Thursday, 26 March 2015

In good company
A number of economists expect the Reserve Bank to cut the cash rate again at either the April or May
Board meeting. And they’re in good company – according to Charlie Aitken. Twenty-four central
banks around the world have cut interest rates this year. Charlie reveals what this means for capital
gains in the right equities, and explains why he’s bullish on Transurban.
Also in today’s Switzer Super Report, Geoff Wilson takes a look at Ardent Leisure and Sirtex, after
their recent price drops, while Roger Montgomery lists high quality but cheap stocks.
Tony Negline outlines how to split super when a divorce occurs and in this week’s Fundie’s Favourite,
Sebastian Evans from NAOS Asset Management explains what he likes about Rhipe (RHP).
Sincerely,

Peter Switzer
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The dash from cash
by Charlie Aitken
Twenty-four central banks have cut interest rates this
year and not a single one has raised them yet. You
can see with your own eyes the effect on risk asset
prices of liquidity pumping. The dash from cash is
accelerating globally with anyone, who relies on
investment income to live, basically forced into
equities.
There remains absolutely no doubt in my mind that
the cash rates and bond yields we see in front of us
today will continue to lead to equity dividend yields
being bid down, leading, inversely, to further capital
gains in the right equities. That is why twice already
this year I have lifted my ASX200 trading range
(currently 5700-6200) on the basis of global and
domestic demand for high equity dividend yields.
Not only is demand for equity yield increasing, the
corporate world is paying out a greater proportion of
earnings as dividends. Payout ratios are rising, which
is leading to a double-whammy re-rating of
predictable dividend stream equities. I am convinced
for the medium term that any equity with bond like
characteristics is going to be priced like a bond: i.e.
inverse to its yield.
That strategic thesis is proving right and I am going to
stick with it, despite all the howls from equity
valuation purists. My view is we have never seen
cash rates and bond yields this low, so there is no
historic playbook to what comes next. Historic
valuation and share price target setting approaches
are somewhat obsolete, perhaps even dangerous in
the short term, in a world where central banks are so
dominant. My job is to predict how investors react
to macro settings and how and where capital will
flow.

are the reality of the day

You can see why I think the RBA cash rate is headed
to 2.00% then eventually 1.50%. I simply look at
Canada, a resource rich economy similar to ours, and
I see 0.75% cash rates and 1.34% 10-year bond
yields, significantly below our current rates.
Either way, Australian cash rates are in the process
of re-correlating to the rest of the developed world.
This is one of the key reasons I have been bearish
the AUD/USD cross rate. My forecast, in 2015, was
that the RBA would cut cash rates 50bp and the Fed
raises them 50bp. That forecast looks well on track.
The other forecast I am making is the Australian
Government Bond (AGB) 10yr yields will drop
below US 10yr bond yields as the Fed raises rates
(albeit slowly).
The chart below graphs the Australian Government
Bond/US Government Bond 10yr yield spread over
the last 10 years (blue line). I have then overlayed the
AUD/USD spot price (green line) to remind you that
currencies are all about interest rate differentials.

Let’s just remind ourselves of current first world
cash rates and 10yr bond yields. I can hardly
believe I am typing some of these numbers, but they
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they have legislated toll rises, long concessions,
rising traffic numbers and falling financing costs.
Electronic tolling devices make the whole experience
painless for drivers/customers.
It is now verging on impossible to drive across or
around Sydney, Melbourne or Brisbane on a
motorway and not pay TCL a toll of some kind. I
already paid TCL $2.43 earlier today, just to use one
exit from the Cross City Tunnel.
Let’s start by reminding ourselves of the motorways
TCL operates.
Melbourne Network

If I am proved right and AGB 10yr yields go below
parity to US 10yr yields this year, (currently 33bp
premium, down from a peak of 270bp when AUD
108usc), then I feel certain my 68usc AUD
fundamental target will be hit and then 64usc
technical target will also be in sight.
As I believe long bond yields are right about an
extended period of low inflation, low growth and
ultra-low cash rates, I continue to look to
reinforce my high conviction ideas that have both
pricing power and dividend growth. If they benefit
from falling interest costs, that is helpful too.
Today I want to look at Transurban Group (TCL), a
stock I believe has all the attributes for
outperformance in that medium-term macro overlay.

Sydney Network

Warren Buffett says “a monopoly toll bridge is my
dream investment”.
Well Mr Buffett, in Australia we have a company that
owns and operates a series of “monopoly toll roads”
around Australia’s three largest cities. Even better,
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Brisbane Network

In Brisbane the acquisition of Queensland Motorways
(QM) has the integration program progressing well
and ahead of budget. The contract for the Gateway
Upgrade North will be awarded in mid-2015, while the
Legacy Way opening is due in mid-2015. TCL is
assessing road enhancement opportunities on the
Logan Motorway.
At the interim result TCL confirmed the outlook
was strong and LIFTED FY15 distribution
guidance.

Yet these are NOT mature assets. They
are GROWING assets and the average weighted
concession length has increased to 28 years.

And these are the assets driving that growth.

Click here to view larger image
In Melbourne, the “CityLink Tulla” widening will add
+30% more capacity. Construction starts in October
this year.
In Sydney the M5 widening was completed in
December 2014. That added +50% capacity to the
motorway, with 150,000 single trips experienced in a
single day. TCL also raised the truck toll multiplier to
from 2.2x to 3x on this critical heavy transport
infrastructure route.

There should be absolutely no doubt that TCL owns
wonderful long-duration, scalable critical
infrastructure assets in the key Australian population
growth markets. The part that is arguable
underappreciated is how well the run these assets.
The table below confirms ebitda margin
enhancement across their entire portfolio. When
traffic grows and tolls rise, these are tremendous
ebitda margin assets. Free cash rose +57.5% in the
half, or by +22.2% per security.

NorthConnex (M2-M1 missing link tunnel) has started
with full construction activities scheduled to begin in
May 2015. The GLIDe tolling system roll-out across
the M2 and Eastern Distributor is complete, while the
Lane Cove east facing ramp opened.
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TCL is a “growth bond”. Based off current FY15
distribution guidance, the stock is trading on a FY15
distribution yield of 4.24%. An Australian government
15-year bond currently yields 2.57%.

And here are the two slides why TCL is a massive
winner in an extended period of low inflation and low
interest rates.

TCL will give you GDP+ distribution growth. I can’t
see any logic in owning an Australian Government
Bond over TCL shares at an appropriate yield spread
to compensate for equity risk.
TCL shares have only recently broken out of a
stubborn 10-year trading range. To me, this is the
start of the re-rating to a lower distribution yield and
lower yield premium to comparable duration
Australian Government bonds.

Click here to view larger image

Click here to view larger image
Tolls are going up, traffic volumes are going up and
debt costs are coming down. That equates to positive
JAWS and positive JAWS equates to positive
distribution growth.

I believe in the months ahead, TCL will be bid down
to a 4.00% distribution yield. I also believe the total
FY15 distribution will be .5c higher than the current
guidance, coming in at 40c. On that basis, I set a
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12-month price target of $10.00 TCL reiterate its
place as a high conviction buy.
TCL and SYD are Australia’s true “monopoly toll
bridges” and I am bullish on them both.
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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Blood in the street: Ardent and Sirtex price drops
by Geoff Wilson
Market legend and British noblemen, Baron Nathan
Mayer Rothschild, eloquently described the contrarian
investment thesis as: “buy when there is blood in the
streets, even when the blood is your own.”
History has been kind to Baron Rothschild’s theory
and recently two Australian companies proved him
right again.

The markets are emotionally driven and are prone to
overreacting. Successful contrarian investing is about
smelling the fear and acting decisively – if done
correctly the gains can be significant in a short
timeframe. Buying Ardent at the bottom for $1.75 and
selling today at $2.24, the astute investor could have
pocketed a 28% gain.

Shareholders were quick to savage the share prices
of both Ardent Leisure Group (ASX: AAD) and Sirtex
Medical Limited (ASX: SRX) after significant
announcements in the past two weeks, providing
exceptional contrarian investment opportunities.

Like Ardent, Sirtex Medical Limited, which
researches, develops and commercialises medical
products for the treatment of liver cancer, delivered
disappointing news on 16 March 2015. It’s flagship
liver cancer treatment failed to show a ‘statistically
significant improvement’ in a key trial. Shares
crashed 55% to $17.53 down from $39, with $1 billion
in value disappearing.

Ardent Leisure Group, the operator of Dreamworld,
White Water World and Kingpin Bowling centres
announced the departure of its long-serving CEO
Greg Shaw, in our view one of Australia’s best
managers.

As with Ardent, the bounce in share price was swift
and steep. The afternoon trade saw the shares rise
30%.

After close to 13 years in the role and an enviable
track record of achievement, Shaw announced after
the market close on Tuesday 11 March he would
retire to make way for former magazine editor,
Deborah Thomas.
The announcement shocked the market, as it was
critical of Thomas’ non-traditional background in
media and limited public company experience.
The market reacted immediately, driving down Ardent
Leisure’s share price by 28% to $1.75 when the
market opened the next day, wiping $335 million from
its market capitalisation from $1.1 billion to $765
million. At the end of trading, Ardent shares had
recovered some ground to $1.965. By Thursday’s
close, shares recovered to $2.06, a clear sign the
market had overreacted. Today, Ardent is trading
around $2.24.

Again, the Rothschild adherent could have gained
52% in two days buying Sirtex in the open for $15
and selling at $22.80.
Many negative announcements present buying
opportunities when the market overreacts. Profit
downgrades are an entirely different matter, as the
first one is usually followed by another, thus driving
the share price lower again.
In both the Ardent and Sirtex cases, the market
showed its propensity to pass negative judgement
almost immediately and whether the fundamentals of
the businesses have changed remains to be seen. In
the short term at least, these events show the great
opportunities available to investors interested in a bet
against the market’s efficiency.
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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High quality, cheap stocks – ANZ, Ansell
by Roger Montgomery
Is there anything worth buying?
If you like to get comfortable with a warm blanket or a
glass of red (or perhaps both) before commencing
your reading of the Switzer Super Report, today I am
not giving you the chance. Today we ask the question
on many investors’ minds.
Let’s cut straight to the heart of the matter. Experts
have been telling us for some time that the market is
expensive. The current circumstances however are a
little more complex.
According to Ray Dalio, legendary founder of hedge
fund giant Bridgewater & Associates, the prices of
risky assets (shares) are high and the expected
returns are low relative to traditional levels. But he
adds, these aren’t traditional times. Interest rates are
at zero and liquidity is unusually high. Under those
conditions, the stock market isn’t displaying
unusually stretched valuations. Cash returns are
terrible and while investors aren’t thinking about how
much worse the loss of capital could be, there aren’t
many signs that they should be worried yet.
That said, other experts such as Jim Paulsen at US
Manager Wells Capital Management notes that the
P/E ratio of the median US stock is actually at a post
war record high.
The bigger risk we believe is not an outburst of
inflationary growth that causes the US Federal
reserve to raise rates. No. The bigger danger lurks in
US economic growth entering its seventh year, which
as former US Treasury Secretary Larry Summers
noted, is the “typical life-expectancy of recoveries.”

inadequate attention is being paid to the risks of a
[economic] downturn in which central bankers’
abilities to ease are significantly impaired.”
When QE was first announced many observers noted
that the US was merely ‘kicking the can down the
road.’ What Summers and Dalio are alluding to, is
that the ‘can’ might be losing some of its momentum
from that original kick.
The conclusion however might be that rates could
stay low for some time and calls for US rates hikes
later this year might be premature.
If that is the case then markets may stay supported
for a time. One might reasonably expect the support
to remain until one of three things happen. Those
triggers could be rising interest rates, declining
liquidity and/or investors turning their attention to a
deteriorating economic environment.
So what are the companies that we reckon are high
quality and cheap in the market today? I could of
course produce a long hypothetical list but I could
also simply go through those that we have backed
with real money.
Here’s the list in alphabetical order, followed by a
quick description of each company. Do keep in mind
that Montgomery funds own these shares and may
have purchased at current, lower, much lower or
higher prices. In short we are incentivized to see
them rise, so please seek and take personal
professional advice before transacting in any stock
listed below.
Australia and New Zealand Bank (ASX: ANZ)

When recessions have hit in the past, the US Fed has
needed to cut rates by 3 or 4%. With rates at near
zero, this is not an option.
Ray Dalio concurs “Additionally, in our opinion,

Australia and New Zealand Banking Group Limited,
through its subsidiaries, provides various banking and
financial products and services to retail, small
business, corporate, and institutional customers in
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Australia, New Zealand, the Asia Pacific region, the
Middle East, Europe, and the United States.
Ansell (ASX: ANN)
Ansell Limited designs, develops, and manufactures
protective solutions worldwide. The company
operates in four segments: medical, industrial, single
use, and sexual wellness. The medical segment
provides perioperative safety products, such as
medical, surgical, and examination gloves, as well as
healthcare safety devices to prevent allergic reactions
and staff injuries for patients and healthcare
professionals. The industrial segment provides hand,
foot, and body protective solutions, such as clothing,
suits, and fall protection products for automotive,
chemical, metal fabrication, machinery and
equipment, food, services and agriculture,
construction, mining, do-it-yourself,
janitorial/sanitation, military, first responders,
household goods, and military industries.
Challenger (ASX: CGF)
Challenger Limited operates as an investment
management firm in Australia. The company operates
as an issuer of annuities and a provider of listed and
unlisted investment products and services to
institutional and retail clients.
Henderson Group (ASX: HGG)
Henderson Group plc is an asset management
holding entity. Through its subsidiaries, the firm
provides services to institutional, retail clients, and
high net worth clients. It manages separate
client-focused equity and fixed income portfolios. The
firm also manages equity, fixed income, and balanced
mutual funds for its clients. It invests in public equity
and fixed income markets, as well as invests in real
estate and private equity. Henderson Group plc was
founded in 1934 and is based in London.
Infomedia (ASX: IFM)
Infomedia Ltd develops and supplies electronic parts
catalogues and service systems for the automotive
industry worldwide.

IMF Bentham (ASX: IMF)
IMF Bentham Limited investigates, manages, and
funds litigation and arbitration claims primarily in
Australia and the United States. The company’s
litigations include commercial claims, insolvency
claims, and group actions. It offers funding for
litigation and investigations preliminary to litigation;
payment of adverse costs orders; strategic planning,
monitoring, and managing of litigation; factual
investigation; and assistance in facilitating
settlements and maximizing the value of each claim.
iSentia (ASX: ISD)
iSentia Group Limited, a software-as-a-service
business, provides media intelligence solutions in
Australia, New Zealand, and Asia. The company’s
products include Connect, which is a media database
covering press, radio, television, online, and social
media; Assisted News Distribution that sends media
release to a mass media audience; Launchpad; Two
Social, which offers social media services; and
Newsboost, a media release sharing site and online
newswire. It also provides transcription service for
radio or television news items; Slice, a media
monitoring package; BuzzNumbers, a social media
listening platform, which provides industry monitoring,
reporting, workshops and insights.
McMillan Shakespeare (ASX: MMS)
McMillan Shakespeare Limited provides
remuneration, asset management, and finance
services to public and private organizations in
Australia. It operates in two segments, group
remuneration services and asset management. The
group remuneration services segment provides
salary-packaging services, remuneration policy
design; fringe benefits tax, goods and services tax,
and BAS reporting; and motor vehicle lease
management services. The asset management
segment offers financing and ancillary management
services associated with motor vehicles, commercial
vehicles, and equipment.
M2 Group (ASX: MTU)
M2 Group Ltd provides telecommunications services
under the brand names of Commander, Engin,
iPrimus, and Dodo. The company, formerly known as
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M2 Telecommunications Group Limited, was founded
in 1999 and is headquartered in Melbourne.
Medibank Private (ASX: MPL)
Medibank Private Limited, an integrated healthcare
company, provides private health insurance and
health solutions in Australia and New Zealand. Its
health insurance services include hospital insurance
for private patients; ancillary or extras cover; and
private health insurance for international students and
visitors to Australia, as well as life, travel, and pet
insurance services.
Magellan Financial Group (ASX: MFG)
Magellan Financial Group Limited engages in funds
management. It provides investment management
services for high net worth, retail, and institutional
investors.
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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Rhipe – investing in the cloud
by Sebastian Evans
How long have you held Rhipe Limited?
Naos initially invested in Rhipe in June 2014. At that
stage the company had only been listed on the ASX
for about six months.
What do you like about it?
Rhipe is poised to benefit from the growing trend of
software as a service, part of the wider
cloud-computing trend. Being a ‘managed services’
business, Rhipe acts as a partner to large software
vendors such as Microsoft, Citrix & VMWare and is
an important cog in these vendors ‘go to market’
cloud based strategies.
A recent round-up by Forbes on the evolution of
software as a service indicates revenues from this
sector are forecasted to reach US$106 billion in 2016,
increasing 21% over the projected 2015 spending
levels. The research stated spending on cloud
infrastructure and platform spending would grow at
30% compound annual growth rate from 2013 to
2018 (compared to just 5% growth in spending for
overall enterprise IT).
Further research from International Data Corporation
(IDC), predicts by 2020 cloud computing will
ultimately stop being called clouds – it will simply
become the new way business is done and IT is
provisioned. IDC research indicates the global cloud
infrastructure is super-scaling and becoming the
launch pad for infrastructure innovation. As a result,
hardware vendors’ innovations are shifting to ‘cloud
first’. Microsoft is a leader in the roll-out of
cloud-based services with Microsoft 365 being the
primary vehicle for many businesses looking to build
their service offering. It is said that over the next 12
months it will be virtually impossible to buy Microsoft
software ‘off the shelf’ in a CD format. The only
option for software download will be via the 365

interface, which is where a company such as Rhipe
comes in.
How is Rhipe better than its competitors?
Rhipe is unique as it operates solely in ‘cloud only’
technology. The provision of services utilising
traditional technology platforms does not form part of
its service offering.
The focus of the company’s offering is threefold;
1. Selling and implementing cloud based
solutions to enterprises
2. Providing professional services & support to
enterprises with regards to cloud-based
technology; and
3. Providing billing, software asset management
and license optimisation for end users as well
as lead generation for Channel partners
(vendors) such as Microsoft, Citrix, VMWare.
Rhipe’s positioning is dominant in the Australian
marketplace and is growing significantly throughout
Asia as a result of software vendors, such as
Microsoft, developing out their regional cloud
endeavours.
From a vendor perspective Rhipe has expanded its
relationships with these software vendors whilst more
and more vendors are wanting to use Rhipe. From a
customer perspective, Rhipe’s customer loss rate is
minimal and growth rates are consistently strong.
Both of these perspectives provide evidence to
suggest Rhipe is doing its job well and has been
doing its job well for many years.
What do you like about its management?
A new CEO has been brought into the business
within the last 12 months who has significant and
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relevant experience in all forms of businesses within
the technology sector. This includes running, growing
and selling his own businesses to working with Larry
Ellison at Oracle, to working with prominent private
equity backed businesses such as MYOB. The CEO
does a good job of explaining the Rhipe business in a
manner which the investment community can
understand and quantify. His experience, contracts,
enthusiasm, clear thought process, and approach to
risk mitigation are all qualities we like.
The board is headed by Chairman Mike Hill who is
part of Ironbridge Capital. Ironbridge were
responsible to the listing of the company and did
significant due diligence on Rhipe prior to listing
which helps to provide comfort around the business.
What is your target price on Rhipe Technologies?
It is difficult to provide a defined target price Rhipe at
this point on time given there are significant tender
opportunities with Microsoft for which Rhipe is
awaiting outcomes in the short term. A scenario
analysis on the growth opportunities therefore
produces different target prices. In saying this, we
see no reason why the underlying business of Rhipe
for which they have been operating for many years
won’t continue to grow in line with historical rates at
around 40% p.a. Given a relatively scaleable cost
base this would see substantially higher growth rates
at an earnings level.
At what point would you sell it?
This will be linked to the above mentioned outcomes
so hard to provide you with a clear point in time. We
will continue to assess our view of ‘fair value’ over
time and manage our position according to where that
sits relative to its share price.

its liquidity on the ASX is currently quite good –
turning over about 200,000 shares a day.
Where do you see its value?
Fundamental to our investment thesis for Rhipe is
that the company offers a differentiated service
offering to others within the technology sector. Rhipe
presents similar characteristics to a utility provider; a
key part of the business performs as a usage
aggregator, billing patrons for services used, as well
as providing essential value added services to
customers. Therefore presenting Rhipe with recurring
revenue streams (which are consistently growing at
40% p.a.) which must be said is quite rare amongst
comparable small cap tech stocks. Further, Rhipe’s
customer base is incredibly sticky as the usage of the
customer base increases so does their dependence
on Rhipe’s business offering. By investing in Rhipe
we are not trying to pick the ‘next big thing’ in the
technology sector. Rather, in its simplest form, we
view our investment as a ‘no frills’ approach to the
adoption of cloud software by businesses and
customers.
Disclosure
NAOS funds are shareholders in Rhipe, owning
approximately 1% of the company.
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.

How much has it added to your overall portfolio
over the last 12 months?
Bought in June, added in December when the
company raised money for purchase of a strategic
acquisition.
Is it a liquid stock?
For a company that is capitalised at around $167m,

12

Buy, Sell, Hold – what the brokers say
by Switzer Super Report
In the good books
Credit Suisse upgraded Kathmandu (KMD) to
outperform from neutral. First half results were in
line with the revised guidance. Credit Suisse notes
near-term guidance is soft, with sales around 2.0%
below last year in comparable terms over the last
seven weeks. The broker downgrades the target to
NZ$1.70 from NZ$1.80 but, in line with the extreme
share price reaction, upgrades to Outperform from
Neutral. While the near-term outlook is soft Credit
Suisse believes it is naive to discount the potential for
corporate activity.
Macquarie upgraded Perseus Mining (PRU) to
outperform from neutral. The broker has lowered its
A$ forecasts which leads to earnings upgrades for
gold miners. The broker is bullish gold and bases its
valuations upon this stance, acknowledging that
valuations would be materially different were the
broker to assume current A$ spot gold pricing.
Morgan Stanley upgraded Regis Resources (RRL)
to equal-weight from underweight. Garden Well
continues to be plagued by issues with the
throughput, grade and recovery. Morgan Stanley
factors in conservative assumptions and, while most
of the issues are reflected in the share price, finds
there is no reason to be a buyer of the stock yet. The
broker’s rating is upgraded to Equal-weight from
Underweight as the current share price now implies
US dollar gold prices around spot.
In the not-so-good books
Morgan Stanley downgraded CSL from
equal-weight to underweight. Morgan Stanley
expects profit growth to slow, given the removal of
industry bottlenecks, competition and ongoing
pressure in coagulants. Negatives outweigh the
positives emanating from Australian dollar weakness

and ongoing buy-backs, in the broker’s opinion.
Constraints have dissipated and this will level the
playing field for CSL, with the broker expecting the
company to revert to around 7.0% market growth with
downside risk if it loses share.
Morgan Stanley downgraded Fortescue (FMG) to
underweight from equal-weight. Morgan Stanley
has become more cautious, reducing the iron ore
price forecasts by 28% for 2015 and by 13% for 2016.
The broker acknowledges its thesis based on
recovering prices and a debt refinance has not played
out for Fortescue Metals. Fortescue is expected to
still achieve a modest free cash flow margin at spot
prices so, more than ever, price will determine
sentiment.
Morgan Stanley downgraded Panoramic
Resources (PAN) from overweight to
equal-weight. Morgan Stanley’s commodities team
has reduced its price outlook for copper and nickel
over 2015-16. Hence, the broker downgrades
Panoramic Resources to Equal-weight from
Overweight, maintaining a preference for Western
Areas (WSA) in the nickel space.
Credit Suisse downgraded Premier Investments
(PMV) from Outperform to Neutral. The first half
revealed another stellar result, in Credit Suisse’s
opinion, driven by strong performances from Smiggle
UK and Peter Alexander. Gross margin expanded
and costs were contained, the broker adds. Credit
Suisse increases long-term forecasts to reflect higher
growth for Smiggle and Peter Alexander and notes
capital management remains on the agenda, with
further special dividends likely in the absence of
acquisitions. The broker downgrades to Neutral from
Outperform, given the share price rally.
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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Splitting super after a split
by Tony Negline
When a couple’s relationship fails and can’t be
re-established, there is an obvious need to separate
their joined lives. All that was once united has to be
divided up.
One asset that can be allocated between a splitting
couple is their respective superannuation money. In
other words, super is simply considered an asset of
the couple much like property or shares that might be
personally or jointly owned by a couple. However,
there are a small number of super arrangements that
can’t be split (this won’t apply to many people in
SMSFs).
It’s better to split your super
Some people find it difficult, or too expensive or
emotionally fraught, to formalise the separation and
so their old arrangements legally remain in place.
This is actually quite a dangerous strategy because
often your former spouse will remain your spouse at
law which means they might still be your dependent
for superannuation purposes.
You can split your super assets without formally
divorcing.

come to an agreement you should obtain
formal legal sign off that both parties are
happy
2. Obtain “consent orders” – you reach an
amicable agreement and ask the court to
ratify the agreement
3. Get the Family Court to decide – when
agreement can’t be amicably reached, you
ask the court to make a decision on your
behalf
Adversarial court system
It’s useful to remember that all Australian courts are
adversarial. Your former partner’s legal advisers are
obligated to do the best for your former partner. If this
is significantly detrimental to you, then that isn’t their
problem.
You need to test everything to ascertain if it’s best for
you now and into the future.
For example, there is no legal requirement
demanding that the value of super interests is based
on prevailing market value. You need to determine for
your own benefit what value is in your interests to use
and why.

You can’t hide money in your super
The super splitting process in summary
More than 10 years ago it was common for some
people to “hide” some of their money in their super
fund because those assets weren’t considered to be
a joint asset of a couple. This strategy primarily no
longer works.
The different ways to split super
There are three options:
1. DIY – you can reach a private agreement on
how your assets need to be split; once you’ve

1. Share information about your respective super
interests – this is a formal discovery process
and time limits have to be observed when
providing this information; in this information
you should learn a range of data including the
value of your spouse’s super and whether or
not it can be split with you;
2. You must obtain legal advice before any
agreement can be finalised (this is a
legislative requirement);
3. Your splitting agreement – these must specify
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a “base amount”, how it has been calculated
and the percentage that is to be split. There
are two types of percentage agreements that
can be set here and you need to be careful.
One percentage can be used to determine the
split at the time of separation, and the other
can specify the split that occurs when a
benefit is paid from a super fund;
4. You then complete one of the three different
ways of splitting super mentioned above (this
involves the exchange of further information in
required timeframes) as well as negotiation;
5. If relevant you present your split agreement to
the court which formally approves it;
6. Once approved you then present this to your
super fund as soon as possible so it can be
implemented; and
7. For most SMSFs, agreements that demand a
transfer between former spouses will see a
change in account balances of respective
members. Former couples often want to
unwind their two member super fund with one
of them leaving to join another super
arrangement. At this point you need to
negotiate the transfer of assets and
associated transaction costs.

documents.
Also as noted above, there may be transaction costs
that have to be factored into splitting your super. You
need to make sure you’re not being ripped off.
Defacto arrangements
Similar arrangements to those outlined above also
apply to defacto arrangements except those based in
Western Australia.
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.

Flagging agreements
Suppose for some reason one or both of you wish to
delay making a splitting agreement about your
superannuation interests. When this occurs, you can
issue a super fund trustee with a “flagging
agreement” which prevents a trustee from making a
payment from super until this flag is lifted.
These agreements can be made by mutual
agreement or by the court.
Please note that flagging agreements can’t be used
for pensions.
They can be lifted at anytime either by mutual
agreement or by seeking a court order.
Costs of super splitting
Most of the time your super fund administrator will
want to charge you for the time it takes to prepare
information for your negotiations or formal court
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BHP, Rio and the definition of a “dip”
by Questions of the Week
Question: I have been a long-term holder of both
BHP and RIO but I must say of late, especially this
year I have seen a continuing fall in both stocks. I
was holding out on BHP for South32 but I am
unsure if the wait is worthwhile. Can you provide
some thoughts on the two stocks and whether it
is worthwhile to hold?
Answer (by Paul Rickard): I share your bearish view
about the outlook for these stocks. While both
companies have made good progress on cost and
capital management disciplines, and are working hard
to reward shareholder with dividends, I see little
upside in the price of the underlying commodities they
supply. In fact, the bear market is very much in place
with iron ore.
Arguably, it may be in their hands to change this
trend – by reducing supply. However, they don’t want
to go down this path (yet!).

one per centers which occur from time to time
like during the middle of this month?
Answer 2 (by Peter Switzer): Unfortunately, there is
no standard definition for “buy the dips”.
Technically, “corrections’’ are defined as a 10%
drop from the market high, and a “bear” market
when the market is now 20% away from its most
recent high.
So, while I can’t quantify the statement, it is typically
less than a “correction” and movement in the order
of 4% to 6% from the most recent high.
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 brokers remain optimistic on these stocks.
According to FN Arena, sentiment on BHP is positive
at +0.5 (scale -1.0 is most negative, +1.0 most
positive) with a consensus target price of $35.30. For
RIO, sentiment is +0.8, and the target price is $72.76.
What to do? I think it depends on your position. If you
are overweight, then I would be inclined to sell and
re-invest in a part of the market more likely to
respond to lower interest rates. If you are
underweight, then you might be inclined to hang on
and ware some of the short-term pain.
Question 2: In relation to Peter’s “buy the dips” I
am trying to understand if there is definition for
the “dip”. I’ve scoured through your archived
reports but can’t seem to find any such
definition. So my question is … What defines a
dip? Is it more like what happened in q3/q4 2014
with the oil price drop, or is it simply the small
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