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There’s a quiet, but surprisingly powerful, revolution taking 
place within Australia’s investments arena that’s showing 
no signs of being quashed anytime soon.

Key Point

•	 Compared	to	managed	funds,	which	generally	
charge	platform,	management	and	adviser	fees,	
SMAs	are	substantially	cheaper	to	run	and	allow	
much	greater	control.

The disrupter is an innovative form of financial product 
known as a separately managed account, or SMA, and 
retail investors are loving them because of their f lexibility, 
transparency and tax advantages, their low investment entry 
point and their overall cost effectiveness compared with 
other products such as managed funds.

Another big plus for SMAs is that investors can direct 
their capital into different managed investment portfolios, 
which may be growth or income focused, or even linked 
to international equities, based around their preferred 
investment allocations and time horizons.

The proof is in the numbers too, with data from the Institute 
of Managed Account Professionals (IMAP) released this 
month showing Australian investors now have close to $31 
billion in managed account products.

Investment bank Morgan Stanley has forecast that figure 
will double to $60bn in the next four years, driven by 

Investors are swarming to 
Separately Managed Accounts

Separately	Managed	Accounts	are	becoming	increasingly	
popular	among	investors	wanting	greater	f lexibility,	
more	transparency,	and	better	tax	outcomes.

by tony Kaye  •  eureKa report  •  27 September 2016

strong investor demand, and aided by investment products 
providers, fund managers, f inancial advisors and new 
technology platforms.

What are SMAs?
Like a managed fund, an SMA gives investors access to a 
diversified investment portfolio overseen by a professional 
investment manager. But unlike a managed fund, their 
investment isn’t pooled with money from other investors.

Through an SMA, an investor is the direct, beneficial owner 
of the shares and exchange-traded funds and other assets 
held within their account. Also unlike a managed fund, an 
investor can easily see exactly what shares and securities 
they are holding, can monitor performance on a daily basis 
and can exit their positions at will.

That gives total control and transparency, and there’s also a 
major tax advantage in SMAs because they readily overcome 
the problem inherent in managed funds where the capital 
gains tax liabilities of all unitholders are shared. In an SMA, 
an investor can switch between portfolios without paying 
any tax penalty.

The day-to-day management of investments are taken care 
of, with a fund manager automatically rebalancing individual 
portfolios based on the individual investor’s strategy.
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SMAs are also accessible to most investors, with some 
requiring a minimum investment of just $5000, and there 
are no platform or advisor fees, making them much cheaper 
than managed funds, which typically charge both plus 
management fees.

The SMA evolution
The big paradox behind SMAs, of course, is that they’re not 
new at all. They’ve effectively been around as an investment 
structure since the 1990s.

IMAP chairman Toby Potter describes them as “the overnight 
success story that’s been around 20 years in the making”. 
What’s given them new impetus are what Potter calls “a 
number of intersecting changes”.

“As the f inancial advice industry has matured, advice 
businesses have looked for suitable vehicles which allow 
them to articulate different investment philosophies in a 
cost-effective way for clients,” he says.

In its report Managed Accounts: Evolution or Revolution?, 
Morgan Stanley says “the key headwind that delayed SMA 
adoption is SMSF growth, as they provided a tax advantaged 
vehicle for high net worth clients”.

“But this is turning into a tailwind as a more mature SMSF 
segment demands the benefits of SMAs – professional 
management with transparency, beneficial ownership and 
less tax leakage.”

In addition, SMA structures have come into their own 
because they are readily adaptable to investment products 
that enable investors to choose their strategies, and to online 
platforms that allow investors to move in and out of holdings 
and to track their portfolios.

“As more and more investors take advice, this gives rise to 
achieving operational efficiencies in financial advice offices. 
They want an efficient way of implementing their decisions,” 
Potter adds.

Jonathan Ramsay, director of portfolio construction and 
consulting company InvestSense, concurs, and notes: “SMAs 
are a product that represent a paradigm shift in wealth 
management, because they are a response to market, 
regulatory and technology forces.”

As well as many self-managed super fund trustees wanting 
more f lexibility and control, Ramsay says SMAs are proving 
popular for financial planners wanting to build scalable 
business models in a heavily regulated market. Advisors 
can easily control and manage portfolios for many different 
clients while allowing clients to choose additional holdings 
should they wish too.

Ramsay agrees that technology advances are the other 
key element behind the strong growth in SMAs, with the 
fintech platforms now available making it much easier for 
investors to transact and link their accounts to their super 
fund, pension or investment account.

“You can see what shares you own, the dividends, but 
importantly you can push the button and have the shares 
delivered to you and you can start managing yourself,” he 
says. “Unlike a managed fund, you can’t get locked in, because 
you own the stocks in the first place. The technology wrapper 
allows someone else to trade on your behalf.”

Transparency of holdings is a big issue for investors, and is 
one of the key growth drivers behind SMAs.

“We are seeing strong growth in inf lows into several of our 
SMA portfolios as clients continue to become experienced 
in these products and the benefits they offer,” says Roy 
Hodge, chief executive of InvestSMART*. “People want the 
transparency; and they are questioning the value of having 
a managed fund and not seeing what they’re holding and 
having less f lexibility.”

Continued	from	page	1	…

ConTenTS

i m p o r ta N t i N F o

disclaimer  This publication is general in nature 

and does not take your personal situation into 

consideration. You should seek financial advice 

specific to your situation before making any financial 

decision. past performance is not a reliable indicator 

of future performance. We encourage you to think of 

investing as a long-term pursuit. 

copyriGht©  InvestSmart publishing pty Ltd 2016. 

Intelligent Investor and associated websites and  

publications are published by InvestSmart publishing  

pty Ltd abn 12 108 915 233 (aFSL no. 282288). 

DiSCLoSUrE  Staff own many of the securities 

mentioned within this publication. 

a r t i C L E S   paGe

Investors are swarming to Separately managed accounts 1

Four reasons why dividends are set to rise 4

Why the aussie market is still below its peak  6

It’s time: Lowe’s infrastructure call 8

Super changes reset the ttr clock 10

tax with max: a super property dilemma 12

politicians eye off mining’s recovery 14



3 

S T R A T E G Y

a disruptive revolution in Australian wealth and asset 
management.”

To see more information on our SMAs, or to download a product 
disclosure statement, click	here. 

*Disclosure: eureka Report is wholly owned by InvestSMART, which 
offers a suite of professionally managed investment portfolios 
designed as separately managed accounts.

SMAs are a better mousetrap
Morgan Stanley says managed account structures such as 
SMAs are “a better customer mousetrap” because they meet 
more of their needs than managed funds.

“The better mousetrap is delivering higher f lows and market 
share to progressive industry players – starting with financial 
planners,” Morgan Stanley analysts wrote. “Business models 
are realigning around the retail customer, not the product 
manufacturer – inverting the wealth value chain and driving 

As the financial advice industry has matured, 
advice businesses have looked for suitable 
vehicles which allow them to articulate different 
investment philosophies in a cost-effective way 
for clients.

https://www.investsmart.com.au/investment-ideas
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With record low interest rates, and shares still around 20 per 
cent below their 2007 highs (nine years ago now), investing 
seems to be a ‘damned if I do, damned if I don’t challenge’.

Key Point

•	 On	average,	dividends	around	the	world	have	only	
slightly	lagged	inf lation	over	long	time	periods	  
of	time.

It’s either about avoiding volatility with the low income of 
cash investments, or accepting higher yield with the volatility 
of share-based investments.

Shares would be a lot more attractive if we felt comfortable 
that in 10-year time the dividends will be higher now than 
they are today.  After all, the general increase in the value of 
dividends over time is a key reason for investing in shares, 
as an important buffer against inf lation.

The focus of this article is to consider some of the evidence 
as to whether or not dividends are likely to increase over 
the next 10 years – an outcome that might leave us more 
confident in shares as an investment.

The starting point for Australian dividends
As at the end of August, the value of listed companies 
on the A SX was $1.7 tr i l l ion (source: asx.com.au).   
A ssu m i ng a ma rket avera ge y ield of 4 .4 per cent  
(source: www.spdrs.com.au) this equates to total cash 
dividends in Australian of $74.8 billion.  Add in franking 
credits, assuming a market average franking level of 70 per 
cent, and gross dividends paid over the past 12 months in 
Australia equal an impressive $97.2 billion.  

Chart 1: Value of shares vs cash needed to provide 
$100,000 gross income

Source: Eureka Report
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Four reasons why dividends  
are set to rise

by Scott FrancIS  •  eureKa report  •  29 September 2016

The current share market yield of 4.4 per cent is well above 
the cash rate of 1.5 per cent, even before factoring in another 
1.5 per cent or so for the value of franking credits.

The fol lowing graph paints an interesting picture of 
dividends.  It compares how much is needed currently in a 
cash investment or an Australia share investment (assuming 
4.4 per cent dividend yield with 70 per cent franking) to 
generate $100,000 of income.

On face value the evidence is pretty compelling about the 
value of share dividends – and if we could be confident of 
dividend growth over the next 10 years, shares look even 
more compelling.

The historical evidence
Before looking at the historical evidence, it is worth 
emphasising that the last 100 or so years of Australian share 
market data has placed us as one of the best-performing 
share markets in the world – and therefore might overstate 
expectations for future returns.

That said, the long-term growth in Australian dividends has 
been strong.  The 2014	Global	Investment	Returns	Yearbook	
looked at long-term dividend income growth.  It found that 
from 1900 to 2013 the average real (after inf lation) growth 
in dividends in Australia was 1.13 per cent per year.  This 
is a strong outcome for investors, meaning that even if they 
spent their dividends each year, dividends continued to grow 
in value at a rate greater than inf lation.

A little more sobering is that for the group of 21 countries 
that the report looked at (including the USA, UK and Japan), 
dividend growth lagged inf lation by 0.11 per cent. That said, 
this is not a terrible result – suggesting that, on average, 
dividends around the world have only slightly lagged inflation 
over long time periods.

This is our first piece of evidence that suggests dividends 
could be higher in 10 years’ time – the long-run evidence 
from studying dividends across a variety of share markets, 
including Australia.

Almost	$100	billion	in	gross	dividends	are	paid	out	to	Australian	
investors	every	year.	Historical	evidence,	reinvestment	and	
economic	growth	point	to	higher	payouts	over	the	next	decade.

asx.com.au
https://www.spdrs.com.au
scmdirect.com/sites/default/files/global_investment_returns_yearbook_2014.pdf
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The last 100 or so years of Australian share market 
data has placed us as one of the best-performing 
share markets in the world – and therefore might 
overstate expectations for future returns.

The role of inf lation is also important in growing dividends.  
Let’s consider a company that sells $20 million of goods and 
has total costs (including tax) of $18 million.  The company 
will have a profit after tax of $2 million. 

Let’s assume 3 per cent inf lation in the following year, and 
nothing more than the fact that both sales and total costs 
increase by 3 per cent.  Sales of $20.6 million and costs of 
$18.54 million mean an increased profit of $2.06 million, 
which means a bigger profit pool for the company to pay 
dividends from.

This is the third piece of evidence suggesting dividends 
could be higher in 10 years’ time – the fact that inf lation 
and economic growth provides positive support for them.

The graph above is the fourth piece of evidence to suggest 
that dividends could be higher in 10 years’ time.  It looks at 
the biggest 10 companies currently on the ASX, and compares 
their dividends from 2006 (before the global financial crisis 
began) to the most recent 12 months of dividends for each 
company.  (The data excludes a 6 cent special dividend from 
Telstra in 2006).  It shows that companies have tended to 
grow their dividends over that time, even over a time period 
that included the economic shock of the GFC.

Conclusion
Any discussion of ‘shares vs cash’ is somewhat f lawed, in that 
investors can choose to hold a mix of investments.  

At the moment the income from shares is significantly more 
attractive than the income from holding cash, however the 
volatility from investing in shares provides challenges for 
investors. 

The evidence that suggests (but does not guarantee) share 
income might be higher in 10 years may help in evaluating 
the quality of shares as a source of investment income over 
longer periods of time.

 

Pe ratios and dividend yields – The power of 
reinvestment
Currently the PE ratio of the Australian share market is 
16.7, with a dividend yield of 4.4 per cent (for the ASX200 
index).  The inverse of the PE ratio contains some interesting 
information (calculated by dividing 1 by 16.7), being the 
‘earnings yield’ of the market.  The current earnings yield 
is 6.0 per cent.  This means that for, say, $100,000 invested 
in the average company that company is earning $6,000 (i.e. 
6 per cent) and paying dividends of $4,400 (i.e. 4.4 per cent). 

This leaves the company with $1,600 per year to reinvest 
in the company for a variety of projects, from expanding 
the business to taking over other companies, to buying 
back shares, to paying down debt – all of which should, 
theoretically, increase company earnings and the capacity 
to pay higher future dividends.

This is the second piece of evidence suggesting dividends 
could be higher in 10 years’ time – the fact that companies 
currently have earnings that are not paid out as dividends 
to use to increase profits over time.

The economy-wide factors – The role of 
inflation and economic growth
Along with record low interest rates, Australia is celebrating 
a record long period of uninterrupted economic growth.  
Greater economic growth provides a positive opportunity 
for companies to participate in an ever-growing economy.

Chart 2: The history of largest companies over  
the GFC period 

2006 dividend vs most recent 12 mths dividend (% change)

Source: Company annual reports
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One observation that commonly gets made is that, despite 
it being about eight years since the global financial crisis, 
the Australian equity market is yet to reach its previous  
peak as measured by the price of the All Ordinaries 
Accumulation Index.

Key Point

•	 Australian	investors	are	sceptical	on	the	prospects	
of	earnings	growth	and	sector-specific	risks.

Contrast that with the US equity market, which has more 
than exceeded its pre-GFC level and actually surpassed its 
previous peak in early 2013.

Chart 1: ASX All ords price and previous peak

Source: InvestSense
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Chart 2: S&P 500 price and previous peak 

Source: InvestSense
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So, why the disparity? Well, one aspect that needs to be 
addressed is that a comparison between the two markets 
only looks at price and doesn’t account for dividends that 
have been paid.

Why the Aussie market is still 
below its peak 

by FIL andronaco  •  eureKa report  •  27 September 2016

Australian equities tend to pay a higher level of dividends 
than their US counterparts, so Australian equity investors 
aren’t as worse off as it initially seems.

Nonetheless, putting the dividend aspect aside, the reason 
the market hasn’t recovered to previous levels basically 
boils down to two main factors that ultimately drive market 
performance: earnings growth and price multiple expansion/
contraction (that is, people essentially being willing to pay 
more or less for the same level of earnings).

Looking at the earnings-per-share (EPS) profile of the 
Australian and US equity markets in the charts below, it is 
a little more obvious as to why the Australian equity market 
has lagged the US in price terms.

Chart 3: Australian equities ePS

Source: InvestSense

0

100

200

300

400

500

2016
2014

2012
2010

2008
2006

2004
2002

2000
1998

1996
1994

1992
1990

Chart 4: US equities ePS

Source: InvestSense
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In the period from early 2000 to 2007 the Australian equity 
market was characterised by a booming resources and 
housing market, driving earnings growth for the biggest 

The	Australian	share	market	is	well	below	its	2007	
high	point,	while	the	US	market	is	streets	ahead.	
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Australian equities tend to pay a higher level 
of dividends than their US counterparts, so 
Australian equity investors aren’t as worse off 
as it initially seems.

constituents in the Australian share market. Post 2007 it 
was a much more mixed story and outlook.

Earnings for resources collapsed on the back of weak 
commodity prices and earnings growth for the banks looks 
much more subdued looking forward. In the US, however, 
earnings rebounded quickly post the GFC. Some of this 
rebound in earnings was a genuine recovery and growth in 
earnings, but it was also fuelled by capital initiatives such as 
share buy-backs (generally funded through increased debt) 
which helped drive EPS growth.

While some of this share buy-back continues, we suspect that 
with earnings growth slowing in the US so will the amount 
of buy-backs. This slowdown in earnings, coupled with high 
valuations, is why the InvestSMART Diversified Portfolios 
remain underweight US equities.

The other aspect as to why the Australian market hasn’t 
reached its previous peaks is the price multiple investors 
are willing to pay.

In the US, at the peak prior to the GFC, investors were willing 
to pay a cyclically adjusted price-to-earnings multiple of 
around 27x. It then collapsed to 13x in the midst of the GFC, 
and since then has climbed back to around 26x.

In Australia, the cyclically adjusted price-to-earnings ratio 
peaked around 30x prior to the GFC, then fell to around 
13.5x and currently stands around 19.9x today. Even based 
on where earnings are today, if investors were willing to pay 
as much for Australian equities as they were for US equities it 
would imply that the Australian equity market would re-rate 
by around 30 per cent and you would see the index level way 
above 7,000 for the All Ordinaries.

Perhaps the reason that this hasn’t happened is that investors 
are much more sceptical on the prospects of earnings growth 
in the Australian equity market and/or wary of the sector-
specific risk of the Australian equity market with a large 
exposure to banks (and by de-facto housing) and resources.

Fil Andronaco is a director of InvestSense, a portfolio 
construction and consulting company offering outcome-
based portfolio solutions based on managed account 
technology.
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Dr Philip Lowe, the new governor of the Reserve Bank of 
Australia, wasted little time during his first appearance in 
front of the House of Representatives Economics Committee 
in Canberra last week. While optimistic about Australia’s 
economic prospects – good news for investors – he also urged 
the Federal Government to take advantage of low interest 
rates by investing in our nation’s future.

Key Point

•	 If	businesses	are	unwilling	to	invest	then	there	is	
a	good	argument	that	government	should	look	to	
fill	the	gap,	particularly	if	that	facilitates	greater	
business	investment.	

Lowe believes that interest rate cuts are becoming less 
effective in stimulating growth. It’s a view that is gaining 
momentum across financial markets after the RBA cut rates 
in May and August.

Public investment
Business investment certainly hasn’t responded as economic 
theory would dictate during this low interest rate period 
following the global financial crisis. This is true of Australia 
– outside the mining investment boom earlier in the decade 
– as well as across most advanced economies.

At the heart of the problem is a disconnect between interest 
rates and the returns that businesses seek from new 
investment. Evidence suggests that the ‘hurdle rates’ for new 
investment tend to be excessively high for many companies. 
Australian business leaders are often seeking returns that 
simply aren’t reasonable in a low interest rate environment.

If businesses are unwilling to invest then there is a good 
argument that government should look to fill the gap. We 
currently have a once-in-a-lifetime opportunity to invest in 
our nation’s capacity; to fundamentally change the course 
of our economic future.

According to Lowe, “the government could either use its 
balance sheet or its planning capacity to do infrastructure 
spending.”

The public sector can boost investment spending directly, 
via spending more, or indirectly, via creating an economic 
and financial environment that facilitates greater business 
investment.

It’s time: Lowe’s infrastructure call

by caLLam pIcKerIng  •  eureKa report  •  27 September 2016

Ideally public sector investment would help to increase the 
expected real return on private sector investment. A good 
example is transportation investment, which helps to link and 
broaden markets and increases the opportunities available 
to many businesses. Alternatively they can develop public-
private partnerships, which combines the resources and 
know-how of the public and private sectors.

Achieve this and more businesses will face a return on capital 
that exceeds the elevated ‘hurdle rates’ that have constrained 
non-mining investment over the past decade.

Critics of this view would point towards rising federal 
government debt. How can we afford these projects and 
return the budget towards surplus?

“We need to be very disciplined about recurrent expenditure,” 
Lowe sa id . “ T hat does not mea n that you ca nnot 
simultaneously borrow to build assets.”

This is precisely what well-run businesses do: they “meet their 
ongoing costs through their revenue f low and they borrow 
to build assets.” We should never borrow to fund welfare 
payments or daily government operations but we shouldn’t 
hesitate to borrow in order to fund assets that will provide 
financial and economic returns for a number of decades.

Public sector investment that is subject to a rigorous and 
evidence-based selection process is capable of paying for itself 
via a return on capital that exceeds the cost of borrowing. It’s 
never been easier for public sector investment to achieve that.

Nevertheless, this path isn’t without its fair share of risks. 
As I said, investment needs to be subject to a rigorous and 
evidence-based selection process and that doesn’t always 
occur.

The Productivity Commission, in a report into public 
infrastructure released in 2014, declared the need for “a 
comprehensive overhaul of the poor processes currently 
used in the development and assessment of infrastructure 
investments.”

In a damning assessment it cited “numerous examples of poor 
value for money arising from inadequate project selection, 
potentially costing Australia billions of dollars.”

The	new	RBA	boss	says	that	with	interest	rates	
becoming	less	effective	in	stimulating	growth,	the	
government	should	turn	to	infrastructure	spending.	
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Australian business leaders are often seeking 
returns that simply aren’t reasonable in a low 
interest rate environment.

policy. There were a couple of minor changes in this iteration 
that could have important implications down the track.

The main change was to target inf lation of between 2-3 
per cent “over time” as opposed to “over the cycle”. This 
has been interpreted as a greater willingness to tolerate 
inf lation below the target. If interpreted correctly this 
indicates that the new governor may be more ‘hawkish’ than 
his predecessor, Glenn Stevens.

A second change was greater emphasis on financial stability. 
Financial stability issues have become a key part of the 
economic discussion over the past few years, particularly 
with regards to the housing market and high levels of activity 
from property investors.

A new ‘hawkish’ central bank will have its commitment 
tested soon. Core inf lation currently sits at 1.5 per cent and 
is expected to remain below the bank’s 2-3 per cent target 
until the end of 2018. My view is that the RBA is reluctant 
to cut further but that doesn’t necessarily mean a lot. They 
were also reluctant to cut the cash rate when it sat at 2.5 per 
cent – 100 basis points ago.

If core inflation remains at around this level – its lowest point 
in over three decades – then I’d be surprised if they refused 
to cut rates further. The longer inf lation remains below its 
target the more likely inf lation expectations adjust towards 
a persistently lower level.

The RBA might view this low inf lation environment as a 
temporary phenomenon, in which case low inf lation is no 
great concern, but the global experience suggests otherwise. 
Low inf lation has been persistent over the past eight years 
and is showing few signs of improvement. It will be difficult 
for Australia to avoid low inf lation unless global conditions 
improve and this is why interest rates will continue to decline 
despite RBA reluctance.  

It went on to note that “the costs of poor project selection 
and delivery will be exacerbated if governments decide to 
increase their infrastructure investment programs without 
reforming their governance regimes.”

Even if federal and state governments get the selection 
process right – and that’s a pretty big if – there will some 
politicians who will campaign strongly against further public 
spending. These ‘small government’ advocates or ‘deficit 
hawks’ will point towards the protection of Australia’s AAA 
credit rating to justify the view that Australia needs less 
public spending.

“To my mind, this focus on the credit ratings agency serves 
as a useful reminder that we need to make sure the recurrent 
budget is on a good path,” Lowe said.

There is an argument that it is in the best interests of 
Australia’s economy that federal and state budgets are 
separated into recurrent and investment spending. Keep 
the former in surplus or at least in balance and run large 
deficits on the latter.

As for Australia’s credit rating, Lowe isn’t particularly 
concerned.

“For the type of credit rating changes that we might face, 
the effects on borrowing costs are quite small,” Lowe said.

A credit-rating downgrade, while problematic from a 
political perspective, is a small price to pay for greater public 
investment, particularly if that facilitates greater business 
investment. In this scenario greater public investment 
facilitates a stronger business sector and that would be 
great new for domestic investors.  

Interest rates
Finally, I wanted to address monetary policy directly  
given we:

•	 have	a	new	governor	of	the	RBA	and;	

•	 the	monetary	policy	framework	was	recently	updated.

The ‘Statement on the Conduct of Monetary Policy’, an 
agreement that takes place between the federal Treasurer 
and governor of the RBA, sets up the objectives for monetary 
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The Government’s backward double twist routine into the 
“new, new rules” for superannuation have reset the clock on 
a number of super strategies.

Key Point

•	 The	impact	on	TTR	strategies	of	the	switch	back	to	
an	annual	limit	of	$100,000	will	be	important	from	
a	taxation	perspective	and	for	couples.

This includes transition to retirement (TTR) strategies, 
making them a whole lot more relevant again.

Somewhat like a stock pick, I downgraded the TTR strategy 
in this piece, The biggest hit to Aussie super savers (August 3),  
as they were going to get tougher to make workable under 
the now dumped “new rules”. And that was without making 
great mention of the $500,000 lifetime non-concessional 
contributions (NCC) limit, which has now also gone.

The new replacement rules drop the $180,000 NCC limit to 
$100,000 a year. Members will still have the three-year pull-
forward provisions, but won’t be able to make NCCs once a 
total super balance of $1.6 million has been reached.

(Note: Importantly, members will still have access to the 
$180,000 and pull-forward rules for this financial year. The 
“new, new rules” don’t come into force until July 1 next year. 
So, anyone looking to use those rules this year needs to put 
due consideration into whether they still can. And then act 
on them.)

The main impact on TTR strategies hasn’t changed – TTR 
pension funds will start to pay tax from July 1, 2017. (And 
pension payments will remain tax-free for the over 60s.) And 
tax will need to be paid until such time as they can be made 
an account-based pension (ABP).

This occurs automatically at age 65, when you hit that 
condition of release. Importantly, for many others, it will 
also occur when you hit another important condition of 
release, such as ceasing an employment arrangement after 
turning 60.

Super changes reset the TTR clock

by bruce brammaLL  •  eureKa report  •  28 September 2016

Previously, as TTR pension funds weren’t taxed, getting the 
switch to an account-based pension wasn’t overly important, 
unless you wished to also have your superannuation switched 
to “unrestricted non-preserved”, allowing full access to your 
super and pension account balances.

The impact on TTR strategies of the switch back to an annual 
limit of $100,000 (effectively asset-tested at $1.6 million) will 
be more important.

TTR and recontribution to spouse
This will be most useful for couples who have very uneven 
super balances. And blends in with parts of this column: 
Super	strategies	to	use	now, May 18.

Let’s assume one spouse (Drew) has $2 million in super and the 
other spouse (Sam) has only $300,000. They’re both aged 62.

Drew decides to turn on a TTR pension this financial year 
(FY17).

For this financial year, it might make sense to draw a full 
TTR pension of $200,000 (maximum of 10 per cent) out for 
Drew and then have it contributed to Sam’s account as a 
non-concessional contribution.

Ahead of next f inancial year, that would reduce Drew’s 
balance to $1.8m and increase Sam’s balance to $500,000.

Depending on growth, Drew might still have to pull $200,000-
$300,000 back from pension to super in FY17, depending on 
how far over the $1.6m transfer to pension (TTP) cap they are.

The following year …
Drew might not want to take the full 10 per cent pension in 
FY18, as this would be drawing down funds too quickly. But 
if taking a 4 per cent pension, on roughly $1.9m (assuming a 
small amount of earnings), then drawings of $76,000 would 
be required.

Members	will	still	have	the	three-year	pull-forward	
provisions,	but	won’t	be	able	to	make	NCCs	once	a	
total	super	balance	of	$1.6m	has	been	reached.

http://www.eurekareport.com.au/article/2016/5/18/wealth/super-strategies-use-now
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The impact on TTR strategies of the switch back 
to an annual limit of $100,000 (effectively asset-
tested at $1.6 million) will be more important.

It is likely that money will have to stay paying tax in 
super until Drew reaches 65 or ceases work in the current 
employment arrangement. At that time, the money could 
potentially be withdrawn from super. It might (or might not) 
make sense to use some of those funds to further increase 
Sam’s super accounts at that time also.

Bruce Brammall is a licensed financial advisor, a mortgage 
broker and an expert on self-managed super funds. He is a 
regular contributor to Eureka Report. To contact Bruce, please 
click	here. 

The information contained in this column should be treated as 
general advice only. It has not taken anyone’s specific circumstances 
into account. If you are considering a strategy such as those 
mentioned here, you are strongly advised to consult your adviser/s, 
as some of the strategies used in these columns are extremely 
complex and require high-level technical compliance.

This could be recontributed to Drew’s own account, but 
Drew is not going to be able to get a larger pension, so it 
will probably still be better to contribute to Sam’s account.

If $200,000 had been contributed to Sam’s account in the 
current financial year, then the pull-forward provisions 
would have been pulled into play for FY17, FY18 and FY19.

Importantly, it appears that if you don’t use the full $540,000 
for the bring-forward rules this year, you will be limited in 
your bring forward to $180,000 (for FY17), plus $100,000 
each for FY18 and FY19. A total of $380,000 as a bring- 
forward limit.

If less than $180,000 from FY17 was contributed to Sam’s 
account, then Sam could potentially use another $300,000 
in contributions for FY18, FY19 and FY20. Any remaining 
cash, plus this $76,000 ($176,000 total) could be contributed 
to Sam’s account, with a view to contributing up to $300,000 
between FY18 and FY20.

Drew will have had to reduce the pension account from what 
was in excess of $1.6m by July 1, 2017, so potentially around 
$200,000–$300,000 will have gone back to super.

http://www.eurekareport.com.au/contact-us
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Q. I am 63, retired, and have an SMSF with an account based 
pension worth $1.4 million. In addition to my superannuation 
I have an investment property purchased 20 years ago for 
$200,000 that is now worth $700,000. I still owe $200,000 
from when I originally purchased the property. I had thought 
about selling this property but the changes to superannuation 
announced in this year’s budget left me thinking I should hold 
onto it.

I have seen that the Government is changing its superannuation 
policy they took to the election and am not sure whether I 
should rethink my decision to hold onto the property. Can you 
tell me how the revised superannuation changes will work and 
whether I should try and sell the property so that I have the 
funds before June 30 next year?

Answer: The superannuation changes announced in this 
year’s federal budget, with two notable exceptions, will largely 
proceed unchanged if they are passed by both houses of 
federal Parliament. Those two exceptions will, on the one 
hand, remove the retrospective aspect of the change to non-
concessional super contributions (NCCs), which is welcomed. 
On the other hand, the removal of the work test for people 
aged 65 and older will not go ahead, which is unwelcome.

Originally the $500,000 lifetime limit on non-concessional 
contributions (NCCs) was to apply from May 3 this year. That 
retrospective change to NCCs has been removed with the 
annual limit reducing from $180,000 per year to $100,000 
per year, with the new contribution limits applying from 
July 1 next year.

People under the age of 65 will still be eligible to bring 
forward NCCs and contribute up to $300,000. It would appear 
that the lifetime limit of $500,000 has been dropped. In its 
place there will be a restriction on anyone making NCCs 
when their superannuation balance is more than $1.6 million.

The value of a person’s superannuation in relation to the 
$1.6m limit will be assessed at June 30 for the previous 
financial year. Therefore anyone with superannuation of 
less than $1.6m at June 30, 2017 will still be eligible to make 
further non-concessional contributions.

Tax with Max:  
A super property dilemma

by max neWnham  •  eureKa report  •  28 September 2016

When the bring forward rule is triggered in either the 2016 
or the 2017 financial years, but the limit has not been fully 
used, transition rules will apply to the amount of further 
contributions. This means for anyone under 65, who 
contributed more than $180,000 in the 2016 financial year, 
the maximum NCC that can be made will be $460,000. This 
is made up of the $180,000 for the 2016 and 2017 years, plus 
the $100,000 limit for the 2018 year.

If someone under 65 contributes more than $180,000 during 
the 2017 financial year they will have a total limit for their 
non-concessional contributions of $380,000. This is made up 
of the $180,000 limit for the 2017 year, and $100,000 limits 
for the 2018 and the 2019 years.

For small business owners there is an additional limit on 
NCCs of $1.415m that applies to capital gains made on the sale 
of a small business when the owner or owners are retiring.

The reduction in the current tax deductible concessional 
contributions of $30,000 for people under 50, and $35,000 
for anyone 50 and older, will proceed with a NCC limit of 
$25,000 for everybody from July 1, 2017.

Although there is no guarantee that the superannuation 
changes will become legislation you should seriously consider 
selling the rental property so that the proceeds can be 
contributed to superannuation before June 30, 2017.

By doing this you will be able to reduce the tax payable on the 
taxable capital gain of $250,000 by making a self employed 
tax-deductible concessional super contribution of $35,000. 
This will result in superannuation contributions tax being 
paid of $5250, compared with income tax of $17,150 on the 
$35,000 if no tax-deductible contribution is made.

In addition, as your superannuation balance is below the 
$1.6 million limit, and as long as you have not exceeded the 
previous $180,000 non-concessional contribution limits in 
any of the three previous financial years, you would be able 
to make an NCC before June 30, 2017 of $380,000.

The	Government’s	super	changes	offer	opportunities	
for	investment	property	owners	as	well	as	share-
owning	superannuants.	
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As long as all of the shares have been owned for more than 
12 months the net capital gain made can be reduced by the 
general 50 per cent CGT discount available to individuals. 
This taxable capital gain will then be added to your other 
taxable income and tax paid at the relevant marginal tax rate.

If being semi-retired means that you are still employed you 
may not be able to reduce the tax payable on the assessible 
capital gain made unless you meet the current self employed 
tax deductible concessional contribution rules.

These rules do not allow a person who is employed to make 
a tax-deductible concessional contribution unless their 
employment income is less than 10 per cent of their total 
taxable income.

If you are stil l working and receiving employer super 
contributions, and are not eligible to make a self employed 
super contribution, you should consider not selling the shares 
until after June 30, 2017. If the change to the rules about tax 
deductible personal super contributions becomes legislation 
you could make a tax-deductible concessional contribution 
under the new rules that will apply from then, up to the 
relevant contribution limit.

Got a question for the Tax with Max column? Email: askmax@
eurekareport.com.au

General Advice warning: eureka Report Pty Ltd: ABn: 84 111 063 
686 AFSL no: 433424. This article may contain general advice and 
has been prepared without taking into account your objectives, 
financial situation or needs. Before acting on this information, you 
should consider if it is appropriate for your circumstances. Where 
the information relates to the acquisition of a product, you should 
obtain the PDS and consider this before making your decision.

If you chose to hold on to the rental property and are forced 
to sell it in future years when you are over 65, unless you 
are able to pass the 40-hour work test that will still apply 
for people aged 65 to 75, you will not be able to reduce 
income tax payable by making a tax-deductible concessional 
contribution, and you will not be able to make a non-
concessional super contribution.

If you decide to sell the property and maximise your super 
contributions prior to June 30, 2017 your superannuation 
balance will exceed the $1.6m limit on pension accounts.  
This w il l just result in you hav ing the excess in an 
accumulation account.

I cannot see any downside of you making the decision to 
sell the property now and making the super contributions, 
other than the fact that the rental property may increase in 
value even more and you would therefore miss out on this 
extra profit. But before making a decision you should seek 
professional advice in case there are other strategic tax and 
retirement planning steps that you should take.

Q. I am 62, semi-retired with an adequate pension from an 
industry fund, and about $40,000 in blue chip shares which 
I started buying in 2009. I wish to simplify my life and am 
considering selling all of my shares. While some shares have 
done really well others have plunged. What should I consider 
before selling?

Answer: The first thing you need to calculate is exactly what 
net capital gain you will be making on the shares being sold. 
The net capital gain will be made up of the shares that you 
are selling at a profit, minus the loss you will be making on 
the shares that have dropped in value.

Anyone with superannuation of less than $1.6m 
at June 30, 2017 will still be eligible to make 
further non-concessional contributions.
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What triggered the suggestion of a massive increase in a state 
tax was the parlous condition of the WA budget, which has 
been driven deep into deficit by the collapse in commodity 
prices and a resulting sharp fall in income from mineral 
royalties.

It is potentially a lot worse overseas as governments which 
are also battling depleted budgets see the commodity-price 
recovery as a perfect time to hit their natural resource sector 
with higher taxes, and even the nationalisation of assets.

Australia remains attractive
In South Africa, the youth wing of the ruling African National 
Congress has revived calls to nationalise mines, banks and 
private land largely because a rival political party, Economic 
Freedom Fighters, has been campaigning on the same 
proposal and stealing votes from the ANC.

In the Philippines, sovereign risk is rising in a different 
form, the closure of nickel mines which do not meet the 
environmental standards set by a new president. While 
that trend has benefited Australian nickel producers, it is a 
warning shot that investors should not ignore.

The most important lesson from the deteriorating conditions 
for mining companies in many countries is that when it 
comes to risk, even if it has high taxes, there is no jurisdiction 
that is more mining friendly than Australia.

The coal industry might dispute that point, and BHP and 
Rio are not happy with the proposed iron ore tax slug in WA. 
But repeated surveys have found that Australia is the most 
attractive location for mining – though that might also be 
interpreted as there being some pretty lousy places which 
make Australia look good, and not just on the sovereign 
risk issue.

An emerging example of Australia being more attractive 
than other locations can be found in the mineral which has 
become the speculator’s f lavour of the month, lithium.

Until recently there was a view that the best opportunities in 
lithium could be found in the dry salt (brine) lakes of South 
America, but that might not be the case with Australian 
lithium potentially offering quicker and fatter profits.

Rising commodity prices have delivered some spectacular 
share price gains for investors in mining companies over the 
past eight months, but they have also brought the return of 
a wealth-destroying problem that most investors overlook 
– sovereign risk.

Key Point

•	When	it	comes	to	risk,	even	if	it	has	high	taxes,	
there	is	no	jurisdiction	that	is	more	mining	
friendly	than	Australia.	

Australia is not immune to the phenomena which manifests 
itself here as higher taxes, and while the threat of a super-
tax on coal and iron ore conceived by a previous Labor 
government has faded there is a return bout being fought 
in Western Australia over a company-specific iron ore tax.

BHP Billiton and Rio Tinto are the target of a proposed 1900 
per cent increase in a state levy on iron ore which was set 
at 25 cents per tonne more than 40 years ago and never 
increased, an oversight according to the junior partner in 
WA’s coalition government which wants $5/tonne.

Chart 1: Bloomberg Commodity Index (USD),  
past 24 months 

Chart 1: Bloomberg Commodity Index (USD), 
past 24 months 

Source: Bloomberg, Eureka Report
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If implemented as proposed by the National Party, which 
seems unlikely, the two mining giants would collectively 
be handing over about an extra $3 billion a year to the WA 
Government, wiping out much of their profit from iron ore.

Politicians eye off mining’s recovery

by tIm treadgoLd  •  eureKa report  •  29 September 2016

From	Western	Australia	to	South	Africa	and	the	
Philippines,	politicians	are	looking	at	miners	
for	a	budget	fix.	
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Political risk, resource nationalism and 
legislative uncertainty were nominated by a 
panel of risk experts as major future risks for 
mining companies.

Verisk Maplecrof t , a Brit ish-based r isk assessment 
consultancy, said the risk of a return of resource nationalism 
could coincide with a return of higher commodity prices.

“This is particularly the case given that many companies 
have successfully cut their costs right back and can hope 
for higher margins when prices eventually recover,” Verisk 
Maplecroft said.

“This may prove tempting to governments that have struggled 
for several years with lower natural resources revenue and 
significant budget deficits.”

The proposed 1900 per cent increase in WA’s iron ore mining 
charge is an example close to home, but at least it’s in the 
open and BHP  and Rio have an opportunity to fight the tax 
hike – which does not often happen in other countries when 
taxes are boosted.

There is considerable irony in higher mineral prices bringing 
a higher level of risk but the situation is one that investors 
should not ignore, especially when choosing between an 
Australian mining company working at home and one 
working abroad.

Morgan Stanley, an investment bank, broke with the 
popular view in a recent research report into lithium and 
graphite which questioned: “the ability of the incumbent 
South American brine producers to adequately address the 
potential gap in (lithium) supply and demand”.

Australia, rather than South America, offered the best entry 
point into lithium with Australian “hard rock” resources 
being “the most efficient and economic resources to develop 
in the near term”.

The situation with lithium is a perfect example of why it can 
be better to look close to home for investment opportunities 
and not be swayed by the appeal of a foreign project that 
has problems which can be less obvious, until they wipe 
out your capital.

Copper, the metal earmarked by BHP and Rio as their 
favored investment for future growth, is another example 
of risk rising with the price, especially in Africa which is 
home to some of the highest-grade copper mines, and worst 
governments.

The key risks ahead
Polit ica l r isk , resource nationa l ism and leg islative 
uncertainty were nominated by a panel of risk experts from 
firms Control Risk, Price Forbes, Critical Resource and Verisk 
Maplecroft, as major future risks for mining companies.
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