and you’ve owned them for more than
15 years they can be sold tax-free.
Furthermore $1.255 million can be put into
super without affecting other annual
contribution limits (Once again unlikely as
they would want to limit the effect on smaller
businesses and targeting the bigger small
businesses will bring only a small amount of
money)
Making it harder to say sell shares or property
where there is capital gain but then making a
concessional contribution to offset the capital
gains tax. (Unlikely as it would affect many
potential voters, not just the rich!)
Increase the earnings tax from 15% to 20%
for super funds in accumulation mode. (Good
for raising much needed money but there
would be a big voter backlash as all
under-55’s of working age would be slugged.)
Stop those on Transition to Retirement
Pensions (TTRP) transferring their money into
pension mode to escape tax on earnings.
They could also raise the age for the TTRP to
stop this leakage. (Possible but those
currently in a TTRP would in all likelihood be
exempt unless they had a big balance in their
super fund.)

Some 15% of the $470 billion in the SMSF
sector is in property, so they could change
capital gains tax rules and try to stop lump
sum withdrawals of property in the tax-free
zone (Possible.)
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One final observation — I am really glad these guys
don’t have a majority in the House of
Representatives and the Senate. If they did it would
be super trustee hunting time!
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.

I have ruled out any increase on the contributions tax
as those on $300,000 or more are already paying
30% on their contributions. If this was pushed into a
lower income bracket then the voter reaction would
be huge and negative.
Lies, lies and damn statistics
I think there are super funding issues to be addressed
but there are some exaggerations as well. For
instance, by 2040 only 30% of Aussies will access a
pension while now it is 50%. Also, Treasury officials,
when they calculate the cost of tax concessions (now
$32 billion going to $45 billion by 2015-16), assume if
we couldn’t get a 15% tax concession from salary
sacrifice contributions, we would then cop the top tax
rate!
They don’t presume we would use negative gearing
and an investment property to reduce our tax bills,
which is crazy thinking on their part.
Before winding up, there are some out there who
think the government might do away with the 50%
discount on capital gains if you hold an asset for 12
months or more. This would hit all investors and bring
in a lot of dough but, given the polls, this has zero
chance of being sent up the pole. Of course, if Labor
was mad enough to try it, I think Aussies would burn
the pole and the MPs associated with it. It makes
perfect sense for me to advise the PM to leave super
alone.
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Deposit rates set to fall, as NAB issues a new hybrid
by Paul Rickard
The big news out of the Commonwealth Bank’s
result last Wednesday wasn’t that it ticked all the
boxes with positive jaws (rate of revenue growth
faster than expense growth), improved productivity,
higher net interest margins and a fall in provisions.
The big news was that that CBA is no longer going to
play the “retail deposit game” and that deposit rates
are coming down.
The market gave the result and the news the
“thumbs up”, with CBA hitting a new all time high
and rising from $64.83 to $67.03 over the week – an
increase of 3.4%.
Post GFC – we have had it pretty good with
deposit rates
In the aftermath of the GFC, wholesale funding
markets dried up. Banks were forced to aggressively
seek funds from “retail” investors such as SMSFs.
Prior to the GFC, the term deposit “blackboard
special” was being issued at a margin of around 50
basis points (0.50%) below the bank bill rate. Today,
it sits at a margin of around 130 basis points over –
with a 90-day term deposit paying 4.3% compared to
the 90-day bank bill rate at 3.0%.
Looking at the whole retail market, CBA says that in
an aggregate sense, retail deposits have “increased”
in cost by 1.96% over this period. The increase they
are referring to is the margin or spread to the
benchmark rate the banks pay. Of course over this
period, the actual rates we received on our deposits
have fallen as the RBA has reduced the cash rate
from 6.25% to 3.0%.

Wholesale funding costs are falling
The cost of wholesale funding, which is effectively the
spread over the benchmark rate that banks pay to
borrow from domestic and offshore institutional
investors, is also falling. This reflects the return of
less-stressed credit markets. According to CBA, the
spread has fallen by around 50 basis points over the
last six months. For example, three-year funds in
June 2012 were being raised from wholesale
investors at an average of 137 basis points over the
swap rate – in Dec 2012, this was down to 74 basis
points.
With wholesale rates on the way down and an
improvement in sentiment in the credit markets, CBA
signalled last Wednesday that is not going to
aggressively chase retail deposits. CBA is the leader
in this market with a share of 25.2% – so its actions
are likely to be matched by the other major players.
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while perpetual, they are due to be converted
into ordinary NAB shares in seven years’
time (22 March 2021);
NAB can, at its option, redeem the CPS for
cash or convert them into ordinary shares in
five years’ time (20 March 2019);
there are capital (common equity) and
non-viability triggers;
dividend payments are discretionary and
non-cumulative; and
they rank ahead of ordinary shares, equal with
NABHA, however below NABHB, other
subordinated issues, secured creditors and of
course, depositors.
What are the implications?
Firstly, term deposit rates are going to fall. Not only in
a spread sense, but also the nominal rate (at least up
to the one-year term) will fall, as the RBA has
indicated that it is still on an easing bias. If you are
not persuaded by the share market, or are just
managing the liquidity component of your SMSF
portfolio, lock the rates in now.
Secondly, an out-of-cycle cut in lending rates,
including home loan rates, may be on the cards. We
have seen some movement on fixed rates already – it
is possible that a cut in the variable rate might
happen without an RBA Board meeting being the
trigger. This would be good for the property market.
Finally, lower interest rates are usually good for the
share market as yield-hungry investors chase high
dividend yielding stocks. Also, it should see increased
demand from investors for hybrid issues.

Pricing is indicated at a margin of 3.20% to 3.40%
over the 90-day bill rate, paid quarterly. As the
dividend will be fully franked, the actual dividend paid
in cash will be 70% of the gross amount (90-day bill
rate plus 3.2%, then multiplied by 0.70).
A book build on Wednesday will set the final margin.
The Westpac Capital Notes issue was priced at
3.20% and size increased from $500m to at least
$1.25bn – the NAB issue should also attract a strong
level of interest. With margins coming in and term
deposits set to become less attractive, this issue is
worth considering – particularly as part of a
diversification strategy.
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.

NAB launches a new hybrid
Following Westpac’s lead with its ‘Capital Notes’
issue, NAB has followed and launched an almost
identical hybrid securities issue. It is raising at least
$750m from the issue of NAB Convertible Preference
Shares.
Like Westpac’s Capital Notes, CBA’s PERLS VI and
issues from Suncorp, BOQ and Bendigo, the NAB
Convertible Preference Shares (CPS) will qualify as
Additional Tier 1 capital for NAB and contain similar
regulatory terms. These are:
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Reporting recap – earnings support dividend boost

by Penny Pryor
The market was well into interim reporting season last
week with 37 companies announcing interim or
full-year results. Although closing above that
all-important psychological level of 5000 on Friday, it
was only up 1.3% over the previous Friday’s closed.
For the doomsayers that contest the current rally is
not sustained by earnings, the reaction of the market
to many of last week’s results might come as a
surprise. A good result didn’t necessarily mean an
increase in share price and vice versa. See the table
of the largest 25 that reported last week below.
ANZ delivered a perfectly respectable result. But
because that followed in the wake of the best
performer of the week, Commonwealth Bank, it just
wasn’t enough and shares slipped by 1.2%.
The star performer
CBA didn’t really surprise but the market liked the
$3.78 billion half year cash profit and particularly the
bigger dividend.
CBA chief executive officer Ian Narev also gave
mortgagees hope when he suggested that the strong
result would give the bank room to cut interest rates
outside of RBA decisions – a welcome
announcement although viewed with some scepticism
by a borrowing public more used to the opposite.
CBA’s half-year dividend rose by almost 20% on last
year’s, to $1.64 a share. But that was also partly due
to some juggling of final and interim dividends that it
had told the market about earlier.

JB HiFi’s gain over the week of more than 13% (and
17% on Monday when it made the announcement)
might seem like a stellar result but the market noise is
that much of that move was from short sellers buying
back the stock after the retailer reported better than
expected growth in a lacklustre retail environment.
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CEO Terry Smart was optimistic about the coming
year for shoppers and noted that total sales growth
had increased by 11.7% in January alone.
Some good news
Wesfarmers was very popular after it lifted its interim
dividend by 10% to 77 cents. Profit was in line with
expectations, and proving that it has done an
excellent job in turning Coles around, the
supermarket chain now accounts for 36% of profit.
Stockland has suffered from poor investor sentiment
after revision upon revision to profit guidance over the
past 12 months. But that fog seemed to disappear
last week momentarily as investors decided they liked
the stock again, despite a slip in underlying profit to a
loss of $147 million.

season with 26 companies set to announce results on
Thursday alone. Qantas, Brambles and ASX will
update the market then. The ASX announcement
should be an interesting result. Market activity over
the past six months hasn’t been spectacular and
most are expecting softer numbers but perhaps a
stronger outlook as companies take advantage of
current market conditions for IPOs and corporate
activity. It will also be buoyed by recent confirmation
of its monopoly in clearing trades for at least another
two years by Treasurer Wayne Swan although broker
sentiment on the stock remains poor.
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.

Bradken was another well-liked stock, its big price
increase was on the back of a 9% increase in net
profit after tax and a 3% boost in dividend to 20c.
Leighton was definitely in investors favour after chief
executive officer Hamish Tyrwhitt managed to get the
company’s balance sheet in order. Gearing has been
cut to 36%, down from 46% just six months ago. A
final dividend of 60c was declared bringing total
dividends declared for the 12 months to end
December to 80c – an increase on the 60c for the
same period last year.
The disappointments
On the down side ANZ and Rio delivered softer
results. ANZ’s profit for the three months to end
December was up 6.2%, compared to the same
period a year earlier, but the market still didn’t like it
much coming just a day after the CBA result.
Rio delivered a bottom-line loss although it had
signalled that was on the cards well in advance.
Paladin also delivered a big loss, which it blamed on
write-downs at its uranium mine in Malawi. It paid no
dividend.
The week ahead
This week will be another big week for reporting
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Weekly broker wrap: More than three downgrades
for every upgrade
by Rudi Filapek-Vandyck
The Australian share market continues to show a
fairly consistent pattern as we move through the local
reporting season: share prices continue to rise while
stock analysts continue to issue more downgrades
than upgrades.
The week past saw 10 upgrades being outnumbered
by 33 downgrades. Nothing new as this has been the
trend since the rally began in 2012.
On the way up
Bradken (BKN) had a very busy week last week,
putting out an interim report with an upgraded
guidance. Both Macquarie and Credit Suisse
upgraded forecasts and their calls to Buy post the
release, noting a strong result, a good contribution
from Austin Engineering (ANG), a healthy order book,
lower costs and a generally improved outlook.
Conversely, Deutsche Bank downgraded its call to
Hold from Buy given flat half-on-half revenue and a
less than hoped for improvement in margins.
Earnings forecasts were lifted. The changes leave the
stock in positive sentiment territory in the database on
four Buys, two Holds and one Sell.
It was also a double up week for Goodman Fielder
(GFF), with Deutsche Bank upgrading its
recommendation to Buy from Hold on an improving
outlook and the belief that recent price increases will
have a positive effect from the next half onwards.
Macquarie downgraded its call to Hold from Buy,
noting that while things are improving, it now wants to
see these improvements move on to the bottom line
before it turns more constructive again. The stock sits
in positive sentiment territory in the database on four
Buys, two Holds and two Sells.

GWA Group (GWA) was lucky to get an upgrade and
not a corresponding downgrade, with CIMB lifting its
call to Buy from Hold. The broker sees a number of
positive catalysts and also believes the recent
restructuring announcement will provide a rolling uplift
to earnings margins. Sentiment on the stock is
neutral. Skilled Group (SKE) is next on the list, with
Deutsche moving up to Buy from Hold on the back of
a strong result that had the broker noting cost cutting
initiatives are continuing to yield benefits. The stock
rates straight buys in the database, so enjoys a
perfect sentiment read.
JP Morgan upgraded Tassal Group (TGR) to Hold
from Sell after a rise in the Norway fresh salmon price
allowed the broker to lift its price target. Sentiment
has improved to an even neutral. Credit Suisse lifted
Westfield Retail Trust (WRT) on the belief that the
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sector’s surge through book value indicates an
increasing appetite for yield. With WRT languishing at
an 8% discount to net asset value, the broker thinks
it’s one of the A-REITS to watch. Sentiment has
moved to a slightly more positive setting post the
upgrade.
Finally, Macquarie lifted its call on Worley Parsons to
Buy from Hold after a rolling forward of the valuation
pushed the price target high enough for a valuation
call to be made. Sentiment for WOR has moved into
positive territory following the upgrade, with the
database showing three Buys, two Holds and two
Sells.
On the way down
Alumina Ltd (AWC) leads off the downgrade portion
of the report, with Credit Suisse moving from Buy to
Sell on otherwise well received news the company
was looking to place 366 million shares to CITIC at
$1.23 a shares to raise $452 million. In the words of
the broker: “Balance sheet fixed, but not earnings”,
with the broker further arguing the equity placement
has in fact worsened the earnings outlook for Alumina
as it further dilutes existing shareholders. The stock
managed to hang on to its positive sentiment read
given the four Buys versus two Holds and two Sells
recorded in the database.
Ansell (ANN) was dropped to Hold from Buy by both
Macquarie and Citi on the back of what both brokers
found to be an unimpressive 1H effort that fell 17%
short of each on the net profit line. The downgrades
move the stock into negative sentiment territory. ASX
(ASX) was chopped to Sell from Hold by CIMB, the
broker noting operating conditions remain soft and
there are regulatory reviews of structures and
payment systems that also create near-term
uncertainty. The downgrade pushed the stock deeper
into negative sentiment territory.
Commonwealth Bank (CBA) also found its way to Sell
from Buy on CIMB’s books, the broker thinking the
run in the share price after the 1H result release was
well overdone. Sentiment moves further into negative
territory. Computershare (CPU) was cut to Hold from
Buy by JP Morgan on the view that any leverage
there might be to corporate activity and rising interest
rates is now in the share price. A positive sentiment

skew is maintained.
CSL (CSL) was unfortunate enough to be greeted
with two downgrades to Hold from Buy by UBS and
BA-ML. Both brokers are of the view that any sort of
upside surprise that could still be generated is already
in the price. Despite the downgrades, broker
sentiment still remains positive.
JP Morgan also downgraded Domino’s Pizza (DMP),
Downer EDI (DOW) and GPT (GPT) to Hold from
Buy. The problem with Domino’s is that the broker
thought last week’s result was of a pretty low quality,
the broker citing lower same store sales growth and
higher capex. This means more money needs to be
spent on new stores just to maintain the current
growth trajectory. The downgrade leaves the stock on
a neutral footing. Downer was dumped on a valuation
call, the broker otherwise happy with the result and
the current progress being made. Sentiment remains
positive. Lastly, GPT was dropped on a weak 2012
result, with the broker thinking that after the earnings
downgrades post result it will be hard for the
company to deliver anything but a flat performance
versus peers in the year ahead.
UBS has downgraded Harvey Norman (HVN) to Hold
from Buy, sending the stock deeper into negative
territory, the broker noting the stock has outperformed
the market by some 18% over the month and 15%
over the quarter. Credit Suisse made the same call a
week prior. IOOF Holdings (IFL) went to Sell from
Hold on JP Morgan’s books, the broker blaming a
run in the share price and the market’s general
underestimation of the margin difficulties facing the
wealth manager. Sentiment remains positive post the
move.
JB HiFi (JBH) was hit with a double dose of bad
news, downgraded to Hold from Buy by UBS and to
Sell from Hold by Credit Suisse. UBS cites the fact
shares have outperformed the market by 16% since
the end of October, while the broker otherwise sees
some scope for positive earnings revisions as long as
discounting activity remains reasonable. Credit
Suisse made its call on valuation grounds. The
combined downgrades have pushed the stock firmly
into negative sentiment.
Leighton Holdings (LEI) was downgraded to Hold
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from Buy by BA-ML on valuation grounds despite a
fairly well received FY profit result. Most brokers
seem to agree that at least the near-term outlook
remains challenging, while the valuation to most looks
a bit full. A negative sentiment footing is maintained.
OzMinerals (OZL) was cut to Sell from Hold by
Deutsche, also a valuation call. The broker thinks the
current dividend payment is not sustainable and the
company needs to admit this and start preserving
some cash. Broker sentiment is now neutral for the
stock.

circumstances.

Stockland (SGP) was cut from Buy to Hold by
Deutsche, which blames a combination of
impairments, changed capitalised interest policies
and cessation of the buyback, which are likely to put
a lid on earnings upside. Sentiment lowers to Neutral
post the downgrade.
Super Retail (SUL) was cut to Sell from Hold by Citi
given shares have rallied 22% over the last three
months versus the broader market at 11%. Credit
Suisse made the same exact move for the same
exact reason the week before. Post the downgrades,
the stock has fallen to a neutral sentiment read.
Lastly, BA-ML downgraded Toll Holdings (TOL) to
Hold from Buy, noting first half earnings margins are
now expected to fall to 5.4% from 5.8%, while most of
the expected earnings growth is already reflected in
the share price. Both Macquarie and CIMB
downgraded the week prior, the former to Hold and
the latter to Sell, given the same concerns about
valuation versus limited short-term growth prospects.
The downgrades have pushed the stock on to a
decidedly negative sentiment footing.
Note: FNArena monitors eight leading stockbrokers
on a daily basis and the tables below are based on
data analysis from the week past concerning these
eight equity market experts. The eight experts in casu
are: BA-Merrill Lynch, Citi, Credit Suisse, Deutsche
Bank, JP Morgan, Macquarie, CIMB (former RBS)
and UBS.
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
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German DAX looks set to top out
by Lance Lai
The global markets have been on a strong run up
since Christmas. We in Australia have been rising
since mid November 2012, up 16.6% in 3 months.
Everyone is feeling great. Australian markets show no
real signs of letting up this strong run.

5,914. It reached its recent peak on 28 January 2013
at 7,871, a rise of 33% in almost 8 months.

Some key questions on are: Do we jump in now? Will
it go up further? I/We should have bought last year.

While, our market is not showing signs of slowing, the
German DAX is showing it is ready to fall in my time
frame. It is looking like it will enter a selling phase to
S on the chart which is up to 6.5%.

If, we, having gone up 16.6% in 3 months, are asking
those key questions, so are the Germans.

The pros and cons analysis below, which is really a
break down of bullish vs bearish indicators in that
market, indicates there are five bearish signals
compared to one bullish signal. The reason for buying
now, is not compelling nor good timing on the face of
it.
Bullish Indicators:

The cross analysis of a very bullish market like
Germany as indicated by the German DAX can help
infer the answers we seek on our own market but
may not seem apparent.
We in Australia rarely determine our own financial
fate when it comes to short/medium term swings up
or down.
In the long run, we do determine our overall financial
health, like being relatively unscathed from the GFC
compared to others, but if major global stock markets
swing to the downside by 8% or 10%, we’re not
going to go in the other direction. We will fall in
unison. Usually not by as much, but fall we will.
Long time readers will know, short to medium term is
my time frame.
The German DAX hit its recent low on 5 June 2012 at

1) Break out to the upside on week of 3 December
2013.
Bearish Indicators:
1) Daily time frame indicates a pull back is imminent
and overdue.
2) Price action indicates point one is building up
momentum to see this through.
3)

A nice pull back level would be:

a) 7,375 or 2.8% lower. This seems insufficient and
too mild
b) 7,068 or 7.9% lower. This takes it to the 200 day
moving average. This would be good on the daily.
c) 7,100 is on weekly chart, this seems a good
level.
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d) Moves below 7,000 need to be viewed with
caution and represent stop levels for more bearish
action to come. Particularly any move below 6,988
should be viewed with heightened caution of an
indicator that more falls will be in the wings.
e) Falls below 6,868 or 9.5% lower will bring into
question the future further upside potential of the
index. The question, “Is that as good as it gets?” will
begin to be asked. The steady as she goes global
scenario comes into question.
4) Weekly basis, 3 Dec 2013 broke out on a bullish
basis when 7,486 was taken out. A return to 7,468
(that’s not a typo, I mean 7,468) would be positive
and take off from here would be very bullish. This
seems too little a pull back.
5) Further extensions higher would do damage to
future upside potential on a sustained and “Steady as
she goes” basis.
Please note that my views are not for the long term.
My method results in views expressed that relate to
an outlook that lasts weeks or at most months.
It has been some time since I wrote about the DAX –
16 April 2012 to be precise. At that time, it was used
in inference to our markets and again, that the global
markets were about to fall. On “Switzer” in recent
months, I have referred to the extremely bullish
nature of the DAX from a view point that it is in need
of a pull back.
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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Why geography matters for your super fund
by Tony Negline
The residency of your super fund is very important. If
for some reason your fund loses its residency status
at any stage during a financial year it’ll face very
severe tax penalties.
Three rules to satisfy

accumulated savings. They will manage their
business via the internet and organise to have
business related postage scanned into an electronic
format and made securely available via the internet.
They will appoint a person to provide administrative
services.

In the main your fund will be a resident super fund if it
satisfies all of the following three rules:

At this point in time they don’t know precisely how
long they’ll be away.

1. The fund was established in Australia or
any fund asset is situated in this country; and
2. The central management and control of the
fund is in Australia; and
3. The fund’s resident has no active
members, or if it has active members, then
the assets of resident active members are
more than 50% of all assets of active
members (active members are, in general,
those members who receive or make super
contributions during a financial year).
How does the ATO deal with these issues at a
practical level? Many people ask the Tax Office for a
Private Binding Ruling about their particular
circumstances.
When is a fund not a resident fund?
In one particular case, a couple were both born
overseas and emigrated to Australia more than 10
years ago. One had become an Australian citizen the
other hadn’t. They operate a business through a
company which makes employer contributions to their
SMSF.
The couple intend to travel overseas during three
financial years and will return to Australia
permanently. During their holiday they’ll travel on
tourist visas and have no intention of working
overseas. Whilst overseas they will live off their

Of less importance to us, the couple asked the ATO if
they would personally remain residents for income tax
purposes. The ATO concluded they would be.
The couple also wanted to know if their super fund
would remain a resident super fund.
The ATO said no for the following reasons:
Their fund was established in Australia so that
rule was ok;
What about central management and control
(CM&C)? The Tax Office noted that CM&C
will be deemed to be in Australia if most of a
fund’s trustees are overseas for less than two
years.
In this particular case the ATO decided the fund
trustees manage and control their fund – which of
course they’re meant to do. Importantly they intend
to continue performing this role whilst overseas on
holiday. (They will do this in the same way they plan
to run their business.)
The Tax Office concluded that they won’t be away
for a short period of time and have no definite date of
return to Australia and as a result the CM&C of the
fund is overseas.
Therefore the fund doesn’t satisfy the CM&C
requirement whilst the members are away from
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Australia.
As the fund doesn’t satisfy this rule there is no need
to worry about the active member test.
Consequently the fund wouldn’t be a resident super
fund whilst the members are on their overseas
holiday.
The ATO also pointed out that any employer
contributions made by their company to their SMSF
wouldn’t be tax deductible and wouldn’t satisfy the
Super Guarantee obligations because the employer
knows that the fund isn’t a resident super fund and
hence is a non-complying super fund.
As you can see the issue of residency for your super
fund is a very important issue – and quite specific. If
you are contemplating travelling overseas on an
extended basis, it is probably a good idea to seek a
private ruling from the ATO.
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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The week ahead
Australia
February 18 New car sales (January)
February 19 Reserve Bank Board minutes
February 19 Imports of goods (January)
February 20 Wage price index (December quarter)
February 21 Average weekly earnings (November)
Overseas
February 20 US Housing starts (January)
February 20 US Producer prices (January)
February 21 US Consumer prices (January)
February 21 US Philadelphia Fed index (February)
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