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Revving up
Earnings season rolls on, the Reserve Bank Governor says the economy is OK, but not as good as
he’d like, Budget battles continue, the Dow and S&P 500 went higher overnight and the Federal
Reserve meets at Jackson Hole, Wyoming on Friday. Economics and business-wise, there’s nothing
really significant happening, but these are all issues you should have your eye on.
In today’s Switzer Super Report, Charlie Aitken puts the headlights on Automotive Holdings Group,
which he says appears to tick all the right boxes. Paul Rickard reveals just what we can expect from
the latest hybrid issue from Commonwealth Bank, PERLS VII Capital Notes.
In this week’s Fundie’s Favourite, Don Williams from Platypus Asset Management explains why
there’s a lot to like about CSL, and why they think it can get to $82 within the next 12 months. Plus, if
you’re thinking of refreshing your pension in your super fund, don’t miss Tony Negline’s 11 steps.
Sincerely,

Peter Switzer
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Good conditions: Automotive Holdings Group revs
up for 2015
by Charlie Aitken
As I tone down our multi-year bullish stance on the
major Australian banks (underweight) and Telstra
(neutral), that alone represent 35% of the benchmark
ASX200, I continue to scour the industrial market for
what I would describe as “earnings growth at a
reasonable price” meets “dividend growth at a
reasonable price”. As I keep writing, growthless
yield will perform like a utility from here. If you
want capital growth, you must now focus on
earnings growth & dividend growth.
I am trying to find structural top down growth themes
and then identify the best earnings and dividend
leverage to that theme at the best risk adjusted
valuation.
Yesterday I attended a management presentation by
the $1.2 billion market cap Automotive Holdings
Group (AHE). In my view this stock ticks all the
boxes I am looking for that should ‘drive’ FY15
relative and absolute outperformance.

Heavy Federal and State Government investment in
new road projects will ensure the private car remains
the transport “weapon of choice” for the Australian
population. Similarly, the overall fuel efficiency of cars
continues to improve at the same time as insurance
costs fall due to competition. I think the macro overlay
for new car sales growth in Australia remains
structurally strong.
It’s worth remembering that the private sector
represents 52.4% of the new vehicle sales market.
That private sector grew +3.9% in FY14 to 587,903
units, with manufacturer incentives to new car buyers
supporting demand growth.
This is where macro meets micro: AHE generated
+9.7% revenue growth from that +3.9% market wide
private sector growth, EBITDA growth of +13.6%,
EBITDA margins up to +3.4% and EBIT +14.1%.
PBT grew +17%. Yes, some was acquired growth,
but the vast majority was organic growth.

Australia has a driving culture and Australians love a
new car. When you then overlay strong population
growth and household formation, the best car
affordability readings since the 1970s and readily
available finance, you can understand why new car
sales have done this over the last decade.

Click here to view larger image

AHE doesn’t just sell new cars. New vehicle sales
are complemented by multiple revenue streams of
strong used vehicle sales, finance & insurance,
service and parts. AHE is Australia’s largest
automotive retailer by sales volume and workforce.
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What attracts me is AHE’s diversity by brand and
state. AHE has passenger vehicle and bus and truck
dealership operations in QLD, NSW, VIC, and WA.
AHE also has passenger vehicle dealerships in NZ.
Passenger brands include Alfa Romeo, Bentley,
Chrysler, Citroen, Dodge, Fiat, Ford, FPV, Holden,
HSV, Hyundai, Jeep, KIA, Mazda, Mitsubishi,
Nissan, Peugeot, Porsche, Subaru, Suzuki,
Toyota, and Volkswagen. Truck and commercial
vehicle brands include Freightliner, Fuso, Higer, Hino,
Iveco, JAC, LDV, Mercedes-Benz, Rosa and
Volkswagen Commercial.
“Automotive” represents 82% of AHE group revenue
and 74% of AHE group EBITDA.

The other sectorial contributors to group revenue and
ebitda, namely refrigerated logistics and other
logistics, are where the analyst community seems to
get their knickers in a knot. But to my way of thinking
the “tail” is wagging the overall valuation “dog” and
that is opening up the contrarian opportunity in AHE.
No doubt the contribution from refrigerated logistics
was disappointing. Even we downgraded our EPS
growth forecasts for FY15 and F16 by -4% and -3%
respectively. Interestingly, the stock didn’t react to
those downgrades and perhaps the -3% relative
underperformance of the stock in the three months
into the result was already discounting a somewhat
messy refrigerated logistics result. It’s worth pointing
out the “disappointment” came from existing
businesses, not the acquired Scott’s or JAT, which
are travelling well.

At the macro level, I can only see demand for fully
integrated temperature controlled transport and cold
storage solutions rising. Despite the weather in
Sydney over the last few days, we remain one of the
hottest continents on earth with vast transport
distances from producer to market. Overlay strong
population growth with demand for fresh produce and
this refrigerated sector will see structural long-term
growth. AHE describe most of the issues in
refrigerated as “one off”, and if that proves right,
which I think it will, then EBITDA margins should
head towards 10%. On that presumption, the AHE
group P/E will advance to a mixture of retailer and
transport stock.
What I find interesting is on FY15 estimates AHE
is cheaper (11.6x) than all discretionary retailers
and it’s major transport sector peers (TOL 13.6x,
MYR 13.6x, HVN 16x, JBH 13.3x, FLT). That is
despite having a very strong track record of
delivering growth in revenue, margins, EPS and
DPS.
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Operating^1 – excludes costs and fees in relation to
integration and aquisition-related actvities, asset
divestments, impairment and sale of properties.
Similarly, you can’t point to the balance sheet as the
reason for the P/E discount to its peers. With interest
cover of 4.8x, undrawn facilities and cash of $100m,
and net debt to total assets of 15%, the balance sheet
is stronger than the vast majority of its listed peers.
The other aspect that attracts me to AHE is corporate
appeal. It is worth noting that the listed AP Eagers
(APE) recently increased their AHE holdings to
19.87%. There is no doubt AHE is a strategic play,
but it’s currently not priced as one and that tends to
explain the creeping above. Our numbers are below.

The added bonus is the stock is still cum the 12.5cff
FY14 final dividend, which enhances the prospective
“13 month yield” to 9.36%ff.
If, like me, you are looking to drive in a different lane
from a portfolio perspective, then AHE as Australia’s
biggest automotive retailer (and largest/youngest
refrigerated transport fleet) has all the attributes that
should generate total return outperformance. That
includes being an M&A target itself.
While it’s only a mid-cap, I am going to call
AHE a high conviction buy.
Go Australia, Charlie
100% of Charlie Aitken’s fees for writing for the
Switzer Super Report are donated to The Sydney
Children’s Hospital Foundation.

On FY15 and FY16 estimates AHE is cheap, offering
combined year EPSG of +31% for a combined P/E of
22.2x and combined fully franked yield of 12.9%x.
ROE is also solid at 15%.
On a 2yr PEG ratio of .72x, averaged dividend
yield of 6.45%ff, I think AHE is a cheap EPS and
DPS growth stock.

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.

There is no doubt in my mind that a 2 P/E point
discount to listed discretionary retailers and ground
transport stocks is a mispricing. I believe that
mispricing will close and AHE will see a re-rating to
13.6x FY15 EPS once the market becomes more
confident in that EPS being delivered. 13.6x FY15
EPS of 32.8c = a price target of $4.46.
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CBA’s jumbo issue will be gobbled
by Paul Rickard
Yield investors are set to plough into the latest hybrid
issue from Commonwealth Bank, PERLS VII Capital
Notes. The $2BN + issue is set to be a record for the
hybrid market, as it is accompanied with a
re-investment offer for the holders of the PERLS V
securities.
At a likely margin of bank bill plus 2.8%, this is lower
than recent new issues (Westpac issued in June at a
margin of 3.05%), although due to the insatiable
demand for yield, it is above where hybrid securities
have been trading recently on the secondary market
through the ASX. To give a slightly longer-term
perspective, CBA issued PERLS VI at this time two
years ago – then paying a margin of 3.8%.
The PERLS VII Capital Notes are structured to
ensure that they qualify as ‘Additional Tier 1 Capital’
for the Commonwealth Bank, and employ very similar
structures to the Westpac Capital Notes (WBCPD or
WBCPE), ANZ Capital Notes (ANZPD or ANZPE),
National Australia’s CPS (NABPA or NABPB) and
Commonwealth’s PERLS VI (CBAPC).
Distributions
PERLS VII will pay a quarterly floating rate
distribution, which is expected to be fully franked. The
distribution is set every three months at a fixed
margin over the 90 day bank bill rate, and then
adjusted for the company tax rate (to take into
account the franking credit benefits). The indicative
margin for this issue is in the range of 2.80% to
3.00%.
With the 90-day bank bill rate around 2.64%, this
implies a gross distribution rate of 5.44% pa for the
first three months (2.64% plus 2.80%). The actual
distribution in cash, which is fully franked, would then
be 5.44% x (1 – Company Tax rate) = 5.44% x 0.70 =
3.81% pa.

The payment of any distribution is discretionary and
subject to the distribution payment conditions being
satisfied. If a distribution is not paid, it doesn’t accrue
and won’t subsequently be paid. To protect PERLS
VII holders from this discretion being miss-applied, if
a distribution is not paid, CBA is restricted from
paying a dividend on its ordinary shares.
Exchange into CBA shares
PERLS VII Capital Notes are perpetual and have no
term. However, CBA must (subject to a test)
exchange the Notes into ordinary shares on 15
December 2024 (in about 10 years). If exchange
occurs, holders are issued CBA ordinary shares at a
1% discount to the then weighted average market
price. The test for the exchange is the price of CBA
ordinary shares at the time – provided they are higher
than approximately $44.80, exchange occurs –
otherwise, it is retested on the next and subsequent
distribution date(s) until the test is met.
To qualify as Additional Tier 1 capital, there are two
further mandatory exchange events – a ‘capital
trigger event’ and a ‘non-viability trigger event’.
Under these tests, the Australian Prudential
Regulatory Authority (APRA) can require CBA to
immediately exchange the Notes into ordinary shares
if CBA’s common equity tier 1 capital ratio falls below
5.125% (the ratio was 9.3% as at 30/6/14, a surplus
of about $14.1 bn), or if it believes CBA needs an
injection of capital to remain viable. In these
distressed circumstances, exchange would most
likely result in a holder receiving considerably less
than $100 of CBA ordinary shares as there is a cap
on the maximum number of ordinary shares that can
be issued.
CBA also has a “once” only call option on 15
December 2022 (in about eight years), when it can
elect to redeem the Notes by paying holders the face
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value of $100.

at 7.05%.

Details of the issue are as follows:

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 institutional book build next Monday will set the
final margin (likely to be 2.80%).
CBA shareholders and PERLS Note holders are
eligible to apply under the Securityholder Offer.
Alternatively, most brokers in town are on the ticket –
with firm offers available through Morgan Stanley, JP
Morgan, UBS, Westpac, ANZ, Bell Potter, Deutsche
and Ord Minnett.
Bottom Line
While this issue is attractively priced compared to
issues trading on the ASX, at some point not too far
into the future, we will reach the end of the cycle and
the compression of spreads. For comparison
purposes, equivalent pre-tax yields (with franking
credit gross up) are a CBA 90 day term deposit at
3.0%, PERLS VII at 5.44% and CBA ordinary shares
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CSL – highest growth rate of the top 20 companies
by Don Williams
How long have you held the stock?
Since January 2012; from 2009 to 2011 CSL’s
earnings in local currency (and share price) declined
due to the strength of the Australian dollar. We timed
our purchase to coincide with the plateauing of the
local currency.
What do you like about it?
Everything really; superior management and the
highest growth rate of any stock in the top 20. Since it
listed in 1994, CSL has grown its earnings per share
by on a compound basis by 23.3% p.a. (26.2% p.a. in
US dollars). The company has managed to
successfully expand offshore and become the leading
player in plasma-derived therapies globally.

extending approvals of existing products, all of which
generate shorter-term returns.
What do you like about its management?
They are pragmatic, disciplined and not arrogant.
They don’t waste shareholders’ funds on marginal
acquisitions or empire building unlike a number of
their brethren in the top 20. Since late 2009, CSL has
bought back 20% of the company’s issued capital
(see chart below).

CSL Limited (CSL)

Source: Platypus
What is your target price on CSL?
Source: Yahoo!7 Finance, 21 August 2014
How is it better than its competitors?
CSL appears to be more innovative; they have the
largest portfolio of high margin specialty products and
are the lowest cost producer of plasma products.
They invest heavily in R&D, not only in new products
where the returns are long dated, but also in
improving business efficiency where the returns are
more immediate. They also put a lot of effort into the
cost of collection and fractionation, as well as

At least $82 over the next 12 months.
At what point would you sell it?
The only reason to sell it would be (over) valuation. If
it traded at ~26x we would take profits (the current
multiple is 21x).
How much has it added (subtracted) to your
overall portfolio over the last 12 months?
The stock has been flat (zero contribution) over the
last year, however the investment has added 2.42%
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to the portfolio return over the last three years. We
are expecting it to contribute this year.
Is it a liquid stock?
Yes, it trades over one million shares ($70m) per day.
Where do you see the value?
In the current valuation vs historic multiples; it has the
highest growth rate of any stock in the top 20
companies (historic and prospective); in their R&D,
CSL spends close to half a billion dollars in R&D.
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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Buy, Sell, Hold – what the brokers say
by Staff Reporter
With the plethora of earnings results, brokers have
been busy this week. Most changes have been due to
price targets being met or the subsequent reaction in
the market, rather than to the quality of the result.
In the good books
Ansell (ANN) was upgraded to Add from Hold by
CIMB, and Neutral from Underperform by Credit
Suisse. Ansell’s FY14 results were in line with
CIMB’s estimates. The broker notes that while
economic conditions remain sluggish, the company
shows signs of growth, with a focus on high return
profit improvements, which should drive earnings
momentum. However, the broker has made a modest
cut to FY15 and FY16 forecasts. The stock is
upgraded to Add from Hold and the price target is
raised to $22.13 from $20.71.
Following an FY14 result that was in line with
forecasts, Credit Suisse upgrades to Neutral from
Underperform. The broker has rolled over valuation
and used a lower AUD rate. Hence the target
increases to $21.30 from $19.00. Growth remains
patchy and varies by geography. That said, Credit
Suisse notes a large number of new products that are
to be launched in FY15, which should assist.
Despite these upgrades, most other brokers are in
the Neutral camp on Ansell.
Asciano (AIO) was upgraded to Outperform from
Neutral by Macquarie. The broker acknowledges
that competition is ramping up on the wharves and
terminals but does not expect Asciano to be impacted
to a great extent. The company has higher market
share than the broker previously attributed. Container
volume growth looks to be remaining at current
levels, driven by a high Australian dollar and
improving consumption outlook. Macquarie believes
now is the time to buy the stock. Target is revised up

to $6.74 from $6.00.
Arrium (ARI) was upgraded to Hold from Reduce
by CIMB. Arrium’s result fell 8% short of the
broker’s estimate but there was a positive surprise in
the shape of a greater than expected reduction in
debt. ARI is executing well on its strategy, the broker
suggests, at least those factors it can control. With
uncontrollable factors proving volatile (i.e. iron ore),
the broker is still worried about the debt level. Target
rises to 87c from 74c on new tax rate assumptions
and the rating upgraded to Hold from Reduce as a
result. But only buy ARI, the broker suggests, if you
are an iron ore bull.
Other brokers remain a little negative on Arrium, with
only UBS rating it as a Buy.
James Hardie (JHX) was upgraded to Outperform
from Neutral by Credit Suisse. Despite consensus
guiding for a 10% drop in earnings, Credit Suisse
views the drivers behind the weak first quarter result
as largely one-off. The broker believes the stock will
return to a more positive trajectory, despite a broader
soft patch in US housing. Price target is reduced to
$14.60 from $15.20 but rating is upgraded to
Outperform from Neutral.
Brokers have pretty mixed views on James Hardie.
Deutsche, JP Morgan and UBS rate as
Buy/Outperform, Citi is Neutral, and CIMB and UBS
reaffirmed Reduce/Sell recommendations.
Macquarie (MQG) was upgraded to Neutral from
Underweight by JP Morgan. The broker notes that
while FY14 earnings may still see tailwinds from a
recovering M&A cycle and growth in the domestic
mortgage book, the broker views the key swing factor
to be the timing and quantum of upcoming
performance fees from the Macquarie funds division.
The price target remains at $54.35.
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Newcrest Mining (NCM) was upgraded to Neutral
from Sell by Citi. The broker upgrades to Neutral
from Sell, given the success with cost cutting and
FY14?s revelation of first positive cash flow since
FY10. Citi raises the target to $11.16 from $9.86. The
broker expects FY15/16 to be spent boosting
throughput on Lihir and awaits more insights from the
investor briefing in October.

In the not so good books
Commonwealth Bank (CBA) was downgraded to
Neutral from Buy by Citi. Their analysts have made
the “Big Call”: from here onwards, the banks in
Australia will no longer outperform the broader
market. The analysts have taken a longer term view
on the sector and concluded some serious headwinds
are building.

Overall, brokers remain negative on Newcrest, with
Credit Suisse, Deutsche, and UBS reaffirming
Underperform/Sell ratings, BA-Merrills and JP
Morgan Neutral, and only CIMB being positive with an
Add.

The downgrade for CBA means Macquarie Group
(MQG) carries the last remaining Buy
recommendation from Citi in the sector. Price target
has been cut to $80 from $83.70. Citi’s major bank
pecking order remains CBA, Westpac (WBC), ANZ
Bank (ANZ) and National Australia Bank (NAB).

OzMinerals (OZL) was upgraded to Hold from Sell
by Deutsche. The pre-feasibility study suggests
Carrapateena still hangs in the balance, the broker
notes. Encouraging headline metrics still only imply
an internal rate of return of 13%, even being
optimistic about copper prices and operating
expenses. Securing a funding partner at the right
price could prove difficult. The PFS release
nevertheless leads to de-risking hence the broker’s
target rises to $4.00 from $3.40, prompting an
upgrade to Hold from Sell.

GWA Group (GWA) was downgraded to Hold from
Add by CIMB, and to Underperform from Neutral
by Credit Suisse. CIMB said GWA’s result was in
line with recent guidance but slightly misled given a
lower tax rate. The earlier suspension of the dividend
brought gearing down comfortably, the broker notes.
Recent trading feedback suggests GWA is heading
into FY15 with solid growth. The impending sale of
Dux and BriVis will dilute earnings growth but also
provide for potential capital management, the broker
suggests. Target rises to $3.16 from $3.00 but after a
solid share price run, the broker downgrades to Hold.

QBE Insurance (QBE) was upgrade to Add from
Hold by CIMB, and Neutral from Underperform by
Macquarie. According to CIMB, QBE’s result was in
line with the July profit warning. The result
nevertheless takes a back seat to the announced
capital raising, aimed at reducing gearing, and a
business restructure. While the broker has reduced
forecast earnings on dilution, gearing was of primary
concern. Now that it is being addressed the broker
believes value will outweigh risk. Upgrade to Add,
target rises to $12.20 from $11.50.
Macquarie believes the recapitalisation and asset
realisation will be well received, as the balance sheet
is de-risked. Initiatives should reduce gearing to 30%
for FY15. Rating is upgraded to Neutral from
Underperform and the target lifted to $11.40 from
$11.20.
Other brokers reaffirmed positive ratings –
BA-Merrills, JP Morgan and UBS at Buy/Outperform.

Analysts at Credit Suisse said that the composition of
the FY14 report proved weaker than expected. Yes,
there is a lot of leverage in the business, they
concede, but the analysts also believe the upside has
already been captured in the share price. Earnings
have been lifted further out, but reduced shorter term.
Credit Suisse’s target lifts to $2.95 from $2.83,
however the rating is downgraded to Underperform
from Neutral.
Investa Office (IOF) was downgraded to Neutral
from Buy by Citi, and Sell from Neutral by UBS.
For Citi, the FY14 results were in line with forecast
and they say that the stock is delivering reasonable
growth despite a difficult operating environment. The
stock is considered fair value at current levels.
Potential corporate activity has been speculated on
for some time but the broker does not believe it likely
at current pricing. Valuation is rolled forward and the
target is raised to $3.50 from $3.45. Rating is
downgraded to Neutral from Buy.
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UBS noted that the positive aspects were an increase
in net tangible assets of 3.4% over six months, a
strong balance sheet and some leasing success.
Negatives were soft net operating income growth and
rises in vacancy rates, albeit in line with the market.
UBS expects Investa Office to trade on break-up
value, given corporate activity and takeover rumours.
The rating is downgraded to Sell from Neutral and the
target is unchanged at $3.46.
Other brokers reaffirmed their ratings – BA-Merrills,
Credit Suisse and Deutsche at Neutral/Hold,
Macquarie an Outperform and JP Morgan an
Underperform.
Invocare was downgraded to Sell from Neutral by
both Citi and UBS. First half result was below Citi’s
optimistic forecasts. Market share losses that
negatively impacted FY13 have been stemmed and
the number of deaths from a severe winter flu
season, have rebounded at the start of the second
half. The company is confident growth will continue in
the remainder of the year. Citi likes the business but
awaits a cheaper entry price. Rating is downgraded to
Sell from Neutral following the recent rally. Target is
reduced to $9.89 from $9.95.

assumes Mermaid Marine will win Wheatstone and
Ichthys construction support and envisages limited
upside risks to forecasts.
Western Areas (WSA) was downgraded to Neutral
from Overweight by JP Morgan. The stock provides
high quality exposure to nickel but has performed
strongly to date and JP Morgan believes a more
attractive entry price may present in the second half
of the year. The rating is downgraded to Neutral from
Overweight as consensus forecasts have already
priced in near-term appreciation of the nickel price.
The stock is not priced aggressively but JP Morgan
suspects, if the appreciation in the nickel price is
delayed, this could then induce near-term earnings
downgrades. Target is raised to $5.25 from $3.40.
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.

For UBS, the first half was in line with the broker’s
forecast, driven by a 35 basis point improvement in
earnings margin. UBS raises FY14 estimates but
notes this is more than offset by higher net interest
expense. The company is well run and poised to
benefit from demographics but, with the share price
up 8.6% since the result was announced, the broker
believes execution is reflected in near-term multiples
and reduces to Sell from Neutral. Target is raised to
$10.90 from $10.65.
Credit Suisse, Deutsche, JP Morgan reaffirmed
Neutral/Hold ratings, while Macquarie rates as
Outperform.
Mermaid Marine was downgraded to Neutral from
Outperform by Credit Suisse. A new analyst
assumes coverage with a Neutral rating, downgraded
from Outperform, and a $2.20 target, reduced from
$3.64. The company faces two difficult years in its
operations. The broker expects Chevron, which
contributed 43% of group revenue in FY13, will
increase its contribution in FY14. Credit Suisse

12

11 steps for refreshing a pension
by Tony Negline
Refreshing pensions in super funds is an old trick but
one that is important for people who are taking a
pension from their fund but still wanting to make a
super contribution.

a pension don’t allow it to be stopped for any reason,
and before embarking on refreshing a pension you
should check your pension documentation, including
the superannuation fund’s trust deed.

Refreshing is the term used to describe rolling back
one or more pensions combining the account balance
with accumulation money in the same fund and then
commencing a new pension.

Pension payments

There are three reasons to contemplate these
transactions – injecting new capital into a pension,
reducing the tax applying to the accumulation assets
and avoiding the additional costs of running two or
more pensions.
We recently received a good question about pension
refreshing from a Switzer Super Report reader:
“I am receiving a pension from my SMSF and also
have an accumulation interest in the fund because of
contributions made in the past year.
“I would like to “refresh” my pension on 1 July. Apart
from the member requesting the ‘refresh’ and a
repeat of the normal pension process where the
trustees meet and approve, what other paperwork is
needed and what is the step-by-step process?
“Must my existing pension be commuted on 30 June
and the new pension commenced on 1 July? Is this
true or is the one day of all-accumulation mode not
worth the trouble? I need to get an actuarial certificate
each year anyway because I have unsegregated
assets (I always leave a bit in accumulation mode).
Can you rollback your existing pension?
Most pensions, which were commenced in the last 15
years, can be refreshed, including Transition to
Retirement pensions. In some rare cases, the rules of

Before a pension is rolled back, the pro-rata minimum
pension must have been paid. In addition, if the whole
account balance isn’t rolled back, then the
superannuation laws don’t allow the minimum
amount to be recalculated.
If all of a pension’s account balance is refreshed,
then all future income payments from the original
pension will obviously cease.
Contribution issues
The amount transferred back to the accumulation
phase won’t be a contribution for superannuation law
purposes. This means that the superannuation law
contribution rules (especially relevant for those aged
at least 65 who need to satisfy a work test) don’t
need to be satisfied.
If the accumulation amount being added to the
pension will include a personal contribution that will
be claimed as a tax deduction, then you need to
make sure that all the relevant paper work has been
completed before the new pension commences. If
you forget or ignore this step, then you won’t be able
to claim the personal contributions as a tax deduction.
Your super fund should prepare for the cash flow
impact of the payment of contributions tax including, if
relevant, excess concessional and non-concessional
contributions tax.
In some cases, you won’t want to include these
contribution tax payments in the account balance of
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the new pension because when the bill for the
payment of the taxes arrives, part of the pension will
have to be cashed out but there will be no
corresponding adjustment to the required minimum
income payment (refer above).
Preservation issues
The pension’s preservation status will remain
unchanged. This means any preserved benefit, which
is used to pay a transition to retirement pension, will
remain a preserved benefit.
Tax-free and taxable component calculation
If you have an accumulation interest in your SMSF,
then the rolled back pension account balance and the
accumulation interest will form a single accumulation
interest. The tax-free percentage of each future
income payment will be based on the tax-free
component of this single accumulation interest.
Segregated assets
This is not relevant for our reader, however, if your
fund has segregated pension and non-pension assets
in the superannuation fund’s financial accounts they
you’ll need to make sure that appropriate assets
have moved between the pension and non-pension
segregations. This process can be messy especially
when you’re dealing with a large number of assets.

merged pension.
3. If required, the trustee works out what the
pro-rata minimum pension payment should be
just before the original pension is commuted.
4. If necessary, the trustee and member
exchange paperwork for personal super
contributions tax deductions.
5. The trustee closes out the existing pension
account and adjusts SMSF financial accounts,
if asset segregation used.
6. The trustee opens a new pension account.
7. The trustee adjusts the member’s
accumulation interest.
8. The trustee commences the new pension.
9. The trustee determines the new pension’s
tax-free component and pension minimum
income amount.
10. The trustee issues pension documentation.
11. If required, the trustee re-segregates pension
assets.
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.

Timing of commutation and commencing of new
pension
You can do this refresh whenever you like but
performing these on the last day of one financial year
and the beginning of the next financial year keeps all
this nice and neat. I would have a chat to your
administrator. If they perform these tasks for less
money on 30 June, then that might be an issue for
you. Otherwise I would do this when of most
convenience to your own circumstances.
11 steps for refreshing a pension
1. Member requests merging of accumulation
and pension assets.
2. The trustee confirms entitlement to commute
the existing pension and commence the
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The Telstra offer and corporate trustees
by Questions of the Week
Question: Paul, I’m in full pension mode in my
SMSF. Wouldn’t the franking credits with the Telstra
buyback sit in the ATO until the next tax return, and
we can’t access them until say Oct 2015? I have
40% of my fund in TLS and am keen to take
advantage of the offer.
Answer (Paul Rickard): You are spot on – you
won’t get the imputation credit refund until the
2015/16 tax year. Timing is in your hands – depends
when you lodge your annual return. For many people,
this will be around October 2015.
That said, I still think you will be better off accepting
the offer (and you will only be accepted in part).

the policy, you are the life insured. There can
be no nominated beneficiaries for the policy.
Any claim proceeds need to be paid directly to
the super fund.
3. To create and register the company yes, but
from then on you can organise to have all
correspondence sent to your preferred
address.
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.

Question 2: We are considering buying an
investment property with our SMSF and thinking for
the first step to convert from an individual trustee to a
corporate trustee as you have been proposing. I went
over your relevant articles and have the following
inquires/concerns.
1. What is a special purpose company – one
that can take advantage of reduced annual
ASIC fees of $43 a year, or pay $324 in
advance for 10 years (note these figures are
2013 ones)?
2. How do we buy insurance within an SMSF
with a corporate trustee structure and remain
the beneficiaries?
3. Do we need a registered ASIC agent to
communicate with ASIC on our behalf?
Answer (Tony Negline):
1. A special purpose company is one that
performs one single purpose (e.g. super fund
trustee), and this is noted in the company’s
constitution that it has this single purpose.
2. The SMSF company trustee is the owner of
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Did you know?
This week I caught up with Paul Rickard for a look at A-REITS. The sector delivered great returns in 2013/14,
but will these stocks continue to perform?
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