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Crouching tiger, hidden dragon
SMSF trustees know they should have a decent exposure to international investments and, like
Charlie Aitken, I'm getting more inquiries as to how to best allocate to global markets. Today,
Charlie has a great article on what’s going on with the Chinese capital markets and why it could be
set for the next big boom. He also explains an easy way for Australian investors to access it.
And speaking of international exposure, our Fundie’s Favourite in the Switzer Super Report today is
Citigroup. Wingate fund manager, Alastair Macleod, says it has been the second largest contributor to
his fund’s returns over the past 12 months.
Tony Featherstone updates our M&A watchlist with the addition of retailers Myer and Oroton – the
portfolio is up 15.8% for the year too and way ahead of the broader market. In Buy, Sell, Hold – what
the brokers say, ANZ, CSR and Qantas all get upgrades.
Sincerely,

Peter Switzer
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Don’t miss out on the Chinese bull market
by Charlie Aitken
Key points

performances in Australian dollars 2015 year-to-date.

The financial reform process is aimed at a
development of the IPO and corporate bond
markets, given both are critically important to
improving capital allocation and reducing the
corporate sectors addiction to government
bank loans.
Even a partial inclusion in the $US1.5 trillion
MSCI EM would generate huge global inflows
in anticipation that a full inclusion could
happen within 12 months.
For Australian SMSFs, arguably the easiest
way to gain broad Chinese equity exposure is
via the ASX-listed, $580m market cap, AMP
Capital China Growth Fund (AGF).

Recently, I have received a lot of replies from SMSF
trustees and investors following my notes on asset
allocation and global diversification. It appears that
readers acknowledge the need for a more diversified
approach to SMSF portfolio construction by
embracing all the major asset classes.
They also recognise the importance of diversifying
the equity weighting within the fund away from a
purely domestic focus. To support this view, the latest
ATO figures reveal that global shares represent less
than 2% of SMSF equity assets.
Asian acceleration

The Chinese economy is currently in the early stages
of an historic economic transition. The government
has committed to a rebalancing of economic growth
away from an investment-driven model, to a more
Western style consumption and services-led
economy. That means a policy change away from
housing construction as the main driver of economic
growth. If investors need any more evidence, the bear
market in resources, particularly iron-ore stocks, over
the last two years is clear proof. This economic
transition has major implications for Chinese equities,
which I believe have emerged from a long period of
consolidation and into a major long-term bull market.

I believe Chinese equities should form an important
part of any global equity portfolio. Their performance
this year to date alone reinforces that point, but I
suspect few Australian SMSF’s have direct or
indirect Chinese equity exposure in their portfolios.
Let’s just remind ourselves of global equity market
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Shanghai Composite Index (“A Shares”) – 10-year
price history

Multi-year PE De-rate in the HSCEI

A focus on capital markets
Hang Seng China Enterprise Index (“H-Shares”) –
10-year price history

The credit-fuelled property boom resulted in a
massive over-investment in housing and
indebtedness by the state controlled banks and
provincial governments, which, in turn, had led to a
large PE de-rate in Chinese equity markets.
To facilitate the transition to a more traditional
economic model, the government recognised the
need to open and liberalise capital markets to
encourage both the services sector and foreign
investment. The government’s financial reforms are
aimed at encouraging a market-based system, rather
than government policy, to play the major role in
capital allocation.

The key to establishing a market-based system is
open capital markets and a healthy, functioning equity
market. A deeper, liquid and more open equity market
can then act as the conduit to redirect inefficient
capital away from housing and property construction.
This appears to be working, with falling house prices
giving way to a surging equity market. I strongly
believe that the opening up of capital markets marks
a new growth era for the Chinese economy and one
that has very important implications for equity
investors.
The government has introduced some important
initiatives aimed at facilitating financial reform. Key
reforms have included the introduction of the
Shanghai-Hong Kong Stock Connect in Q4 2014 and
the announcement by the China Securities
Regulatory Commission (CSRC) in March 2015 that
domestic Chinese fund management companies can
buy Hong Kong listed shares via the stock connect
without a Qualified Domestic Institutional Investor
(QDII) licence requirement. These initiatives have
played an important and complementary role in
promoting two-way equity flow between both markets.
Later this year, we will also see the introduction of the
Hong Kong-Shenzhen Connect, which will broaden
the flow of foreign investment into Chinese equity
markets.
In addition, there has been much speculation that the
central Chinese government is planning a debt swap
program to deal with local government liabilities, akin
to Europe’s LTRO program. If announced, this has
the potential to be the most significant reform to-date
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and would fundamentally alter investors’ perceptions
around the key risk factor that has plagued China’s
macro picture in recent years.
The following is a quote from the WSJ (China
Readies Fresh Easing to Tackle Spectre of Debt –
April 28).
“Under the planned LTRO-like strategy, China’s
commercial banks will be permitted to use
local-government bonds they purchase as collateral
to take out low-interest-rate, three-year loans from the
central bank. By doing so, officials at the PBOC will
try to direct the banks to lend to small and private
businesses, among other sectors favoured by the
government. The interest rates on those loans could
serve as a medium-term benchmark rate, potentially
giving the PBOC another tool to guide interest rates,
according to the officials with knowledge of the
central bank’s thinking. Currently, the PBOC
influences market rates mainly through its benchmark
lending and deposit rates, and through the rates in
the interbank market where banks borrow from each
other.”
The reform process
The financial reform process is also aimed at a
development of the IPO and corporate bond markets,
given both are critically important to improving capital
allocation and reducing the corporate sectors
addiction to government bank loans. At a time when
corporate debt has reached 120% of GDP, less than
2% of Chinese corporate funding is generated by the
equity market. The rebalancing of corporate funding
from a reliance on government debt, to a more
equity-driven model, has huge implications for the
growth in the Chinese equity market.
The other arm of the financial reform process is the
government’s commitment to increase foreign
access to Chinese financial markets through an open
capital account and the intention to allow full
convertibility of the currency. This is expected to
increase the pressure on the IMF to include the
Renminbi in its Special Drawing Rights. In turn, this
could facilitate the inclusion of the Shanghai A shares
into the MSCI Emerging Markets Asia Pacific Index
(MSCI EM) when the index is up for review in June
this year. The potential index inflows would represent

another leg up for Chinese equities.
Even a partial inclusion in the $US1.5 trillion MSCI
EM would generate huge global inflows in anticipation
that a full inclusion could happen within 12 months. In
the event of a full inclusion, China A shares would
account for a massive 27.7% index weighting and
represent the highest country weighting by a wide
margin. It’s worth noting that the Shanghai A market
has one of the lowest foreign participation rates in the
world with just 1.5% held by foreign holders (11.5%
including HK H shares). This compares to a 25%
average for stocks included in the MISC EM index.
The Chinese industrialisation theme was huge for the
resource stocks but I believe the financial reform
process will prove much bigger for equities generally.
We are witnessing a historic change in global equity
flows and relative positioning.
The wealth effect
The development of equity and debt markets also
provides a strong wealth effect for the Chinese
economy. It’s important to realise that government
policy is aimed at encouraging a transition of
household investment from property to the equity
market. So far, the results have been stunning. Since
late last year, the Shanghai Composite is up roughly
80% and 14.6 million equity accounts have been
opened over the period. Even more stunning is the
average one-day return for investors on new listings
and IPOs is a massive 44% over the same time
frame. But even after the stellar performance of the
Shanghai Composite, just 10% of the population have
equity accounts. Clearly, the upside for Chinese
equities is huge.
The political implications of a strong equity market
should also not be underestimated. It’s worth
remembering that President Xi has implemented an
aggressive structural reform agenda, which has
centred on a strong anti-corruption campaign. The
positive political capital generated by the equity
market’s wealth effect only seeks to reinforce the
government’s popularity. Of course, this provides a
self-fulfilling endorsement of the government’s
commitment to the financial reform process.
Unsurprisingly, the meteoric rise in the Shanghai
Composite over the last 12 months has resulted in
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“price bubble” speculation. Therefore, the 10%
correction for China A shares last week, the worst
weekly performance since February 2009, was
welcome news. Our contacts tell us that one of the
major reasons for the dramatic sell off was the
liquidity drain from 22 IPOs last week. In addition,
there were rumours of an increase in stamp duty
(since denied) and a threat of tougher margin
regulations. In contrast to a belief that any new
regulatory issues will derail the current bull market, I
believe government is merely trying to cool a red hot
market, which should provide a platform more
sustainable gains.
In summary, the Chinese economy is being
transformed by an historic economic rebalancing. The
success of this economic transition remains
dependent on a government commitment to structural
financial reform. In turn, the successful
implementation of the reform process requires open
and functioning capital markets in order to promote
efficient capital allocation. Don’t underestimate the
political will of the government to achieve that goal.
The amazing speed of the industrialisation process is
a clear example.

economy over the next 10 years. At that time, it will
exceed the US economy by size. Yet already,
Chinese equity market turnover by value has recently
overtaken the US for the first time. I think the
opportunities are huge. It’s vital that Australian
SMSF trustees allocate more funds to global equity
markets but particularly China.
As the earlier chart confirms, while the HSCEI is up
sharply since November, the forward P/E remains
only just above 10x. P/E expansion can, and will,
come to Chinese equities and that will be the next leg
of the story of Chinese equity outperformance after
almost a decade of underperformance.
For Australian SMSFs, arguably the easiest way to
gain broad Chinese equity exposure is via the
ASX-listed, $580m market cap, AMP Capital China
Growth Fund (AGF). Yes, AGF has doubled in recent
times, but that doesn’t make me baulk at owning it as
the largest portfolio holdings remain cheap. The top
10 portfolio weightings are below.

A Chinese exposure
China is entering a new phase of economic
development. A progression from a fixed asset
investment boom (hard commodity boom) to a
financial services boom. As a result, a new asset
class dynamic has emerged: the transition from a
strong property market to an equity bull market. It’s
very important to realise that this financial transition is
being supported and underwritten by government
policy. In one respect, the initiatives of the Chinese
government are very reminiscent of the Federal
Reserve’s interest rate support for the US equity
market through the now infamous “Bernanke put”.

Go Australia, Charlie
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 absolutely no doubt that Chinese equities will
suffer trading corrections due to the current
dominance of domestic retail investors. The Shanghai
A shares experienced a savage sell off last week.
However, I strongly believe that the Chinese equity
market has entered a major long-term bull market,
which still remains in its infancy. Despite the
economic slowdown, China is still growing at 7% per
annum. This implies a doubling of its $US10 trillion
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Myer and OrotonGroup join M&A watchlist
by Tony Featherstone
Key points
Debt funding costs are low, share market
valuations on average are reasonable, and
CEO “deal envy” will drive higher deal flow
and opportunities for nimble investors.
Myer has almost halved since early 2014 to
$1.36 and more investors are agitating about
the board, which is often a sign that
institutional capital wants to enforce bigger
change.
If OrotonGroup’s performance continues to
lag the market, watch for an offshore or local
predator to snap it up and accelerate the
international growth strategy.

Japan Post’s takeover of Toll Holdings and a fierce
bidding war for iiNet has whipped up a frenzy of
mergers and acquisitions (M&A) speculation. Credit
Suisse, for example, believes Australia is only
halfway through its fourth M&A cycle in 20 years.
Low cost of capital and generally solid balance sheets
have local companies well placed to acquire smaller
competitors, and a lower Australian dollar makes our
companies more attractive to foreign players. Iron
Mountain’s takeover of Recall this year is an
example.
So expect a pick-up in M&A activity this year,
although maybe not the boom that investment
bankers seem to predict at the start of every year, as
sentiment in executive teams and boardrooms is
subdued.
Debt funding costs are low, share market valuations
on average are reasonable, and “deal envy” – when
CEOs get sick of seeing their peers do big deals

while they wait on the sidelines – will drive higher
deal flow and opportunities for nimble investors.
Myer Holdings
Discretionary retail is ripe for M&A. I resisted adding
Myer Holdings to this portfolio over the past year
because it does not fit this column’s criteria of
owning high-quality, undervalued businesses and
treating any takeover bid as the cream rather than the
investment cake.
But every stock has its price. Myer has almost halved
since early 2014 to $1.36, more investors are
agitating about the board – often a sign that
institutional capital wants to enforce bigger change –
and Myer has a challenged position as the economy
slows and online competitors grow. Despite relatively
solid third quarter sales numbers released today, it
needs some serious repair work to lift the business
and change market sentiment.
South African retailer Woolworths’ bid for the
troubled David Jones last year shows the potential for
offshore retailers to improve Australian department
stores. Myer could appeal to a large private equity
firm or international retailer that can take it off market,
rationalise its store portfolio and refocus its product
offering and market position.
The timing is right. The departures this year of CEO
Bernie Brookes and the chief financial officer, Mark
Ashby, earlier than the market expected, paves the
way for significant change. An acquirer could spend a
few years fixing Myer and capitalise on an improving
Australian economy in the medium term.
Myer could get cheaper still before it recovers. But for
all its problems, it still has a solid market position and
excellent earnings leverage when the Australian
economy finally recovers.
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OrotonGroup
Another discretionary retailer, OrotonGroup, makes
the takeover portfolio for different reasons. This
former star stock has had a difficult few years: the
three-year annualised average return is negative
24%. The loss of its flagship Ralph Lauren licence in
2013, a challenged product discounting strategy and
general weak retail conditions, were a perfect storm.
Longer term, OrotonGroup has excellent potential to
sell Oroton products to the emerging middle class in
Asia. Management is doing a good job to reposition
Oroton as a luxury brand, reduce price discounting
and quicken store rollouts overseas. It opened a new
store in Singapore and three department stores in
Asia in the first half of 2014-15. OrotonGroup now
has 14 international stores and sees strong potential
to grow overseas.
I like the long-term strategy and OrotonGroup looks
marginally undervalued at the current price. Return
on equity should start to rise again in the next three
years towards 20%, debt is low and there is good
cash flow generation.
If OrotonGroup’s performance continues to lag the
market, watch for an offshore or local predator to
snap it up and accelerate the international growth
strategy as the emerging middle class booms over
the next decade and has higher demand for luxury
Australian goods.
iSelect on radar
Too often, investors clamour for an overhyped stock
in the lead-up to its initial public offering (IPO), dump
it at the first sign of trouble and forget about it, just as
its looks cheap again. That pattern characterised
iSelect, the online insurance aggregator that has
renewed momentum as a listed company.
iSelect fits this column’s two main criteria: owning
undervalued companies that are good investments in
their own right; and those with strategic appeal to a
predator. iSelect must look interesting to some larger
insurance aggregators at its current price.
It has an excellent position in a long-term growth
industry. About a quarter of new insurance policies

are bought online, particularly among young people,
and the figure is rising rapidly. As health insurance
premiums rise, more people will search online for a
better deal and iSelect is by far the dominant portal.
Also, there is scope to build a bigger presence in
home loans, utility bills and other categories.
New management at iSelect is doing a good job
improving its business model and cash flow, and one
senses the company is regaining the momentum it
had in the lead-up to its IPO. It had a disastrous first
year as an ASX-listed company in 2013; its revenue
was revised lower just months after listing, a terrible
look for any IPO.
That led to the Australian Securities and Investments
Commission (ASIC) seeking more information and
management changes. Its $1.85 issued shares,
oversubscribed for during the IPO, tumbled as low as
$1.01.
iSelect has since recovered to $1.59 and is attracting
more interest from small-cap managed funds. Online
businesses that dominate their category are standout
stocks: think Seek, REA Group or Carsales.com. If
the market takes too long to recognise iSelect’s
improving prospects and long-term strategic value, a
big United Kingdom insurance aggregator might see
an opportunity at the current price.
Portfolio update
The latest portfolio has outperformed the broader
share market and S&P/ASX 200 Small Ordinaries
index. Its average one-year total shareholder return
(assuming dividend reinvestment) of 16% compares
to an 8% total return for the S&P/ASX 200
Accumulation Index over one year to 11 May 2015,
and a 6% gain for the Small Ords index.
The portfolio was boosted by the strong gains in the
medical device maker, REVA Medical Inc, which at
51 cents is still well down on its $1.10 issue price.
I thought Reva had great prospects when it listed in
December 2010 through an IPO but I am always wary
of valuations of offshore technology companies that
choose to list on ASX rather than US exchanges.
Reva has interesting heart-stent technology and must
look interesting to a bigger US player that could do
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more with its technology.
The takeover tussle for iiNet and solid gains in NIB
Holdings and Australian Agricultural Company have
also boosted the portfolio. A poor performance from
Santos weighed on the portfolio’s return, although in
fairness Santos was only added in February 2015. Its
one-year total return is shown below for comparability
purposes.
Another laggard, the Asia-focused e-commerce site,
Ensogo, (formerly iBuy Group) has rallied from 12
cents in February to 19 cents and finally has more
momentum after a strategic capital raising. It is a
stock to watch for experienced investors, who can
tolerate higher-risk micro-cap companies.
Reckon, Nearmap and OzForex Group warrant
special mention as takeover candidates. With MYOB
Group listing on the share market in May, and Xero
continuing to build market share, Reckon has its work
cut out. Reckon is a well-run, undervalued company,
but the three-year annualised total return is 7% and
it’s hard to see the accounting software industry
having room for several large players in Australia.
Consolidation seems likely.
Nearmap looks interesting as mapping service
providers attract greater attention overseas, and
OzForex Group has excellent prospects as a
disrupter in the financial/technology space but has a
market capitalisation that does not fully reflect its
long-term potential.
Myer and OrotonGroup are added to the portfolio this
month. There are no exclusions.

Source: Morningstar for total returns. SP indices for
ASX 200 return. Total shareholder return assumes
dividend reinvestment. Prices to May 11, 2015.
Returns are indicative only. Monash IVF return based
on performance against issue price and includes
dividends.
• Tony Featherstone is a former managing editor of
BRW and Shares magazines.
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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A contrarian US company that pays – Citigroup
by Alastair Macleod
How is it better than its competitors?
Alastair Macleod is portfolio manager at Wingate
Asset Management and has specialised in
international equities for the past 11 years.
How long have you held Citigroup?
Since April 2014 – consistent with our contrarian
process, we became interested in the stock following
its failure in late March 2014 to gain the US Federal
Reserve’s approval to implement its planned capital
return to shareholders.
The Fed’s decision related to perceived deficiencies
in policy and procedure, as opposed to any concern
regarding the capital adequacy of the bank. We
believe this issue significantly distracted the market
from the broader operational improvements
management implemented across the bank, most
notably in credit, capital and costs.
What do you like about it?
In banking, the sources of risk primarily revolve
around capital, funding and credit. Revenue growth
and cost control are more relevant from a return
rather than risk perspective. Citigroup was historically
undercapitalised and exposed to large credit risk by
way of overexposure to exotic CDO type instruments.
Now it is a very different business from both a capital
and credit perspective. For example:
Citi Holdings (the company’s ‘bad bank’)
has declined from approximately $700 billion
in assets to $122 billion;
The bulk of Citi’s GFC related litigation costs
have been settled;
Tier 1 capital has increased from 7.2% in
2012 to 11.0%.
.

The capital position of the bank is the strongest it has
been for many years, with strong growth in its core
markets. As the historic underperforming loans
contained within Citi Holdings diminish, group
profitability is also likely to structurally improve. With
other US peers trading at an average 1.4x tangible
book value, we believe Citi’s valuation will be
re-rated upwards in conjunction with an increase in
book value.
What do you like about its management?
Often following a financial crisis, management teams
become inward looking and seek opportunities to
boost returns through efficiency improvements, as
opposed to more risky acquisitions or inorganic
revenue growth. This is the case with Citi’s
management, which now has an obsessive focus on
internal self-help. This is evidenced by Citi’s exit from
12 small non-core countries, a reduction in card
products from over 800 to 400, and consistent
reductions in core operating costs every quarter for
the past few years.
What is your target price on Citibank?
Our target price is $US63. This represents the bank
trading at 1x tangible book value, which is a
conservative assumption should underlying returns
continue to improve to 10-11%. Going back it is
difficult to find examples of large, diversified, well
capitalised banks, with growing assets, and +10%
returns on equity trading on less than 1x tangible
book.
At what point would you sell it?
As the stock price approaches, our valuation and the
margin of safety declines, we would commence
trimming our position. However, as the book value is
growing 7-8% a year, our assessment of intrinsic
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value is also increasing (e.g. at year-end 2016, we
estimate tangible book value will be $US68).
How much has it added (subtracted) to your
overall portfolio over the last 12 months?

needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

Citi has been the second largest contributor to the
fund’s returns over the past 12 months. The stock
has appreciated by over 12% in US dollars, or over
30% in Australian dollars, and contributed a total of
1.6% to the fund’s 19.1% total return in Australian
dollars over the past 12 months.
Is it a liquid stock?
The stock is highly liquid and has a market cap of
over $US160 billion.
Where do you see the value?
Citi is an extremely diversified business, with a
balance sheet that has never been stronger. With its
equity trading at a discount to tangible book value, we
see little downside risk at the current share price.
As the historical concerns over regulatory fines and
its capital base subside post-GFC, robust book value
growth seems highly likely, with the profitability on
that book also improving.
A more normalised interest rate environment – a
question of when and not if in our view – represents
potential for further profitability uplift, and is not priced
into market expectations.
Citigroup

Source: Yahoo!7 Finance, 14 May 2015
Important: This content has been prepared without
taking account of the objectives, financial situation or
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Buy, Sell, Hold – what the brokers say
by Switzer Super Report
There was some good news out this week for CSR
and Qantas. CSR announced a better than expected
earnings result and Qantas indicated that cost-cutting
initiatives were on track, prompting upgrades for both.
In the good books
JP Morgan upgraded ANZ (ANZ) to Overweight
from Neutral. Buy/Hold/Sell 3/3/2 JP Morgan has
upgraded given the current valuation gap to peers,
National Australia Bank (NAB) in particular. The
broker supports the bank’s progressive capital
strategy and considers assumptions that ANZ is short
of capital relative to peers misleading.
Citi upgraded CSR (CSR) to Buy from Sell.
Buy/Hold/Sell 5/3/0 Citi finds greater earnings clarity
with the FY15 results and suspects the residential
property cycle will be extended and aluminium will
benefit from lower cost linkage to alumina. Citi
incorporates enhanced opportunities and synergies
under the new brick JV with Boral (BLD) and, with an
elongated construction cycle, upgrades to Buy from
Sell.
JP Morgan upgraded Qantas (QAN) to Overweight
from Neutral. Buy/Hold/Sell 7/0/0 Qantas has
provided insight into several initiatives and progress
on its cost cutting. Given the outperformance in the
stock over the past year, JP Morgan suspects the
more positive outlook is now well understood. Still,
the stock is cheap relative to other airlines and the
broker envisages scope for earnings upgrades over
the next 12 months.

being exported and undermining pricing power, in the
broker’s opinion. The March round of price changes
– lower iron ore and coal – favoured steel margins but
now the price changes are likely to have the opposite
effect, especially in FY16 and Macquarie revises
BlueScope’s earnings estimates lower.
Resmed (RMD) was downgraded to Sell from Buy
by Citi and Neutral from Outperform by Credit
Suisse. Buy/Hold/Sell 3/4/1 ResMed has announced
its SERVE_HF Heart Failure trial has failed and this is
a major setback, given Citi analysts had already
accounted for success in their forecasts and valuation
for the stock. Making matters worse, the failure will hit
some 7% of revenues which is high margin, point out
the analysts, plus a one-off impairment charge seems
but logical. Credit Suisse has downgraded to Neutral
from Outperform following the failure of the
SERVE-HF trial.
The above was compiled from reports on FNArena,
which 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.

In the not-so-good books
Macquarie downgraded Bluescope Steel (BSL) to
Neutral from Outperform. Buy/Hold/Sell 5/3/0
Macquarie has reviewed the steel sector in the light of
commodity price changes. Structural oversupply is
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The Budget and your bottom line – what you
missed
by Tony Negline
The Federal Budget is, as always, all over the news.
Here’s a summary of the changes that directly and
indirectly impact on you and your superannuation
fund.

article in Switzer Daily here).
Table 1 – Current Asset Test Limits

Aged Pension
Assets Test – there are two changes that will take
effect on 1 January 2017:
The asset test thresholds have been
increased. Non-homeowners asset test
thresholds will all be increased to $200,000
above the homeowner asset test thresholds.
The maximum levels of assets at which
pensions cut out have also all been lowered
(see the tables below).
The taper rate for this test has been increased
from $1.50 to $3.00 per $1,000 worth of
assets. If your assets exceed your relevant
threshold (see below), then your pension
reduces by $3 for every $1,000 you have
above that threshold. This reverses a
concession introduced by the Howard
Government in September 2007.
What’s counted under the assets test? Every asset
you own (including the market value of your super
pension, collectibles, personal use assets, motor
vehicles) other than your family home is counted in
this test.
The Government estimates that first change
mentioned above will see about 326,000 Australians
either have a reduced pension or loose the pension
completely. Those who lose the pension completely
will still be eligible for the Commonwealth Seniors
Health Card.
If you think you’re impacted then you have some
time to consider your options (see Paul Rickard’s

Table 2 – New Asset Test Limits from 1/1/17

Income Test
Deeming – the 2014 changes that would have
seen the deeming thresholds reduced to
$30,000 for singles and $50,000 for couples
(currently $48,000 and $79,600 respectively)
have been withdrawn.
Defined benefit pensions – at present there is
an income test concession for some defined
benefit pensions. Effectively, the pension
income counted is reduced if it includes any
tax-free component. From 1 January 2016,
the maximum reduction will be set to 10% of
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the income paid. This will mean more pension
will be included in the incomes test, which will
see a fall in aged pension payments for some
defined benefit pension recipients.
Superannuation
There are two changes of note:
Terminal medical condition – from 1 July
2015, you will be able to gain access to super
if two doctors certify that you have less than
24 months to live (currently 12 months)
Penalty units – from 31 July 2015, the penalty
unit fine will increase from $170 to $180 per
penalty unit; SMSF trustees who receive a
fine will therefore pay more.

arrangements for periodic payers and lump
sum contributors will be aligned. Effectively,
this means the rental income exemption on
the former family home will be removed.
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.

Unclaimed savings
The previous Government reduced the time period it
would claim unused bank and life insurance
investments to three years of inactivity on those
investments but from 31 December 2015, the old
seven-year rule will be re-introduced. Children’s
accounts will also be exempt.
Fringe Benefits Tax
From 1 April 2016, employees of various non-taxing
paying entities, such as public hospitals and charities,
will have the amount of FBT meal and entertaiment
allowances capped at $5,000.
Medicare Levy
Medicare Levy low-income thresholds – will be
increased from 1 July 2015. All thresholds are
increasing as follows:
Senior Australian Pensioner Tax Offset
recipients – $33,044
Couples with no children – $35,261
Couples with dependent children – $35,261
plus $3,238 for each dependent child
Singles – $20,896
Aged Care
From 1 January 2016, means testing

13

ETF dividends and SMSF fees
by Questions of the Week
Question: I have been reading your articles on
ETFs and my question is, do they pay dividends?
I can see that the SPDR S&P/ASX200 (STW) pays
a 4.23% return and assume the dividend is paid
every six months. I can’t find any information for
Vanguard All-World (VEU) or iShares Europe
(IEU), do these two pay dividends? How do I find
whether an ETF pays a dividend or not?

appropriateness of the information in regards to your
circumstances.

Answer (By Paul Rickard): Yes, they pay
distributions. As an effective trust structure, they
distribute in full (pass through) any dividends they
receive.
Check the issuers’ websites (for
example: www.ishares.com.au;
www.vanguard.com.au; www.spdr.com.au)
STW distributes semi-annually; IEU semi-annually;
and VEU quarterly.
Question 2: I have an SMSF and I am not happy
with the fees I am charged by my accountant
when he submits my tax returns to the ATO.
Please give me an indicator of what the average
cost is, including the audit fee.
Answer 2: It depends a little bit on the complexity of
the fund and investments (for example, more
expensive if you have unlisted investments or
property; and can be more expensive if you have
members in both pension and accumulation),
however typically $2,000 to $3,000.
Audit fees are usually separate – around $500 to
$800.
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
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Don't miss this!
In this Super Sessions update, Tony Negline and Paul Rickard bust open the Budget to explain how it will affect
superannuants and investors.
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