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You little ripper
I’ve been very pleased by the market’s reaction to the Murray report on the weekend. So far it’s up
and so are the major bank stocks – if the report had put a dampener on confidence I would have been
having a few words to Joe.
But for a real opportunity, today I’m sharing with you something I heard from a guru in New York. If
you’ve got time on your side, and yes it’s a bit out there, you might want to think about buying an
energy ETF – I am!
Also in the Switzer Super Report today, we’ve got Paul Rickard’s second instalment in investing for
kids. It can be a little bit tricky but he explains why it’s important for children to understand investing
from a very young age. And in more on the oil theme, James Dunn finds the companies that are
benefiting from the oil price slump.
Sincerely,

Peter Switzer
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One sector ETF that COULD be a ripper!
by Peter Switzer
This might not suit your investing style. This might
seem like gambling, and I guess it is, but what I am
about to write will either excite you or provoke you to
say “no way I am doing that”. If the latter is you, I
think you need to know exactly why you think this and
be comfortable if the sector I am talking about does
rebound big time and you miss out.

their corresponding benchmarks either gained in price
or posted minor declines.

I think it all gets down to time.

“There have been six times in the past quarter
century that the S&P 500 Energy Index traded this
low or lower. Over the subsequent 24-months,
however, the S&P 500 Energy Index was positive six
of six times and beat the S&P 500 five of six times. It
also outpaced the broad market by an average of 16
percentage points.

The power of energy
I have to confess, before talking to Sam Stovall of
S&P Capital IQ’s Market Intelligence group in the
shadows of Wall Street last Tuesday I was wondering
if the rout for the energy sector was a tad overdone?
Then Sam at the end of my interview actually said he
had written a report, which was entitled “Got Time?
Buy Energy.”
Don’t get me wrong — this is a gamble — but so was
buying Macquarie under $20 when the GFC was
threatening the company. So was CBA under $30
around the same time. Macquarie was like a 10 to 1
shot at the races while CBA looked like a favourite at
two to one, but favourites do get beaten.
I think some US investors would have thought
Lehman Brothers usually ran as a favourite!
But I digress and probably am making you think about
yourself as an investor.
This is what Sam told his followers in his regular
newsletter:
“It is probably fair to say that investors in the energy
patch did not have a good Thanksgiving. During that
holiday shortened trading week, the energy sectors
around the globe declined from 9% to 19%, while

“The rolling 12-month relative strength (RS) for the
S&P 500 Energy Index was recently around 81,
meaning that this sector’s 12-month price change
was nearly 20% below that for the S&P 500.

“And if you think the large-cap energy sector looks
attractive, the S&P SmallCap 600 Energy Index’s RS
appears downright compelling. Since 1995, whenever
the S&P SmallCap 600 Energy Sector recorded a
12-month relative strength that was at or below last
Friday’s reading, the SmallCap Energy sector
outpaced the small-cap benchmark by an average of
24 percentage points in the following year, and by 81
points in the subsequent two years.
“Of course there is no guarantee that what worked in
the past will succeed in the future, but in my opinion,
these low RS levels make Black Friday bargains pale
by comparison.”
This time is different?
That’s Sam’s historical take on energy and how you
COULD play it but my view is that most investors
would be worried that the future for energy
companies has changed forever. The US’s supply of
shale oil, which makes it the second biggest oil
producer in the world, is a huge issue that could hold
prices down for a long time. Alternative energy
sources — uranium, solar, wind — could also frustrate
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Sam’s historical perspectives.
While others — smarties — could be saying this sell-off
is overdone and is linked to the weakness in Europe
and to some extent China. But in two years time there
could be more global economic growth and that will
raise the price of oil. Also OPEC could be playing
hardball to chase out the high-cost oil producers, just
as BHP and Rio are doing as the iron ore price slide.
These smarties will be trying to guess the bottom.
They might get it wrong in the short-term but pull off a
coup in the longer run. Smarties usually try for a
short-term, quick profit but longer-term investors do
have time.

especially as the dollar looks set to see the 70s over
2015, possibly playing an energy ETF might provide a
bit of diversification outside of your core holdings.
Remember this is only worth thinking about if you are
prepared to wait possibly two years for the big payoff.
What payoff? Well, go back and reread what history
tells us and then think LONG and hard about it.
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 example, I pondered whether I pulled the right
rein with Wesfarmers a few years back with all of its
debt and the GFC worries hitting debt-laden
businesses. But I like the CEO Goyder and I knew if
he got Coles right, like he did with Bunnings, then it
was a good bet, sorry, investment.
Take your time
Jim Paulsen, who is the chief investment strategist at
Wells Capital Management here in the US, warns
picking the bottom for oil won’t be easy. He
recommends buying in stages on big down days and
he agrees with me that the global economy’s
improvement will be the source of future profits if you
become an energy punter.
And if Draghi gets some big QE wins then energy
could be the laggard beneficiary.
I would warn about moving too quickly as there can
be tax-loss selling around now but maybe in January
— a good month for stocks — it could be the time to
start sneaking in. Note I use the words “sneaking in”!
It’s worthwhile pointing out that Goldman Sachs is
neutral on the sector right now and given that the
experts were telling me that Woodside was a good
dividend play at $44, is it still good at $36?
Mathematically the answer is yes but revenues would
be falling for the company with the price slide.
By the way, as we’re all being encouraged to think
about our exposure to foreign assets and markets,

03

Investing for your kids or grandchildren – Part 2
by Paul Rickard
Key points
Opening a share account for minors is getting
harder, which means you have to open the
account with a broker in your name, and
effectively designate your child/grandchild as
the beneficiary by placing their name in the
account designation field.
When your child turns 18, you should be able
to complete an ‘off-market’ transfer that
changes the ownership legally to your adult
child.
Choose stocks that your child identifies
with and are blue chips – where they shop
(Woolworths or Coles/Wesfarmers), where
they bank (ANZ/CBA/NAB/Westpac), and
their telecommunications provider (Telstra)
are good places to start.
In the lead up to Christmas, this is the second of 3
feature articles on how to invest for your kids or
grandchildren. The other week, we covered how
minors (people aged under 18) are taxed, whether
your child needs a TFN (tax file number) or not, who
is liable for paying any tax and we also reviewed
some of the bank deposit accounts especially
designed for kids. (For our first article, please click
here.)
Next week, we will focus on some of the special
investment products – insurance bonds and
education funds. Today, we will look at how to buy
shares for minors.
Buying shares
I am a big fan of buying shares for minors – not
because they might be the best performing
investment (although they often are), but rather
because I think the experience can be particularly
educational and help foster a life-long interest in
investing.

All the evidence points to the sharemarket being a
fantastic creator of long term, tax effective wealth, so
I am often dismayed when adults explain why they
haven’t invested in shares. The biggest reasons I
hear is a misplaced fear that investing in shares is
like punting or gambling (which is fanned by an
ignorant media), or I simply don’t know how to do it.
Interestingly, you never seem to hear these
“excuses” about property.
So, witnessing first hand the power of share
marketing investing at a young age is a great way to
overcome these barriers. Without banging this
soapbox too loudly, I could almost develop an
argument that every parent (subject to financial
resources) has an obligation to get their kids to start
investing in shares!
Name recognition, that is choosing companies that
your kids might associate with because they buy or
use the companies’ products or services, is a big
part of the story. The child’s bank, supermarket
where you shop, mobile phone provider etc can be
good companies to start with in a portfolio, so that
when the child gets the company’s annual report and
other correspondence, there will be some affinity with
that company. And as a customer, they get to sample
and evaluate first hand the offerings of the company
they part own.
Opening a share account for a minor
Opening a share account for a minor is getting
harder, mainly because the brokers have been
required to tighten their customer identification
procedures. Further, many brokers have automated
account opening and identification systems, which
just don’t allow an under 18 year old to operate an
account.

04

While there is no law that specifically says that shares
cannot be owned by minors, some companies have a
clause in their constitution that prohibits the
registration of shares to minors. So, the ASX through
CHESS, has adopted this convention and prohibits
registration.
This means that in the absence of a formal trust, you
have to open the account with a broker in your name,
and effectively designate your child/grandchild as the
beneficiary by placing their name in the account
designation field.
The account will be set up, and shares registered, as
follows:
Frederick John Smith Parent/grandparent
<Mary Jane Smith> Child/grandchild
In law, you will be the legal owner, while the
beneficial owner will be your child/grandchild. When
your child turns 18, you should be able to complete
an ‘off-market’ transfer that changes the ownership
legally to your adult child. As there will be no change
of beneficial ownership, there shouldn’t be any
capital gains tax to pay.
Which shares to buy?
The starting point is to balance the size of the gift
versus transaction costs (brokerage), then find some
shares that are going to be good long-term
performers. And hopefully, picking some companies
that your child or grandchild will be able to identify
with.
The minimum order size that you can place on the
ASX for an initial investment is $500. However, if you
are paying brokerage of $19.95 or $29.95 – this
represents transaction costs of 4.0% or 6.0%
respectively – a pretty big chunk. So, I would suggest
that you try to get the parcel size up to at least
$1,000.

You also want to select stocks that come from a
diverse set of industries/sectors, and names that
should be around in many years’ time. It is hard
enough thinking about the market in the short term –
so thinking about the long term when there are going
to be so many ups and downs probably leads to the
conclusion that you stick to the major blue chip
companies.
If I was feeling particularly generous this Christmas
and planning to gift $4,000, I would select:
$1,000 of my child’s bank (Commonwealth
Bank)
$1,000 of the company where we buy our
groceries (Woolworths)
$1,000 of a mining or resources company
(probably BHP or Woodside)
$1,000 of our telco/mobile phoned provider
(Telstra)
I make no claim that there is much “investment
science” in the selection of this portfolio. However,
there is some elementary diversification, they are
companies my child should be able to identify with, I
am confident that these companies are likely to be
around in 10 years’ time and I have an expectation
that they should be able to pay fully-franked
dividends.
CommSec’s Share Packs
Rather than do the hard work yourself, an alternative
is to purchase a Share Pack from CommSec (some
of you may remember these as the old ‘Aussie
Shares’). CommSec share packs are available in
amounts from $4,000 (minimum) to $25,000
maximum. A very competitive fixed brokerage rate of
$66 per share pack is charged for an online order.
CommSec offers four categories of share packs:
Capital Growth, Income, Market Leaders and Tax
Effective Income. Each pack comprises six equally
weighted companies, selected by the CommSec
Research team. On Friday, a $5,000 Market Leaders
share pack comprised the following stocks:
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CommSec Market Leaders Share Pack

The Capital Growth pack was:
CommSec Capital Growth Share Pack

These pre-mixed alternatives are easy to buy, cost
effective and arguably, have a stronger element of
diversification. While I can’t readily see how
Stockland qualifies under the “capital growth” label,
let’s assume that there is some science in their
construction. The downside with these packs is that
the name recognition may not be as high.
Whether you use these pre-made packs from
CommSec or do the hard work yourself and select
one or more shares, in the long term, I am sure that
your child or grandchild will appreciate any gift of
shares – no matter how large or small. Just don’t
expect rapturous applause on Christmas morning!
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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Companies to profit from falling oil prices
by James Dunn
Key points
After hitting a June 2014 high of US$115 a
barrel, the benchmark Brent blend oil price
has fallen to the lowest level in more than
five years, at under $70 a barrel.
North American airline earnings will jump
73% from $11 billion in 2014 to $19 billion in
2015, thanks in large part to fuel savings.
Qantas, Air New Zealand, Sydney Airports
and Aurizon are well-placed to benefit.

Very few people predicted a fall in the oil price in
2014: heading into the year, triple-figure oil prices
were mostly assumed to be the norm, as sanctions
on Iran and unrest in Libya, Iraq and Nigeria kept
supply constrained, and the global economy
continued its slow recovery.

Although not good for oil producers, many companies
are benefiting from the lower prices.
The airline stocks are particular winners in the short
term, because their costs are falling with fuel prices,
but their fares are not necessarily following.
According to Bank of America Merrill Lynch, North
American airline earnings will jump 73% from $11
billion in 2014 to $19 billion in 2015, thanks in large
part to fuel savings.
Qantas
According to Qantas Airways (QAN), in the past ten
years, its fuel bill has more than trebled, from $1.4
billion in 2003/04 to $4.5 billion in 2013/14. Qantas
applies surcharges to recover part of this rising input
cost – but it is not as quick to lower these surcharges
when its fuel costs fall.
Qantas Airways (QAN)

But fall it has, as demand in China and the Eurozone
failed to meet expectations, Libyan production came
back on to the market, the US oil and gas resurgence
continued apace and the Organisation of Petroleum
Exporting Countries (OPEC) opted not to cut supply,
as it has done so often in the face of weak prices.
From a June 2014 high of US$115 a barrel, the
benchmark Brent blend oil price has fallen to the
lowest level in more than five years, at under $70 a
barrel.
Low oil prices stimulate the global economy: UBS
estimates that for every US$15 drop in the oil price,
global economic growth will be boosted by 0.25%.
The falling oil price has already delivered a 0.6%
boost to economic growth, says UBS.

Source: Yahoo!7 Finance, 8 December 2014
Qantas’ share price has surged by 60% since
August, when it reported a $2.8 billion net loss for
2013-14 and an underlying loss of $646 million. Chief
executive Alan Joyce said at the time that investors
could expect an underlying profit in the first half of this
financial year, but even he could not have foreseen
the recent improvement in the airline’s fuel cost.
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Qantas is also benefiting from improved stability in
the Australian domestic market – the airline and bitter
rival Virgin have ended their bruising capacity war –
and yield is improving as a result. Qantas has seen a
flurry of earnings and target price upgrades in recent
weeks and has six positive recommendations (six
from six) in FN Arena’s collation of broker opinions.
At $2.10 – the first time Qantas has traded above $2
for more than three years – the stock is trading 11%
below its analysts’ consensus target price of $2.33:
UBS is the most optimistic, at a target price of $2.80,
while Deutsche Bank sees $2.60 as achievable.
Other standouts
Air New Zealand (AIZ) – which has performed much
more strongly than Qantas on the stock market over
the last five years – has also seen its earnings
forecasts for FY15 lifted on the lower fuel prices, and
is rated ‘buy’ or ‘outperform’ by three of the four
brokers that cover it on the FN Arena collation.
Air New Zealand (AIZ)

Elsewhere in transport, lower fuel prices should help
transportation stocks such as Aurizon (AZJ),
Asciano (AIO), Toll Holdings (TOL) and McAleese
Group (MCS), but on its own, fuel is not enough. For
example, rail group Aurizon’s broking analysts say
that the outlook for iron ore and coal tonnage that the
company carries is more important. However, the
analysts are confident on Aurizon, seeing 14% upside
in the consensus price target.
Stevedoring group Asciano, too, is viewed as having
very healthy appreciation potential – being 20% short
of its analysts’ consensus target price. While
improved fuel costs help Asciano, efficiencies,
terminal sales and leverage to the economy will be
bigger drivers of Asciano’s earnings in the near
future.
It’s a similar story with supply chain operator Toll and
transport group McAleese – they have big fuel bills for
their fleets, and any improvement in that outlay helps
the bottom line, but it’s performance in their actual
contracts that boosts earnings. FN Arena’s broker
consensus sees Toll as 4.6% over-valued at present,
while McAleese – not covered in the consensus
collation – has lost money for its investors since its
2013 float.
Consumer confidence

Source: Yahoo!7 Finance, 8 December 2014
Sydney Airport (SYD) will also benefit from lower
fuel costs for the airlines that use it: aeronautical
revenue represents 49% of SYD’s revenue. However
the FN Arena broker consensus target price sees
SYD as over-valued by 6.3%.
Sydney Airport (SYD)

Source: Yahoo!7 Finance, 8 December 2014

Another area where the lower oil prices could benefit
the stock market is by flowing into lower petrol prices
for Australians – which could boost consumer
confidence and economy-wide spending.
Broker CommSec says the national average petrol
price is at 18-month lows, which is not just good news
for motorists but good news for retailers.
CommSec says filling up the car with petrol is the
single biggest weekly purchase for many households:
the broker believes, based on the Singapore gasoline
price, that Australian petrol prices could come off by a
further 10 cents, or 7%. That could provide a healthy
boost this Christmas for the stock market’s group of
discretionary retail stocks, which we looked at last
month.
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 Rudi Filapek-Vandyck
A resurgent airline sector and continuous positive
momentum for healthcare stocks featured heavily in
stockbroker research updates. On the negative side
there is the fall-out from lower energy prices for local
oil and gas stocks, plus specific disappointments in
the industrials sector.
In the good books
Atlas Iron (AGO) was upgraded to Neutral from
Sell by UBS. Atlas has responded to the 50% fall in
the iron ore price this year by reducing its cost base,
but at spot AGO is still cash flow negative, the broker
notes. Yet the broker believes at this level larger
producers such as Fortescue Metals (FMG) and
Brazil’s Vale are sitting at cash break even, which
should elicit some production curtailment. The broker
is thus suggesting iron ore may have found a bottom.
It has upgraded AGO to Neutral but warns this call is
not without risk.

to Neutral from Underweight. The broker considers
the stock still has offsetting positives likely to come
from the financial systems inquiry.
Corporate Travel (CTD) was upgraded to Add
from Hold by Morgans. The company will acquire
Chambers Travel, based in the UK, and Diplomat
Travel, based in the US, funded by a $45.5m
entitlement offer at $8.80 a share. All are highly
accretive and Morgans believes Corporate Travel is
now better placed to win more global contracts.
Nufarm (NUF) was upgraded to Neutral from
Underweight by JP Morgan. Following confirmation
of weaker market conditions in Australia and Brazil in
the first half and with a fall in the share price to levels
in line with valuation, JP Morgan upgrades to Neutral
from Underweight. The broker notes weak demand
from the summer crop in Australia could lead to price
and margin pressure in the second half, because of
an inventory overhang but this has been an issue for
the last two years. See also NUF downgrade.
Sandfire Resources (SFR) was upgraded to Add
from Hold by Morgans. The current market may not
be conducive to new positions in miners but Morgans
finds fundamental value is emerging in Sandfire
Resources. After reducing mill throughput and
production assumptions for FY15 and FY16, the
broker reduces the target to $5.70 from $5.90. With
the fall in the share price since October the revised
target now implies 31% potential upside from the
current share price.

Challenger (CGF) was upgraded to Neutral from
Underweight by JP Morgan. The company has
been informed its aged care annuities will not receive
previous favourable tax treatment. The company will
appeal the decision as it is a reversal of a 2012
approval but, because of the consistent
underperformance recently, JP Morgan is upgrading

In the not-so-good books
Amcor (AMC) was downgraded to Underperform
from Neutral by Credit Suisse. The broker has
adjusted its Amcor forecasts to account for the
company’s various currency exposures and a fall in
resin prices, although AMC will likely pass most of
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this on to customers.

by UBS. B/H/S: 0/2/0
In the wake of the OPEC decision not to cut
production, UBS has reduced oil price forecasts and
expects there is more pain to come for investors, with
a bottom yet to be sighted for the oil price.

Metcash (MTS) was downgraded to Hold from
Add by Morgans. Metcash’s turnaround strategy is
only at an early stage, the broker concedes, but the
first half result indicated few tangible signs of
improvement. Delays highlight the complexity of the
strategy. Even management admits earnings visibility
is low in the near term, making it difficult for the
broker to provide forecasts. The broker was not
impressed MTS signalled “no issues” with the
balance sheet while cutting the dividend payout ratio
and increasing the DRP underwriting ratio.
Nufarm (NUF) was downgraded to Neutral from
Buy by UBS. UBS is reducing earnings forecasts by
5-10% for FY15-16. The reasons behind the more
cautious outlook comprise revisions to growth
expectations within the Australian, South American
and European businesses. See also NUF upgrade.

Vocation (VET) was downgraded to Neutral from
Outperform by Credit Suisse and to Neutral from
Buy by UBS. It has dawned upon CS analysts that
the fall-out from the Victorian licence disaster is far
worse than just brand damage for Vocation. The
analysts concede downgrading the stock now looks
like closing the gate after the horse has bolted, since
the share price has fallen so dramatically, but they
explain the move is to highlight the fact that
uncertainty remains. UBS has critical concerns about
the company’s operations going forward, including a
deterioration in student enrolments, downside risk to
FY15 guidance and balance sheet leverage.
FNArena tabulates the views of eight major Australian
and international stock brokers: BA-Merrill Lynch,
CIMB, Citi, Credit Suisse, Deutsche Bank, JP
Morgan, Macquarie 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
circumstances.

OceanaGold (OGC) was downgraded to Neutral
from Buy by Citi. Citi maintains the view the
company is a high quality gold producer with low cash
costs but believes it is close to fair value after a
strong recovery. Earnings forecasts are lowered in
FY15/16 to adjust for lower copper and gold price
forecasts.
Tabcorp (TAH) was downgraded to Hold from Buy
by Deutsche Bank. The dismissal of Tabcorp’s
appeal against the Supreme Court of Victoria’s
judgment in favour of the state government is a minor
negative but the broker believes the equity market
was only pricing in a small prospect of success. The
broker expects Tabcorp to seek leave to appeal.
Tap Oil (TAP) was downgraded to Neutral from Buy
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Shortlisted - Murray recommendations and retail
stocks
by Penny Pryor
Over the weekend the Government released the final
report from the Financial System Inquiry, chaired by
former CBA head David Murray. The report has 44
recommendations that include suggestions for
superannuation, financial services products and
banking capital requirements. When releasing the
report Treasurer Joe Hockey said that a major focus
was consumer protection with over 5000 of the 6500
submissions received following its interim report on
credit card surcharges alone.

these are only recommendations to the
Government.”

The report includes a recommendation that APRA
should raise capital requirements for Australian
Authorised Deposit-Taking Institutions (ADIs) – with a
plausible range for current Australian major bank
(CET1) capital ratios of 10 to 11.6%. The market will
be closely watched today to determine the impact this
will have, if any, on bank stocks. The consensus is
that most of this has already been priced in, given it
was flagged in the interim report.

The report also contained some interesting remarks
around negative gearing and identified it as a tax that
distorts the allocation of funding and risk in the
economy. “The tax treatment of investor housing, in
particular, tends to encourage leveraged and
speculative investment,” the report said.

On superannuation the FSI report recommends that
the government should restore the prohibition on
direct borrowing by superannuation funds and that
APRA-regulated superannuation funds should have a
majority of independent directors on their trustee
boards. It also makes some recommendations around
options for retirement phase, suggesting
superannuation fund trustees should pre-select an
option for members to receive their benefits in
retirement.
The director of technical and professional standards
at the SMSF Professional Association of Australia
(SPAA), Graeme Colley, wasn’t too phased by the
recommendation to prohibit borrowing in super.
“We might be looking at three or four stages before
we see a bill,” Colley said yesterday.
“As Hockey emphasised in his press conference,

He was more worried by the proposal to limit
non-concessional contributions to superannuation.
“Limitation on non-concessional contributions is a
little bit of concern because [particularly] for people in
the 55-plus that’s the time when you do have a little
bit money,” he said.

“Several of the Inquiry’s recommendations, including
those on bank capital and the payment system, are
for APRA and the RBA to consider as independent
regulators. The regulators will consider
recommendations relevant to their mandates,”
Hockey said yesterday. Consultation will be open until
the end of March next year.
Retail stocks
Switzer Super Report expert Charlie Aitken still likes
certain parts of discretionary retail into the crucial
Christmas selling period.
“With speculation about rate cuts increasing in the
new year and petrol prices falling, I forecast, despite
the woeful political situation in Canberra, that
Christmas retail sales will surprise on the upside, with
categories such as electronics, recreational goods,
footwear and new cars leading the way,” he says.
Last weeks October retail sales were a positive lead
into the year-end. Australian sales were up 5.7% over
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the year and discretionary spending, ex food and
liquor was up 5.5% over the year.
“I like JB Hi-Fi, Super Retail, RCG Corporation and
Automotive Holdings for a quick trade around
Christmas and Wesfarmers fundamentally as a
non-bank yield play,” Charlie says.
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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SuperStream – Is your SMSF Ready?
by Mark Ellem
Key points
The new SuperStream Data and Payment
Standards for employer superannuation
contributions have been in operation since
July, the testing period finished in November
and ATO expects all SMSFs to be compliant
by the end of the year.
SMSFs with only related contributions and
those in retirement phase are not required to
comply.
SMSFs need to have an electronic service
address to comply.

The new SuperStream Data and Payment Standards
for employer superannuation contributions have
technically been in operation since 1 July 2014.
However, only after the ATO’s testing period ended
on 2 November 2014 are affected employers and
superannuation funds expected to comply with the
new requirements. The Government has put in place
an allowance for complying with the new rules,
however, the employer or superannuation fund must
show that they are making a genuine effort to comply.
What is SuperStream for employer
superannuation contributions?
SuperStream is a government reform aimed at
improving the efficiency of the superannuation
system. New data standards, which are part of the
SuperStream reform, require superannuation funds to
accept employer contributions and other information
from employers electronically. These new data
standards apply to ALL superannuation funds,
including SMSFs (with some exceptions).

SMSFs compliance with SuperStream
Superstream is being rolled out on a staggered
basis for employers. Medium to large employers (20
employees or more) are expected to comply from 1
July 2014, while small employers (fewer than 20
employees on 1 July 14) have until 1 July 2015.
SMSFs are expected to be able to receive
contribution messages in the format per the standard
(electronic message and contributions) from 3
November 2014.
SMSFs, other than those exempt (see below), are
not permitted to receive contribution messages in an
alternate format.

Exception – SMSFs with only related employer
contributions not required to comply
Where the only employer contributions received by an
SMSF are from a related employer, the SMSF is not
required to meet the requirements of SuperStream. A
related employer is one where the members of the
SMSF control the employer, for example, mum and
dad are members of the SMSF and operate their own
business, which they own.
Further, where the SMSF is not expected to receive
any employer contributions, for example, the
members are retired and in receipt of pensions, the
fund is not required to have a SuperStream solution.
SMSFs that only receive employer contributions from
a small employer, will not likely receive contributions
per the SuperStream standard until after 1 July 2015.
However, they are still required to be SuperStream
ready from 3 November 2014.

13

Action for SMSFs
For most SMSFs the effort required to comply with
SuperStream is relatively minimal. The hardest
choice they have is the selection of an SMSF
message service provider. They can start by
contacting the accountant or administrator who
attends to the administration and compliance of their
fund to see if they have a preferred SMSF message
service provider. Accountants and more particularly
administrators, may be using an SMSF administration
software platform that can receive SuperStream
compliance messages and process the contribution
and related data.
For those who do not use an accountant or
administrator, or the software used does not handle
SuperStream, there are SMSF message service
providers who can provide a solution. Whilst these
solutions may not fully integrate, the solution will
ensure that the SMSF complies with the law and will
also be a form of substantiation of contribution details
at the time of the annual audit.
The SMSF message provider will supply an
Electronic Service Address (‘ESA’) that the
members of the SMSF must provide to their
employer, together with the fund’s ABN and bank
account details. Employers should already have the
fund’s ABN and in most cases will have the bank
details. Consequently, it is not a difficult task for an
SMSF to be SuperStream compliant.
The ATO provides a list of SMSF message service
providers on their website. Just search “SMSF
message service providers” on their website. Please
note that simply picking an ESA and supplying it to
the employer may not be enough to ensure that the
SuperStream message is received for the SMSF.
Most SMSF message service providers require the
fund to “register” with them, so that their system has
an expectation of a message and can store it for the
fund (based on their ABN).
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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Growth moves beyond Sydney and Melbourne
by Staff Reporter
The national auction clearance rate across the
combined capitals was 66.6% this week compared to
63.7% last week. Research house RP Data has
recorded an average auction clearance rate below
the 70% mark for the tenth week running.

Capital city private treaty median prices

Weekly clearance rate, combined capital cities

Source: RP Data
Opportunities in Brisbane and Adelaide
Source: RP Data
The biggest national auction markets saw their
clearance rates lift on last week. Sydney’s auction
clearance rate edged slightly higher to 71.7% up from
last week’s 70.6%, while Melbourne’s was 67.1%,
also higher than the previous weeks 63.0%.
Last week’s release of the CoreLogic RP Data Home
Value Index revealed that combined capital city home
values eased in November by 0.3%, and all signs
indicate that the rate of home value growth is now
tapering off after peaking at an annual rate of 11.5%
earlier this year in April.
This week the median house price across the
combined capitals was $631,665, a figure heavily
impacted by the booming Sydney market’s median
house price, which stands at $830,000. Sydney’s
houses are also being snapped up the quickest, with
the average time on market just 26 days. Canberra
and Melbourne follow closely, at 30 and 31 days
respectively.

RP Data’s national research director Tim Lawless
says that moderating growth after a year of strong
values, along with low rental yields, means investors
may move to markets that are earlier in their growth
phase – like Brisbane and Adelaide – for
opportunities.
Much lower prices for housing in these areas will also
be appealing to investors, along with first home
buyers who are often priced out of the strongest
performing cities.
Lawless says that for investors, “the best opportunity
to enter the Sydney, Melbourne or Perth market has
likely passed”.
Lawless notes that home values will continue to
increase over the coming year but says the rate of
growth will continue to slow.
Read more of Tim Lawless’ views at Switzer Home
Loans.
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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Did you know?
I'm still bullish on our market for 2015 and think the US economy will help take us higher. My colleague Paul
Rickard interviewed yours truly on where the market is headed.
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