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TEN STRATEGIES  
FOR A REcOvERING 
INvESTmENT mARkET
Keat Chew

W
ith signs that the investment markets are 
stabilising and improving over the last few 
months, it may now be a good time to put 
some practical strategies in place to take 
advantage of what is hopefully a sustained 
market recovery.

Strategies may range from the restructuring of an entire portfolio 
to include investments that have the potential to provide higher 
returns in a recovering market to simply commencing a pension to 
lock in tax benefits. Regardless, now is the right time to think about 
how clients may be able to improve on their investment returns 
simply by putting in place appropriate technical strategies to fully 
benefit from the improving investment cycle.

most efficient use of capital losses
There are a few fundamental rules with capital gains and losses that 
are crucial in planning for the efficient use of capital losses. It is well 
understood that capital losses for tax purposes are not available until 
the asset is disposed (or deemed to be disposed) of. 

Capital losses when realised can only be used to offset capital gains 
and are available to carry forward in future years if not fully utilised. 
There is no option not to use available capital losses (either realised 
in that year or brought forward) when there is realised capital gain 
in a financial year.

There is a choice however to select which capital gain (if more 
than one asset is sold resulting in multiple gains) is to be offset with 

the available capital loss. Capital losses are best used against gains on 
assets that have been held for less than 12 months. 

This is because for assets held for more than 12 months, the 
losses are applied before the 50% discount is given, effectively losing 
the benefit of the discount on the amount offset by the loss. Some 
planning should therefore be done before crystallising losses or gains 
if we are to make the best use of the losses for example, not disposing 
of an asset, which creates a loss at the same time as realising a gain on 
an asset which has been owned for more than 12 months.

If considering this strategy, be careful not to create a “wash sale” 
situation, where an asset is disposed of, but there is no substantial 
change in economic interest in the asset thereby causing the Australian 
Taxation Office to trigger Part IVA tax avoidance penalties. 

commencing an income stream
When a benefit is paid from a superannuation fund, the proportion-
ing rule is applied to calculate the tax free and taxable components. 
The proportion is based on the value of the tax free component 
(which in most instances will be made up of non-concessional con-
tributions) at the time of payment as a proportion of the fund value. 
As the market improves and the value of the account grows, the tax 
free component, being the dollar amount of the non-concessional 
contributions, remains constant and therefore the tax free propor-
tion deteriorates. 

An easy solution is to commence an income stream which locks in 
the tax free proportion. For example, a $450,000 non-concessional 
contribution start up account will have a tax free proportion of 100%. 
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If an income stream is immediately commenced, and 
even if the account grows to $600,000, the tax free 
proportion will remain at 100% and any payments, 
including lump sums commutations will bear the same 
tax-free proportion. 

This is not the case if the account remains in 
accumulation. With an increased accumulated balance 
of $600,000, any payment including an income stream 
commencement will bear a reduced proportion of 75% 
tax-free and while it remains in accumulation phase, 
will continue to deteriorate with the improved market.

Splitting contributions
The current $50,000 superannuation concessional 
contributions cap for individuals aged 50 or over will 
be phased out at the end of June 2012. In replacement, 
it is proposed from 1 July 2012 the $50,000 cap will 
only be available for those 50 or over, but only if their 
total superannuation balance is less than $500,000. 
Details of how the $500,000 balance is to be deter-
mined are yet to be finalised.

Despite the uncertainty with the $500,000 rule, 
it would be prudent for individuals with spouses 
to equalise their superannuation balances as much 
as possible, particularly for those with balances 
approaching $500,000 and who are most likely to go 
over the threshold with improved market conditions. 

Splitting of contributions to the spouse with the 
lower balance can help keep the balance below the 
threshold for a longer period of time. The maximum 
amount that can be split each year is 85% of the 
concessional contributions (up to the concessional 
cap) made.

Transferring assets in-specie
Transferring assets from an entity or an individual to 
another entity including a superannuation fund will 
most likely crystallise a capital gains tax liability or in 
some cases depending on the cost base generate a capi-
tal loss. An in-specie transfer is usually undertaken to 
allow future income and capital gain to accumulate in 
a lower tax environment or transfer to an entity with a 
lower tax rate. 

Before the market improves further, it may be a 
good time now to restructure and transfer assets to 
the appropriate entities before more gains build up in 
the assets. In this way, by doing it sooner rather than 
later, the least amount of capital gain is realised upon 
transferring the assets- this is assuming of course that 
our market continues strongly in its recovery mode.

A common application of this strategy is to transfer 
personally held assets into a superannuation fund as a 
contribution. However, if such a strategy is undertaken, 
it should be remembered that generally a super fund 
can only accept cash, listed investments, widely held 
unit trusts and business real property and that the 
contributions caps will apply

Selling a business
Small businesses are able to access a number of con-
cessions, including capital gains tax relief on the sale of 
the business by the owner. In order to take advantage 
of the small business CGT concessions, the business 
owner needs to pass a number of tests. A crucial hurdle 
is the maximum net assets test requiring the total net 
value of CGT assets owned to be less than $6 million.

Depending on the investments owned by the 
individual, the $6 million test may be satisfied under 
current market conditions but perhaps this may not be 
the case if the market recovers further. This may lead 
to a decision to sell the business now rather than later 
particularly if the total value is close to the $6 million 
mark. 

If the decision is not to sell now, a bit of forward 
planning may also help to keep the net value of the 
assets below the threshold by being aware that 
superannuation is excluded from the net assets value 
calculation. It therefore follows that individually 
owned high growth investments that react positively 
to improving market should, where possible, be 
transferred to a superannuation fund for this purpose.

Gifting
It may be advantageous for clients to dispose of (gift) 
assets in order to access a higher level of Centrelink 
payments. The Centrelink gifting rules only allow an 
individual or a couple to dispose of $10,000 of assets in 
a financial year or $30,000 in any five consecutive fi-
nancial years. Any excess assets disposed of above the 
thresholds will be considered as ‘deprived assets’. Any 
deprived assets as a result of gifting will unfortunately 
continue to be assessed and deemed for income test 
purposes for five years after the date of the gift which 
defeats the purpose of gifting.

Gifting investments before the market fully 
recovers will enable more assets to be disposed of at 
a much reduced market value. It may also be a useful 
consideration to gift away investments with a higher 
growth in preference to those with lower growth 
potential. 

Re-contribution
If the aim of the re-contribution is to improve the tax-
free component of a superannuation account, then it 
may be worthwhile to put this strategy in place before 
the market improves further. This allows more assets 
at a lower value to be re-contributed than otherwise, 
subject to the contribution caps. Make sure that the 
tax-free proportion as a result of the re-contribution 
is locked in by commencing an income stream. In this 
way, any future growth on the re-contributed amount 
will no longer impact the locked in tax free proportion.
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Overseas pension transfers
There has been a slowdown in the number of overseas pension trans-
fers, most notably from the United Kingdom. This is a reflection 
of poor and uncertain market conditions here and overseas in the 
last 18 months and the appreciating Australian dollar exchange rate 
deterring repatriation of funds to Australia. A tax liability can arise 
in Australia on the repatriation of funds from an overseas pension 
fund, the tax payable generally based on the growth of the fund since 
the client first became an Australian tax resident to the transfer date. 

The only exemption available is if the transfer is done within six 
months of becoming an Australian resident. Where an individual has 
been in Australia for a long time, the tax exposure can be substantial 
with all the gain to be included in assessable income in the year of 
transfer and taxed at an individual’s marginal tax rate. 

Alternatively, where the transfer is made directly to an Australian 
complying superannuation fund, an election is available for the gain 
to be taxed in the fund at a much lower concessional tax rate. By 
transferring before the market is in full recovery, the assessable gain 
and tax exposure hopefully can be kept to a minimum. Where the 
concern is the high Australian exchange rate, it is possible in some 
funds, particularly a self-managed superannuation fund, to maintain 
the transfer in a foreign currency bank account pending the exchange 
to Australian dollars.

Gearing in superannuation
Gearing in superannuation is an attractive option to build up sub-
stantial wealth in a tax concessional environment. With the usual 
risks of gearing, this strategy is obviously only appropriate for clients 
who meet the right profile to take on the risk. Whether it is investing 
in a geared managed fund or setting up an instalment warrants bor-
rowing arrangement through a self-managed superannuation fund, 
gearing allows individuals to maximise their exposure to an improv-
ing market. 

Related party loans can be used as part of the borrowing 
arrangement allowing additional funds to be invested in the 
superannuation environment which otherwise would not be possible 
because of the contribution caps.

Although the borrowing arrangement through self-managed 
superannuation has predominantly been used to leverage properties, 
it is possible to leverage a portfolio of shares as well albeit with certain 
limitations. It should be appreciated that in the superannuation 
environment, gearing costs are deductible at a much lower tax rate 
compared to outside superannuation, potentially in the case of an 
individual at the top marginal tax rate. The benefit on the other hand 
in superannuation is any future income including capital gains will 
be taxed at a similar low rate.

Exposure to the market
The investment market has progressively improved over the last 18 
months, and being ‘out of the market’ can have a significant impact 
on the return which may hurt the final portfolio balance or retire-
ment benefit in the long run. Timing the market and getting it right 
is a most difficult, if not impossible process, as many of us have found 
out in recent times. 

As the old saying goes, it is certainly the time in the market that is 
crucial, and where an individual’s profile fits the criteria, particularly 
one who aims for long term objectives, a continuous or increased 
exposure to the market is probably justifiable. 

It is even more important now given where the market has been 
in the last 18 months and more critically, where it could potentially 
be over the next 18 months to determine the level of exposure that 
an individual is comfortable with and implement changes to the 
portfolio where there is an expectation of further and consistent 
market improvement. fs

Practice management


