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When placed under undue pressure human beings 
will typically react with one of two responses:  
fight or flight.

These are instinctive reactions that manifest during 
times of unexpected high stress.

For advisers in today’s difficult market conditions  
the notion of ‘fight or flight’ has taken on a whole 
new meaning. How many times during periods  
of financial market volatility do you hear the 
expression ‘flight to quality’ as investors seek out 
less volatile havens?

For advisers and their clients, the current pressure 
may not be about whether to exit a volatile  
market. The question facing them is which asset 
class represents appropriate value and what  
are the emerging indicators for the future state  
of the markets?

Our Cover Story seeks to chart some sense  
around this question. As Macquarie’s Richard 
Gibbs points out, an unusual set of global economic 
circumstances – sparked by the US sub-prime 
issues – has created a heated cocktail for investors 
the world over.

The good news is that with some steam now eased 
out of the markets there is value for those ready to 
take up market opportunities.

This edition of Forward Thinking also delves into the 
emerging world of business-based technology for 
financial planning operations. With ever increasing 
demands on advisers, the issue of practice efficiency 
and effective client management tools has arisen as 
the next big battlefront for advisers.

We trust you will gain much from this edition of 
Forward Thinking.

I leave you with the thought that for the Macquarie 
team we prefer the ‘fight’ challenge – meaning the 
current market conditions presents an opportunity 
to redouble award-winning service efforts to advisers 
and their clients.
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pressure relief

Pressure has risen remarkably 
swiftly for investors and their 
advisers during the first 
quarter of calendar year 2008. 
Gold and oil commodities hit 
all time high price levels. The 
once-subdued inflation genie 
has also wriggled out of the 
bottle. And the subsequent 
daily headlines of share market 
volatility and a seemingly 
worsening credit crisis have 
added to the tension.

Will the pressure ever ease?

Forward Thinking’s Bruce Madden sought 
the views of Richard Gibbs, Macquarie’s 
global head of economics, for his thoughts 
on where the screws might be loosened.

global
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pressure relief
why global markets can ease out some steam



Ask any financial adviser to describe the current 
market’s unforgiving mood and they might agree 
that the pressure cooker is a most apt analogy. 

Indeed, the heat emanating from the United States’ 
sub-prime mortgage failures, fuelling a global 
credit crunch and a bubbling downward stock 
market has created a financial stew not seen by 
market commentators for decades. The question 
is: Is there a pressure release valve at hand?  
Yes, but perhaps not in the near future, says 
Macquarie’s Richard Gibbs.

As this issue of Forward Thinking went to press 
the financial world was digesting yet another 
serving of bad news. The bail-out of US investment 
bank giant Bear Sterns threw world markets back 
into the red just days after the Federal Reserve’s 
US$200 billion liquidity injection had boosted the 
Dow Jones Index by up to 4% in a day.

Bear Sterns, the ninth biggest bank in the world, 
may survive but reports that the once-esteemed 
financial institution was dependent on a short-term 
loan facility from the Federal Reserve of New York 
spooked investors whose nerves must already 
be in tatters.

According to a report in the UK Telegraph, the 
action of the New York Federal Reserve marked a 
significant point in the latest global financial fiasco.

“It is the first time since the 1960s that the US 
central banking system has been called upon to bail 
out a major bank, with the severity of the situation 
sparking fears that Bear’s problems may trigger 
a crisis similar to the one that triggered the Great 
Depression of 1929,” the Telegraph reported.

The Dow fell over 1.5% on the news.

Likewise in Australia the share market has bounced 
frenetically in recent times as confused investors 
attempt to make sense of the often-conflicting 
pieces of news, rumour and innuendo spilling out 
into the public arena.

Since the beginning of 2008, the Australian Stock 
Exchange (ASX) has experienced mood swings, 
rising or falling 3% in a day on several occasions. 
But while the daily mood fluctuates, the overall trend 
is overwhelmingly negative: from the high watermark 
of 6754 at the end of October last year, the S&P/ASX 
200 was sloshing around the 5400 level early in April.

Falling equity markets and the growing credit crunch 
have already claimed some high-profile Australian 
victims – witness the troubles of former high-flyers 
Allco and MFS – but no-one is yet calling an end 
to the descent.

Conversely, the prices of the world’s most sought-
after commodities are going through the roof. Gold 
broke through the US$1,000 per ounce mark in 
March just as oil hit the US$110 mark.

At the same time the world’s favourite currency, 
the US dollar, is slumping.

Soaring world food prices have also put inflation 
firmly back on the agenda in developed countries, 
handing central banks a dilemma of epic proportions: 
continue the fight against the traditional enemy of 
inflation with rate increases (and risk worsening 
the current financial crisis); or, attempt to halt a slide 
into recession by cutting rates (and risk out-of-
control inflation).

The US Federal Reserve has chosen the latter course 
of action – slashing interest rates to 3% – a drop of 
2% already this year, with a further 75-basis-point cut 
as this publication went to press.

However, the Australian central bank has ranked 
inflation above recession in its list of fears; 
cranking up rates to 7.25% and talking tough about 
future increases.

Either way, the economic rough weather is unlikely 
to ease in the near term, according to Richard Gibbs, 
Macquarie global head of economics.

“For the remainder of this year we are going to see 
continued choppy sailing conditions in markets 
and in many economies,” Gibbs says.

But he says the current financial storm has also 
intensified the relative decline of the country at the 
centre of the money maelstrom – the US.

Diverging and emerging: 
the end of US dominance
Gibbs says the world is witnessing “the acceleration 
in the changing of the guard in terms of where the 
balance of power lies globally, a power shift”.

cover story
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For the remainder of this year we are going 
to see continued choppy sailing conditions 
in markets and in economies.
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He says the emerging economies – especially those 
that produce energy and commodities – are rapidly 
diverging from mature, advanced economies such 
as the US.

These emerging economies are today supplying 
much of the capital “that is now so desperately 
sought and required, particularly by US financial 
institutions”.

While, de facto, emerging economies have assumed 
this power, Gibbs says not everyone in the US has 
recognised the reality of the new world order.

“A lot of people in the United States are in denial 
and this is a problem for us in terms of the near-term 
economic scenario as well,” he says.

According to Gibbs, a similar pattern played out 
when the previous ‘savings and loans’ (S&L) crisis 
first hit the US in 1988. That year, like 2008, included 
a US presidential election and he says politicians of 
all stripes were loathe to take a stand on the disaster 
sweeping through the country’s financial institutions. 

Instead of recognising the scope of the bad debts 
in 1988 and finding a solution, they left the problem 
to fester until George Bush senior assumed power 
a year later.

Jump forward 20 years, and with George W Bush 
limping to the end of his reign, the situation is all 
too familiar.

“That is the risk we now have with us at this point in 
time with the sub-prime mortgage problems in the 
United States. No-one on either side of the political 
spectrum really wants to be engaged in that debate 
or in that remedy,” Gibbs says.

Neither do US politicians wish to utter the dreaded 
‘R’ word – at the risk of appearing too downbeat 
during a campaign year.

However, Gibbs says an honest appraisal of the  
US economic situation – backed up with data 
confirming the official presence of a recession 
– could clear the air and provide investors with 
the necessary ‘closure’.

“I have now come to the conclusion that if we did 
use the R word… the uncertainty in relation to that 
aspect would end,” he says. “And if there’s anything 
that markets and investors hate, you know hate, 
it’s really a lack of a conclusion or closure.

“Very much what markets hanker after is a line in 
the sand, an end point, and at this moment we 
can’t offer them that with the president and the 
administration refusing to actually use the R word.” 

Acknowledging the existence of a recession might 
be a step on the road to recovery for the US, but 
Gibbs says the bounce-back is unlikely to follow 
the classic ‘V-shaped’ turnaround much studied by 
economic theorists.

A lot of people in the United States 
are in denial and this is a problem 
for us in terms of the near-term 
economic scenario as well.
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Despite the massive stimulus injected into the US 
economy over the last few months, he says it will 
not be enough to stop many companies falling into 
bankruptcy during the second half of 2008.

Many firms are struggling to raise working capital 
and paying a higher price to do so. Gibbs says these 
US companies are “holding on” in the mistaken belief 
that the Fed’s stimulus measures will lift earnings 
across the economy.

However, with sub-prime write-downs still lurking 
in the system, he is predicting the country will only 
experience a “very grudging, gradual recovery”.

“We’ll actually see the peak in corporate bankruptcies 
in the United States in the second half of this year,” 
Gibbs says. “It’s an ugly scenario, and unfortunately 
implicit in that scenario is that we will burn some of 
the good trees as well as the weeds.

“Such is the destructive nature of market economies 
and capitalism. There will be collateral damage. 
We will lose some good companies but in doing  

we will have cleaned out a lot of the rubbish  
that’s there.”

But he isn’t ready to consign the US economy  
to the dustbin of history just yet.

“I would say from painful experience that we 
shouldn’t write off the US economy. It’s the world’s 
largest and most innovative economy,” Gibbs says. 
“While it does seem fairly dire at the moment, I’m 
talking about the changing of the guard in the global 
structural sense.”

Open and accountable: 
the return to  
transparent markets
The sub-prime blow-out is dealing investors around 
the world some very painful lessons. One such 
lesson, according to Gibbs, is that you shouldn’t rely 
on “young whiz kids with computer models”.

He says the tech-savvy youths were able to conjure 
up computer-generated products that “none of us 
could rationally and credibly disentangle”.

But trade proceeded on the basis of “trust me, 
we have this wonderful pricing formula that you 
should accept as a counter-party and I accept 
as the originator”.

“What this is teaching us, hopefully, is that we don’t 
have a better system than the open transparent 
market system where we have: ample liquidity; 
market efficiency; and open knowledge of pricing,” 
Gibbs says.

“And this is what these products sought to usurp 
to some extent by saying ‘we’ll go counter-party to 
counter-party, we don’t need exchanges, we don’t 
need banks’.”

Burnt investors though, are now demanding clarity 
and transparency in the markets and that, he says, 
will bring about a resurgence in the role of banks.

“Out of all this process that we’re going through 
and all the turbulence and the chop, we will see 
re-emerge the pre-eminence of banks because 
where are corporates having to go back to, to get 
their funding, to get their lines of credit? It’s banks,” 
Gibbs says.

He also says the new era of transparency should 
extend to some of the obscure short-selling 

practices in the Australian share market, which have 
recently come under investigation by the Australian 
Securities and Investments Commission (ASIC).

While the ASIC investigation has only just been 
launched, Gibbs says the “toothless tiger” must 
start “growing some teeth very quickly” to regulate 
hedge funds that have been free to significantly 
short sell good and bad companies with no 
reporting requirements.

“What’s been going on in Australia in the last three 
or four years is market manipulation, not a market 
at work. It’s not an open and transparent market 
at work,” he says.

And it is ordinary investors who have suffered from 
the “cynical” short-selling techniques, Gibbs says.

Investors have been exhorted to save for retirement 
by pouring their money into growth assets “and the 
majority of the investors are the people on the street 
who have done that with the assistance of their 
financial advisers”.

“They’ve done the right thing,” he says.

But these investors are confounded when the  
share prices of fundamentally strong companies  
sag significantly.

“You know, what is going on? These people 
with the weight of money behind them and the 

Burnt investors are now demanding  
clarity and transparency in the markets. 
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security of this veil of secrecy and no disclosure 
and no reporting requirement, they’re coming in 
and shorting the hell out of the stock in a cynical 
way to make money,” he says.

“The people on the streets, the mum and dad 
investors, have got every right to feel let down to 
an extent by custodians and the regulators who 
have sat back and watched this.”

Australia’s home 
advantage
Australia will not escape unscathed from the current 
financial crisis, but Gibbs says there are several 
positive factors underpinning a long-term solid 
performance of the country’s economy.

Firstly, the world demand for resources looks set 
to continue as India, China and countries in the 
Middle East keep developing.

“This country and this market is almost uniquely 
placed in terms of the resources boom, be it soft or 
hard,” he says. “Now we’ve been riding the waves 
of the revolution in hard commodity prices and base 
metals and coal and iron ore. That’s a revolution 
that’s going to continue – it’s not going to revert 
back to a traditional boom-bust cycle.”

The rising demand for ‘hard’ resources has allowed 
the country to build two of the world’s largest mining 
companies, which are still predominantly held by 
Australian shareholders.

“We’ve got a retrospective big slice of the action as 
investors,” Gibbs says.

But despite droughts and changing weather 
patterns, Australia is also well-placed to benefit from 
growth in the ‘soft’ agricultural commodity market.

“We are extremely fortunate in having a large 
continent with very changeable and different climatic 
zones and we’re now starting to say ‘How do we 
most productively use those zones?’” he says.

With increasing investment in technology and in 
training agricultural experts, the country is becoming 
much more efficient at extracting the best from its 
extensive land resources.

“We did it in the wine industry years ago and 
now we’re doing it across other parts of primary 
production, and we’re seeing also the rise now of 
larger multi-facetted agriculture or agribusiness 
in Australia and I think we can be a world leader 
in that area,” Gibbs says.

He says financial advisers should be considering 
investment opportunities in these sectors 
– particularly for their younger clients.

“We’ve got to be looking at sectors that are going 
to be still flourishing in 15-20 years’ time, so we’ve 
really got to be using our imagination to some extent. 
Where is the world heading? How is this shift in the 
balance of power developing, what demands are 
coming with it?”

But this time around, the expansion of Australia’s 
agricultural and natural resources also comes with 
a greater awareness of the need for sustainable 
growth. Gibbs notes that the development of ‘clean 
technology’, such as carbon capture and storage, 
opens up a new area of investment for financial 
advisers to consider. 
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Now we’ve been riding the waves of 
the revolution in hard commodity prices 
and base metals and coal and iron 
ore. That’s a revolution that’s going to 
continue – it’s not going to revert back 
to a traditional boom-bust cycle.
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“We’ve also got a unique opportunity to develop 
carbon off-set activities which will be some of the 
key investment vehicles of the future,” he says.

Beyond the borders:  
new investment frontiers
Australia will continue to offer strong investment 
opportunities in the foreseeable future, but Gibbs 
says advisers should also look to emerging offshore 
markets for growth.

China and India have, deservedly, hit the headlines 
as the key drivers of the new world economy, but 
parts of Eastern Europe, Latin America and the 
Middle East are also vying for investors’ attention.

For example, Russia, Brazil, Venezuela and Saudi 
Arabia all hold enormous potential as investment 
destinations, he says.

Typically, Australia has viewed these regions from 
a geo-political perspective rather than as places to 
invest, but Gibbs says the time is ripe for a rethink.

He says the demographic argument in these 
developing regions is compelling – youth is on 
their side. In Saudi Arabia, for instance, 65% of 
the population is under 30 and their thirst for modern 
technology and services, such as mobile phones, 
appears insatiable.

“What we’ve got to do as advisers is in many ways 
look at the opportunities and challenges in that 
part of the world from a totally different perspective 
to the way we look at Australia and other mature 
economies with ageing populations.”

Gibbs recently spoke at the Jeddah Economic 
Forum – the first time an Australian has been 
represented there – where he outlined the 
opportunities not only in physical and social 
infrastructure but also in areas such as education.

“We’re operating at the young end of the spectrum, 
saying ‘how do we create growth, how do we  
grow this emerging middle class, and what kind  
of business investment opportunities are they going 
to unlock for others, those that are outside the 
country when we do that?’” he says. “And they’re 
quite enormous.”

Australia’s burgeoning superannuation assets will 
undoubtedly have to find a home in these growth 
regions, Gibbs says, and the smart investment 
thinkers have already begun deploying capital there.

He cites the decision of many industry funds to weight 
their portfolios offshore as an example of this trend.

“To be quite honest and objective, their performance 
has been very good. They’re alert to that and so 
I think advisers are also going to have to recognise 
that and say well, you know, for a lot of people you 
don’t have to be a member of the union [to invest] 
if the industry funds are delivering,” Gibbs says.

Inflation: still public  
enemy number one
The Rudd Government has itself in a bind. On the 
one hand it has promised tax cuts over the next few 
years amounting to $31 billion; on the other, inflation 
is gathering steam, which the Reserve Bank is 
attempting to contain with interest rate hikes.

“Obviously, inflation is getting away on us,” Gibbs 
says. “Real household disposable income is going 
to really struggle in an environment of higher interest 
rates, higher mortgage rates in particular, and that 
is a concern for the Government.”

Russia, Brazil, Venezuela and Saudi Arabia 
all hold enormous potential as investment 
destinations.



global pressure relief

However, with a little “innovative thinking” he says 
the Government can still return tax dollars into 
the hands of its citizens without pouring fuel on 
the inflation fire.

One solution Gibbs favours would be to lock 
some of the promised tax cuts into superannuation 
and also to cut some of the ‘middle-class 
welfare’ programs.

“[Rudd] may have to spend some of his 77% 
approval rating, political capital, but now’s the 
time to do it,” he says. “The guy’s got the popularity. 
He can do just about anything at the moment 
and do these things now, otherwise we’ve missed 
the opportunity and the trouble is that if we – and 
we’re in a world still in which we don’t know what 
we don’t know in terms of the future path of 
interest rates or demand and income growth in 
this economy.”

Gibbs also sees some “eerie” comparisons between 
Australia and the emerging energy/commodity-
producing nations. While there are differences 
– Australia has a floating exchange rate, better-
developed economic policy instruments and a lower 
tolerance for inflation than these emerging nations 
– the underlying similarities are “very unnerving”, 
he says.

“We’re dealing with very, very strong income growth 
– so are the United Arab Emirates (UAE), so are 
Brazil and Russia.”

The near term in a nutshell:  
three trends to watch
Interesting times are surely upon us, but Gibbs says 
financial advisers should be pointing out to their clients 
the three most important near-term trends to be aware 
of. Firstly, the interest rate risk remains high, so “accept 
that high levels of debt are not wise at this point in time”.

The same lesson applies to selecting investments, 
Gibbs says.

“Companies that are really a function or a product 
of financial engineering should be avoided.”

He also reiterates the point that banks will once more 
be in the ascendancy over the next six to 12 months.

“We do have four of the world’s leading banks, 
in terms of balance sheets and prudential controls and 
standards, so I think we should be cognisant of that,” 
Gibbs says.

“The third point [is] let’s be aware of the risks 
of overheating and reflation in this economy.

“While we’re fortunate to have a foot in each camp 
in terms of soft and hard commodities, that is 
continuing to give us very strong income growth; 
and the pressures that go with that, of course, are 
increased price pressures, inflation and potentially 
interest rates – that brings us back full circle.” 
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Help is at hand to explain market volatility
As any adviser who has lived through an economic downturn knows, effective 

communication with clients is vital to working successfully through the impact 
of market lows.

Understanding this, Macquarie Adviser Services has created the ‘Investment 
Essentials’ toolkit. There are a range of tools for advisers to help engage with clients 

during the current period of market volatility. 

The visual aids place into context the key issues of market risk and the benefits  
of sticking to a long-term investment strategy.

Three client educational brochures are also available to reinforce important 
messages to clients about:

 the value of advice; 

 understanding risk and return; and

 the importance of preparing a proper will and estate planning.

The ‘Investment Essentials’ toolkit will also feature video presentations on relevant 

wealth matters, a presentation to use with your clients, as well as a poster that you 

can download on market volatility.

Advisers can view these materials and order the educational material online  

at www.macquarie.com.au/investment-essentials or by calling Macquarie Adviser 

Services on 1800 808 508. 
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to transfer or 
not to transfer?
When either new arrivals or former Australian residents land 
permanently on Australian soil, they will invariably have assets 
accumulated offshore. These may involve complex issues regarding 
controlled foreign company, foreign investment funds, transferor 
trusts and deemed present entitlement tax provisions. In this 
article, we focus on issues relating to offshore superannuation/
pension schemes, in particular transferring United Kingdom (UK) 
pension scheme benefits to Australia.

expatriate games (part IV)

overseas pension entitlements:
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Transferring to a QROPS fund

Generally, an individual who permanently leaves the 
UK may transfer their UK pension scheme benefits 
to an overseas scheme/fund that is a Qualifying 
Recognised Overseas Pension Scheme (QROPS). 
The individual should, however, check with their UK 
pension scheme for possible restrictive payment 
rules relating to employment, residency, etc. 

QROPS registration was introduced by the UK 
authorities with effect from 6 April 2006. Transfer to a 
non-QROPS registered fund would result in immediate 
adverse taxation implications for both the UK pension 
scheme and the individual, so the UK scheme is 
unlikely to allow a transfer to a non-QROPS. 

To become a QROPS registered fund, an Australian 
superannuation fund has to be approved by Her 
Majesty’s Revenue & Customs (HMRC) UK. Applying 
to become a QROPS is open to all types of Australian 
funds, including self managed superannuation funds, 
provided they meet the various conditions and accept 
prescribed reporting obligations.

QROPS reporting 

On a practical level, the most important undertaking 
by a QROPS relates to their reporting obligations. 
Note there is no requirement for a QROPS to 
determine or pay any UK based tax. ‘Reportable 
items’ include fund withdrawals, transfers and 
commencement of pensions (including the amount 
of the first pension payment) in respect of particular 
members for whom the QROPS holds UK pension 
transfer amounts. Debate currently exists, and we 
await written advice from the UK regulators, on 
whether the term ‘withdrawal’ includes taxes and 
management fees paid from a QROPS fund in 
respect of a particular member.

The fund is required to report any reportable 
items relating to members who, at the date of the 
transaction, were UK tax residents at any time 

during the current or previous five UK income 

years (6 Apr-5 Apr). We will refer to this period 
as the QROPS reporting period. 

Implications of reported amounts

Once an amount is reported, the UK authority (not the 
QROPS) determines whether taxation penalties apply.

Whilst the UK residency rules apply, the UK 
pension scheme legislative provisions require 
benefit payments to be assessed, with penalty 
rates of tax applying to certain benefit payments. 
Payments made by QROPS funds during the 
QROPS reporting period are also subject to 
these provisions.

Broadly, authorised payments within a member’s 
lifetime allowance (LTA) of £1.6 million (2007/08) 
are eligible for concessional tax treatment. 
Authorised payments in excess of the LTA 
attract an additional charge of 25% on pension 
benefits, and 55% on certain lump sum benefits. 
Unauthorised payments attract a 40% charge, 
plus an extra 15% surcharge if the UK’s maximum 
benefit payment limits are breached. 
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We revisit the case of John and Caroline Ryan, who are now returning 
to Australia after many years in the UK as non-residents from an  
Australian tax perspective. John has accumulated $500,000 in a UK 
employer-sponsored Money Purchase Scheme, whilst Caroline has 
approximately $100,000 in a Personal Pension Fund.

Whether the Ryans should, or in fact can, transfer any entitlement back 
to Australia presents a number of planning opportunities and obstacles. 

Why do we need, and what is, 
a QROPS registered fund?

Case study: the period of 
QROPS reporting obligations
If the Ryans transfer their current benefits to 
an Australian QROPS in June 2008, having 
ceased to be UK tax residents in December 
2007, the Australian fund will be required to 
report transactions until 5 April 2013.

Additionally, if the Ryans were to become UK 
tax residents again during this period, the 
reporting period would extend accordingly. 
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Why leave benefits in the UK?

There are a number of possible motivations for 
leaving a benefit in the UK. 

Benefit structure and fee issues

The entitlements being given up when exiting a UK 
pension scheme should be carefully considered.

The UK still has a large number of final salary 
schemes (including many public sector benefits), and 
transfer values calculated by the scheme actuaries 
vary significantly. In some cases the transfer values 
are very good value for the annuity given up, whilst in 
other cases they represent very poor value (even for 
schemes without deficits) and more than offset any 
tax benefits associated with a transfer to Australia.

As an example of a benefit feature to be considered, 
the Guaranteed Minimum Pension (GMP) component 
of some schemes can be an extremely valuable 
guaranteed fixed rate of increase (commonly up 

to 8.5% per annum), and should be thoroughly 
understood and modelled.

With non-defined benefit schemes like personal 
pension plans, the fee structure and the benefits 
provided should be carefully considered. The UK 
has laws capping charges (including investment 
fees, adviser fees and admin fees) at 1% per annum 
on some major scheme types. Most of the simpler 
personal pensions in the UK try to keep within this 
limit, and employer schemes often have no charges 
to the member.

An objective assessment of the benefits provided 
for the fees paid should be undertaken in light of 
the benefits and fees of the proposed Australian 
QROPS fund.

Licensing jurisdiction and advice issues

As a result of the pension overselling crisis in the 
UK in the 1990s, only advisers (known as ‘G60’ 

The ‘to transfer or not to transfer’  
decision process

Implications of reported amounts may well take some 
time to be notified to the member. The QROPS fund 
must report by 31 January following the end of the 
previous UK income year. That is, for withdrawals 
made in the period 6 April 2007 to 5 April 2008, 
the QROPS registered fund must report by 31 January 

2009. Allowing some time for the UK authorities to 
act, it may well be late 2009, or later, before resulting 
taxation assessments are received by the member.

In addition, the member is required to lodge an 
‘IR 20’ report regarding the payments to the UK 
authority as part of the UK self assessment process.

An Australian client who has an interest in a UK 
pension scheme has three broad options:

1  Leave the benefit in the UK for the 
foreseeable future.

2  Transfer the benefit to Australia immediately.

3  Transfer the benefit to Australia at some later 
point in time.

There are a variety of issues which potentially impact 
on this decision – the following is a summary of 
some of the issues, not an exhaustive listing.

1  Leave the benefit in the UK
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advisers) licensed under specific and quite stringent 
UK regulations may provide advice on a UK pension 
scheme benefit. Generally, Australian registered 
advisers will not be registered under these UK 
provisions, and should be extremely careful not to 
provide advice outside their licensing jurisdiction. 
They should limit their advice to the Australian side 
of the potential transaction, that is, to issues relating 
to the receiving fund, the Australian taxation and 
other implications for the UK funds.

However, clients should seek appropriate advice on 
the UK pension scheme. In many cases, detailed 
actuarial calculations may be required to determine 
issues like:

  the vested benefit entitlement at the date of 
becoming an Australian resident;

 the benefit payable upon immediate transfer; and 

  the benefit payable at a later point, such as  
at a specific age and/or when a pension  
becomes payable. 

The cost of such advice (whether or not it includes 
actuarial advice) could be many thousands of 
dollars – anecdotally, a figure of approximately 
$3,000 is not uncommon. Having an early idea of 
the possible cost of this advice may encourage a 
client to leave the funds in the UK without further 
investigation, especially if the UK benefit is relatively 
small. Note, however, that the ATO has suggested 
that where the cost of actuarial valuation of benefits 
for Australian taxation purposes may outweigh the 
benefit, the taxpayer should contact the ATO.

Further, once advice has been obtained, it may 
become apparent that the cost (of further advice, 
loss of pension/lump sum entitlements, Australian 
and/or UK taxation impact, etc) outweighs the 
benefits of transfer, possibly resulting in a decision 
to leave the funds in the UK.

Uncertainty regarding permanence in Australia

Where a client is less than completely certain of their 
permanence in Australia, it may be prudent to leave 
their benefits in the UK, given the potential costs 
and loss of benefits upon transfer. 

Access to benefits

The UK provisions generally allow pensions to be 
commenced when the member has retired and 
reached the normal minimum pension age, currently 
age 50 in general. Transferring to an Australian fund 
may mean loss of access due to the Australian 
preservation rules generally restricting access until 
at least age 55.

Subject to specific scheme rules, benefits may usually 
be left in ‘accumulation phase’ in the UK indefinitely, 
but there are implications when pensions are not 
commenced by age 75 (not covered here).

Once benefits have been transferred to an Australian 
QROPS fund, during the required QROPS reporting 
period all withdrawals are deemed by HMRC to 
be sourced from the transferred UK benefits, and 
should be reported to the UK authorities accordingly. 
In effect, this might create negative tax implications 
on any Australian sourced benefits in the fund, and 
provide a disincentive to accessing those benefits. 
Therefore, it may be desirable that Australian 

sourced funds are held in a separate fund to 

benefits transferred from the UK.

Implications of leaving benefits in the UK

Whilst a benefit remains in a UK pension scheme 
the returns generated internally, from a UK 
perspective, are generally tax free (dividends 
only are subject to a low rate of tax). This may be 
attractive, but the Australian tax consequences 
should be considered also.

Foreign Investment Fund (FIF) taxation

Leaving the benefits in the UK may result in an 
ongoing Australian FIF tax liability. Broadly, the 
accretion in value of a FIF (whether realised or 
not) is treated as assessable income and taxed 
at marginal tax rates. Generally, the change in 
market value method will be used to calculate the 
accretion in value. As this is measured in $A terms, 
the taxable amount will potentially include income 
generated, asset value gains and £UK/$A currency 
fluctuations. The client will be required to meet 
this annual tax liability, if any, from their cashflow, 
or other funds. 

The ongoing annual FIF tax liability and uncertainty 
regarding the amount of tax payable from year to 
year may be a significant disincentive to leaving 
benefits in the UK. Indeed, this somewhat draconian 
tax regime is designed to discourage Australian tax 
residents accumulating assets in offshore structures. 
However, certain exemptions may provide relief.

FIF exemptions

Employer-sponsored superannuation/pension 
schemes are exempt for current and former 
employee members. Additionally, an exemption 
exists if total FIF and foreign life policy (FLP) 
interests of the taxpayer and associates amount 
to less than $50,000.

At the time of writing, the Board of Taxation has 
proposed to broaden these provisions, allowing 
the employer-sponsored scheme exemption to 
continue to apply to funds that are rolled over from 
an employer-sponsored scheme and extending the 
de minimis threshold from $50,000 to $200,000.

Often clients may be unaware of previous years’ FIF 
tax declaration obligations, and may potentially have 
penalty taxes and general interest charge expenses 
to pay upon declaring their interests to the ATO. 

14
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Ultimate benefit taxation

Leaving the benefits permanently in the UK will 
ultimately result in benefits becoming payable from 
the UK scheme. The current Australia-UK Double 
Tax Agreement provides that pension payments 

are taxable only in the client’s country of residence, 
i.e. Australia in this case. The pension payments 
(after possibly allowing for some tax deductible 
amount) will be assessable income, taxed at the 
client’s marginal tax rate. 

However, pension payments will not be assessable 
to the extent of the amount of FIF income previously 
assessed. FIF taxation obligations will, however, 
continue to apply to the accretion in FIF value (if any) 
during the pension payment phase.

Lump sum benefits paid to the member, to the extent 
that they are authorised member payments and 
within the member’s LTA, are concessionally taxed 
in the UK. However, in Australia broadly the growth 
portion (since becoming an Australian resident, 
less certain allowances) of the lump sum received 
will be assessable and taxed at the member’s 
marginal tax rate (refer to ‘The six month rule’ 
below). As mentioned above with pension payments, 
the assessable income is reduced to the extent of 
the amount of FIF income previously assessed. 

Case study: 
John’s interest in his employer-sponsored 
arrangement is exempt from FIF implications. 
John should ascertain whether, and for how 
long, he is entitled to remain in the scheme 
after termination of employment and/or after 
departing the UK.

Caroline’s Personal Pension Fund is not 
exempt and, as it exceeds the $50,000 cap, 
the growth in her interest in that fund will be 
subject to FIF taxation.

2  Transfer benefits immediately to Australia

In many cases, however, clients will prefer to transfer 
their UK pension scheme entitlements to Australia. 
Motivations to do so may include:

  simplify administration and monitoring, and 
reduce possible long-term advisory costs;

  utilise the generous Australian superannuation 
taxation benefits;

  aggregate retirement funds/accounts;

  reduce currency risk, especially in the pension 
payment phase; and

  reduce the complications of UK inheritance 
tax rules.

The process of transferring may be involved and 
time consuming as a number of issues should be 
addressed, including those described below.

The six month rule

Once a client has made a decision to transfer their 
UK pension entitlements to Australia, there is a 
strong incentive and a sense of urgency to complete 
the transfer within six months of the client becoming 
an Australian resident for taxation purposes. 
Any transfers within this period are free from tax 
implications in Australia (although some FIF taxation 
may apply). However, in practice this might be 
difficult to achieve, as the transfer process will often 
take many months. 

If the transferred funds are received by the Australian 
fund outside of this six month period, a portion of the 
benefit may be treated as assessable income.

The growth in the valuation of the benefit, less the 
proportion of benefits attributable to transfers from 
foreign superannuation funds and contributions 
made since first becoming an Australian resident, 
is assessable income. 

Incidentally, the amount which is assessable is 
determined by the operation of s 305-75 of the 
Income Tax Assessment Act 1997. The ATO appears 

Case study: 
It may be convenient if John and Caroline 
are aware of the issues and begin making 
arrangements with the UK schemes/funds 
whilst still in the UK. Alerting out-going ex-pat 
clients to these issues could be an important 
value-add by Australian advisers.

In any case, they will need to move quickly 
to collect the necessary advice on the 
implications of transfer and to implement the 
transfer within six months, if that is decided.
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to take the view that the portion of growth 
attributable to the period of Australian residence 
is assessable income. Some commentators have 
alternative interpretations of the law, providing a 
reduced level of assessable income.

Where income has been previously assessed due to 
the operation of the Australian FIF taxation provisions 
on the UK pension scheme (refer to ‘FIF taxation’ 

above), the amount previously assessed may reduce 
the assessable amount.

Unless the client elects otherwise, the income is 
assessed at the individual’s marginal tax rate. As the 
transferred benefit is preserved within the receiving 
superannuation fund, the client may be left to meet 
the tax liability from other financial resources. 

The ‘section 305-80 election’

The client may transfer all or part of the tax 
imposition to the receiving Australian superannuation 
fund by making an election (s 305-80 election). 

The effects of the election include: 

1  the assessable income will attract the fund’s 
15% tax rate, rather than the individual’s marginal 
tax rate; and 

2  the fund pays the tax liability, avoiding 
preservation and cashflow issues for the client. 

The amount which becomes assessable income 
to the fund due to the election will count towards 
the taxable component in the fund.

Utilising the s 305-80 election does not waste the 
tax benefit of the previously assessed FIF income. 
Instead, a tax deduction is available to the client.

One condition of making the election is that the 
individual no longer has an interest in the transferring 
foreign fund after the transfer. This rule may have 
strategy implications (further discussion below).

Effective tax rate

The decision to make the s 305-80 election should 
involve all potential tax implications. One issue is the 
lump sum tax payable upon exit from the Australian 
superannuation fund, if paid prior to age 60 or upon 
death to a non-dependant for taxation purposes. 

The assessable portion of the benefit transferred 
will form part of the taxable component of the end 
benefit paid. A further 16.5% on exit, in addition 
to the 15% tax upon receipt to the fund, amounts to 
a total effective tax rate of 29.025%. This rate should 
be compared to the client’s likely marginal tax rate. 
Of course, if the benefit is withdrawn prior to death 
after age 60, or paid upon death to a tax dependant, 
no further tax would be incurred, meaning an 
effective tax rate of only 15%. 

A further consideration involves the tax impact on 
earnings on the transferred entitlements. This is, 
however, consistent with any decision to transfer 
non-super capital into super in general, and doesn’t 
warrant further discussion in this particular context. 

Contribution caps implications

Broadly, a transfer from an overseas superannuation/
pension scheme to an Australian superannuation fund 
is treated more like a contribution than a typical intra-
Australian fund-to-fund rollover or transfer. Therefore, a 
close understanding of the impact of the transfer on the 
client’s superannuation contribution caps is important.

Tax CC cap issues

The taxable portion (resulting from the s 305-80 
election) of the transferred benefit received by the 
Australian fund, whilst being taxed within the fund at 
15% in the year of receipt, does not count towards 
the individual’s concessional contribution (CC) cap, 
currently $50,000 (or $100,000 for those over age 50).

Tax NCC cap issues

The amount transferred to the Australian fund, less 
the taxable portion mentioned above, is treated for 
taxation purposes as a non-concessional contribution 
(NCC). The NCC amount is measured against the 
client’s NCC cap in the year of receipt and becomes 
part of the tax-free component of the benefit within 
the fund. If the NCC amount, plus any other NCCs 
made by or on behalf of the individual, exceeds the 
one year NCC cap (currently $150,000), then the three 
year NCC cap (currently $450,000) provisions will be 
invoked, unless the client is over age 65. 
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Case study: 
Let’s assume John and Caroline weren’t able 
to gather the necessary data and effect the 
transfer until December 2008, having become 
Australian residents again in December 2007.

The value of John’s fund is $520,000 at the 
time of transfer, having been $500,000 at time 
Australian residency recommenced. If John 
makes the s 305-80 election, the tax payable 
by the fund is $3,000 on the $20,000 growth. 
If he doesn’t make the election, he personally 
will pay tax at his marginal rate of 40% plus 
Medicare levy, i.e. $8,300.

In the same period, Caroline’s benefit has 
grown from $100,000 to $105,000. Her other 
assessable income in 2008/09 is expected to 
be only about $5,000. If Caroline makes the 
s 305-80 election, the fund will pay tax of $750, 
whereas if she doesn’t make the election, she 
will have no tax liability because her assessable 
income is only $10,000. Additionally, if no 
election is made, the whole $105,000 is a tax-
free component within the fund.

A further consideration relates to the 
present uncertainty regarding whether the 
payment of tax by the fund in this situation is 
reportable and potentially an unauthorised 
payment (see ‘QROPS reporting’ above).
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Three key points arise from this treatment. 

1  Any transfer is likely to significantly impact on a 
client’s ability to otherwise utilise their NCC cap 
capacity, i.e. wealthier clients may prefer to move 
other non-super assets into the superannuation 
environment.

2  Making the s 305-80 election reduces the amount 
measured against the NCC cap, as the amount 
elected is not a NCC for taxation purposes.

3  Transferring amounts that exceed the NCC cap 
results in adverse tax consequences (i.e. taxation at 
46.5% on the excess). Note also that the effective 
NCC cap for clients who turn 65 prior to 1 July of 
the income year is $150,000, not $450,000, as they 
cannot use the three year NCC cap.

Depending on the issues and the amount of funds 
involved, a strategy to transfer the UK funds to Australia 
in instalments over an extended period (potentially four 
years or more) may be adopted. This strategy will mean 
issues, discussed above in ‘Leave the benefit in the 

UK’, will be relevant to the funds left in the UK. A very 
careful ‘dual-country strategy’ should be put in place to 
manage the range of issues involved. 

SIS contribution cap

A further consideration arises from inconsistencies 
between the tax law and Superannuation Industry 

(Supervision) (SIS) provisions. SIS prevents a fund 
from accepting single contributions, including OS 
transfer amounts, in excess of the applicable NCC 

cap. In determining the amount measured against 
the NCC cap SIS includes the entire OS transfer 
amount (i.e. including the s 305-80 election amount), 
hence potentially preventing a transfer for an amount 
which exceeds $450,000 for those under age 65, 
and $150,000 for those aged 65 and over.

It appears that this outcome is unintended and may 
result in legislative amendment. Meanwhile there are 
possible strategies to avoid the problem involving 
making transfers in instalments. As the SIS contribution 
cap is a ‘per contribution’ limitation, splitting a benefit 
into separate transfers may be an effective strategy, 
either by using a second fund in the UK or in Australia. 
These strategies are subject to the procedures and 
scheme rules of the UK pension scheme and favourable 
interpretation by the ATO of the Australian tax law.

One strategy involves transferring part of the benefit 
to a ‘holding fund’ in the UK, leaving enough in the 
original scheme so that transferring the remainder to 
an Australian fund will not breach the SIS contributions 
cap. Subsequent transfer out of the holding fund to the 
Australian fund at a later date may also be within the 
SIS contributions cap.

A second option is to use two Australian QROPS 
funds, and request the UK provider split the transfer 
into the separate Australian funds such that each 
transfer is within the SIS contributions cap.

Whilst the industry is hopeful of some relaxation 
of the contribution cap rules generally in respect of 
foreign transfer amounts, management of the issues 
described remains critical.

Case study:
John (who is less than age 65) wishes to transfer 
$520,000, of which he will elect that the receiving fund 
pay tax on $20,000. Hence he has problems with 
both the tax NCC cap, and the SIS contributions cap. 

If transferred in one amount, the entire $520,000 will 
be assessed against the SIS contributions cap – the 
receiving fund would not be able to accept the transfer. 
To solve this first problem, John could request that the 
UK scheme pay the transfer amount simultaneously 
to two separate QROPS funds in Australia, as long as 
each transfer amount does not exceed $450,000.

Note that as we are dealing with £UKs, some scope 
for currency fluctuation should be allowed, so 
transferring an amount less than $450,000 to each 
fund is recommended. The Commissioner of Taxation 
has discretion to treat amounts in excess of the NCC 
cap as being within the cap in certain circumstances. 
Interestingly, the explanatory memorandum to the 
NCC legislation provides an example of an overseas 
transfer amount which, due to currency fluctuations, 
inadvertently exceeds the cap, and suggests the 
amount in excess would be treated as being within the 
cap. However, no similar discretion is available (either 
for the fund trustee or the regulators, APRA or the 
ATO) for the SIS contributions cap.

Assuming both transfers occur in the 2008/09 year, 
this strategy will result in John having an excess NCC 
problem for taxation purposes. $500,000 of NCCs for 
tax purposes will be assessed by the ATO against his 
NCC cap of $450,000, meaning tax at 46.5% on the 
excess of $50,000.

A preferred strategy could be to firstly transfer 
$100,000 out of the present UK scheme to a ‘holding 
fund’ in the UK. This amount would be non-assessable 
non-exempt income in John’s name from an Australian 
taxation viewpoint. The remaining $420,000 in the 
original UK scheme could then be transferred to one 
Australian QROPS fund. 

This action also allows John to make the s 305-80  
election as he has no remaining interest in the 
transferring UK scheme. Approximately $16,200 
of the $420,000 benefit would be subject to tax in 
the Australian fund.

Approximately $403,800 has been assessed against 
John’s NCC cap. Hence the remaining $100,000 
should be left in the UK holding fund until the 2011/12 
income year, when John’s three year NCC cap has 
presumably ‘refreshed’ to the maximum available. 
Subject to the possible implementation of the Board 
of Taxation’s recommendation (see ‘FIF exemptions’ 
above), there will be ongoing FIF tax implications for 
John on this remaining UK interest.
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Ongoing issues after transfer

Any withdrawals from an Australian QROPS fund 
during the reporting period, including commencement 
of pension benefits, are reportable to the UK authority. 
This applies even if the withdrawal is theoretically 
taken from Australian sourced benefits within 
the fund. For this reason it may be desirable that 
Australian sourced benefits are held in a separate 
fund (see ‘Access to benefits’ above).

Lump sum withdrawals within the QROPS  
reporting period

The UK rules relating to lump sum withdrawals are 
far more restrictive than the equivalent Australian 
rules. Any lump sum withdrawals during the QROPS 
reporting period should only be made after careful 
contemplation of the UK lump sum rules. It is unclear 
whether any lump sum payment from an Australian 
fund is an authorised payment under the UK provisions. 

In many cases it may be prudent to limit lump 
sum withdrawals to Australian sourced benefits 
in a separate fund, and/or to delay any lump sum 
withdrawals from the QROPS fund until after the 
QROPS reporting period ends (up to six years from 
the date of residency).

Pension commencement within the QROPS 
reporting period

Commencement of a pension within the QROPS 
reporting period will be, along with other reportable 
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items, reported to the UK authority. In general, the 
commencement of an Australian account based 
pension is not expected to cause any adverse 
consequences as long as the first pension payment 
is within the UK prescribed maximum. 

In most cases if the minimum Australian account 
based pension payment is drawn, the UK maximum 
will not be exceeded. But caution should always be 
exercised if commencing a pension during the QROPS 
reporting period. The UK maximum factors are 
dependent on long-term interest rates, which fluctuate 
with market conditions, and should be checked with 
each pension commencement. Lower long-term 
interest rates may cause difficulties in this area.

The chart below illustrates the position as at 
11 March 2008. It illustrates that only pensions 
commenced after age 85 would breach the UK 
maximum pension level. 

Switching between Australian QROPS funds

Any withdrawal from an Australian QROPS fund, 
including a rollover or transfer to another Australian 
fund, during the QROPS reporting period must be 
reported to the UK authority. If the receiving fund  
is QROPS registered, then the UK authority will treat 
the payment as an authorised member payment 
and no UK tax penalty will apply. Transfer to a 
non-QROPS registered fund would result in an 
unauthorised member payment, with associated  
UK taxation consequences.
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In many cases it may appear attractive to leave part 
or all of a UK pension entitlement in the UK for some 
defined period, and transfer the benefit to Australia 
at a later date. Motivations to do so might include 
the following:

  Uncertainty whether the client will remain 
permanently in Australia.

  A view that the $A/£UK exchange rate may 
improve in the future.

  The UK pension scheme benefit design provides 
incentives to delay transfer, for example large 
step-ups in benefit multiples at specific ages or a 
known relaxation of transfer penalties over time.

  Australian superannuation funds pay tax on 
investment returns generated within the fund at 
up to 15%, whilst in the UK the tax paid by the 
superannuation/pension companies is 0% on all 
but dividends, which have a small tax applied.

  Certain benefits cannot be transferred or 
replaced in the Australian fund, for example 
insurance cover.

  The client may have a lower marginal tax rate in 
future income years, either because of a reduction 
in taxable income or legislative change.

  The client’s NCC cap is already or will be 
otherwise utilised in the current and immediate 
two future income years.

  The client’s NCC cap is insufficient to allow the 
entire UK benefit to be transferred.

  NCC cap indexation is imminent.

  Loss of access to funds due to the Australian 
preservation rules.

  Persons in Australia subject to certain types of 
temporary visas may be taxed in Australia in 
a similar fashion to non-residents (i.e. only on 
Australian sourced income), so their UK pension 
entitlement may not be taxable in Australia.

Whatever the reason for delaying the transfer, 
benefits left in the UK will be temporarily subject to 
the issues discussed above in ‘Leave the benefit in 

the UK’. A well considered ‘dual country’ strategy 
should be developed, taking into account many of 
the issues discussed in this article and developing 
a view on the timeline of transactions.

Acknowledgements: We thank Darion Pohl and Jim 

Hennington, both UK based directors of Prism Xpat 

(specialists in UK/Australia cross border retirement 

planning) and Jamie McKay, Director, Heraud Harrison 

Pty Limited, for their contributions to this article.

Summary
If transferring a benefit to Australia, 

management of the SIS contribution cap 
and NCC cap issues may be imperative. 
Once it has been transferred, during the 

QROPS reporting period, consider drawing 

pension benefits within the UK maximum 

payment limits and lump sum benefits 
where the more stringent UK restrictions 
have been met. Alternatively, consider 

deferring taking any benefit until after the 
QROPS reporting period.

Given the range of issues above, there is 
no obvious ‘one size fits all’ approach to 
UK pension transfers. More generally, clients 

can be significantly better or worse off by 

having their pension benefits transferred 
from the UK to Australia. 

In general, the major opportunity for 

Australian advisers to add value will come 

from advising the client about the Australian 

side of any transfer transactions.

3  Transfer benefits to  
Australia at some later point
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smart investing

John Burridge is about as understated a 
spokesperson for consistent, long-term double 
digit gains posted by an asset management 
firm as you’ll ever hope to meet.

Speaking to Forward Thinking from Hong Kong 
between client meetings, a calm Burridge excused 
the raucous noise from the hotel’s fire drill in 
the background.

And while alarm bells are ringing for investors 
the world over, Burridge’s primary message to 
Australian financial advisers is pretty much to 
“hasten slowly” should they feel compelled to seize 
upon Winton’s performance gains – based on its 
unique futures trading in soft and hard commodities, 
currency, equities and other financial instruments 
– as the cure-all to current market woes.

Burridge tempers his enthusiasm for the Winton 
success story with some well-practised deferential 
language. “We’re a good diversifier,” he says.  
Yet, financial advisers might be forgiven for looking 
outward for salvation, a small helping hand in fact, 
as global markets continue their wild daily gyrations.

Surely there exists a countercyclical, or at least 
uncorrelated, asset class that can act as a buffer 
when all major asset classes are heading south?

With continued grief derived from the US sub-prime 
mortgage market, Burridge says there has been an 
increase in investor interest in CTAs (Commodity 
Trading Advisers) which have long been the ‘poor 
relation’ of the alternative investments sector.

“If you look back over the ten years of Winton, the 
correlation with the MSCI is zero and the correlation 
with the bond indices is about 0.3%,” he says. 
To further his argument, Burridge highlights a 
series of tables which show the enhanced returns 
and lowered risk because “the source of return is 
uncorrelated with the main market”.

And here again the disclaimer: “We’re very careful 
not to sell it as an equal and opposite to equity 
managers. We just know that, over time, it has 
proven to be a very good diversifier. And if you 
run the numbers over two years, five years and 
ten years, the inclusion of a good CTA like Winton 
can genuinely enhance [an investor’s] return and 
lower their overall level of risk.”

Winton’s story is a fascinating tale involving 
big brains, bright thinking and formidable 

execution. The business was established in 
1997 by David Harding, whose guiding light was 
the belief that market theorists had it wrong 
– and all investors were basing their investment 
strategies on what he believed were dubious 
assumptions. His passion has driven his company 
to explore the true behaviour of markets through 
a broad range of disciplines including theoretical 
research and physics, actuarial science and 
financial mathematics.

Now a leader in research-led managed futures 
trading, Winton has over US$13 billion under 
management, split between its offshore fund and 
a series of large managed accounts for institutions. 
All follow the Winton diversified program.

Winton aims to bring together top research brains, 
put them in the stimulating academic environments 
of Oxford and London, and set them to work on its 
trading systems. In the past five years, its research 
staff have swelled from 10 to 88. And there’s more 
expansion to come.

The research leadership team tweaks the investment 
mix, capitalising on periods of predictable behaviour 
and market inefficiencies. Winton trades in more 
than 100 markets across multiple asset classes. 
Over the company’s ten years in business, it is 
a formula that has paid handsomely for Winton and 
its investors, delivering a compounded annual return 
of over 20% (as at 31 March 2008). Winton has 
consistently outperformed managed futures, hedge 
fund indices and global equities.

The wide variety of assets which Winton invests 
in has a number of benefits for the Winton Global 
Alpha Fund (the fund). First, it means the fund 
can invest in a wider range of assets than usually 
available. Winton investors have their money in 
currencies, equities, other financial instruments 
and commodities such as base metals, precious 
metals and agricultural goods rather than debt, 
equity or property. Second, such diversity insulates 
the investment from the negative effects of market 
slowdowns. Thirdly, the fund can go long/short, 
potentially taking advantage of market cycles.

In other words, the fund is akin to an investment 
for all seasons, a much more diversified version 
of the balanced funds of the 1980s and 1990s.

Of course, CTAs have been around longer 
than Winton.

back to the futures
Amid the credit-related carnage exacted on traditional asset classes, global commodities 
futures are quietly chugging along nicely, thank you very much. Winton Capital 
Management’s John Burridge explains why his London based firm is feeling slightly 
chipper – though cautiously so – during these uncertain times. By Bruce Madden
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Burridge points out their origins in the 1970s in 
the United States when large brokerage firms were 
trading in commodity futures. A group of boutique 
managers was encouraged to set up money 
management businesses which would supply 
high-end clients. It was like an advisory contract 
with the client to manage people’s exposure to 
the commodities markets with all the business 
done through the wire house.

“CTAs still are pretty much the only hedge fund 
or alternative group that has a US regulatory 
category,” Burridge says. “Then of course 
the financial and currency futures markets all 
started in the early 80s and the market became 
more accessible and CTAs now trade across all 
these different markets. And they subsequently 
developed outside the US in the 80s.”

Winton Capital Management

The fund is akin to an investment for all seasons, a 
diversified version of the balanced funds of the 1990s

Financial advisers can access the Winton 
expertise via the Winton Global Alpha Fund, 
part of the Macquarie Professional Series  
www.macquarie.com.au/professionalseries.
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The popularity of CTAs is growing – with about 
180 CTA funds having more than $50 million 
under management, making the estimate for the 
sector exceed US$150 billion. They also come in 
different guises. Most are systematic, using one 
form or another of modelling for generation of the 
sequence. But there are discretionary CTAs who 
are more like back-row managers, using futures 
only to express their views. There are also variations 
within that and some using a mix of the two.

There are also plenty of different timeframes. 
There are some long-term CTAs who move their 
positions around slowly, shorter-term ones who 
may trade day to day and plenty in between.

“The other points of difference are a lot of them are 
very diversified,” Burridge says. “I mean Winton is a 
classic diversified CTA, we trade over 100 different 
futures, whereas some of them are narrower. 
Some of them have developed products that just 
concentrate on the financial futures market or the 
soft commodities markets or the currency markets.

And that’s partly marketing driven where they have 
the traditional unit trust tactic of always having 

something to sell. So if the currency one’s not 
doing well, they’ve got the commodity one...”

Even though the commodities markets can be 
brittle and difficult to reap gains from, he believes 
there are currently some wonderful up trends. 
“We’ve got this big commodity theme, particularly 
this food theme, that’s surfacing in the last six to 
nine months. And there’s no obvious reason why 
that should immediately decline.

“There’s the big energy theme, and the two are 
connected. There’s obviously this big crossover, 
the biofuels crossover. But the energy markets 
are very strong at the moment.

“Then we have the recessionary theme as well. 
So the bond yields have been falling and that’s given 
us a big opportunity. Who knows, we may also have 

some genuine bear market in equities that can 
give us another theme. So we trade nine different 
sectors. In any typical year, we have two or three 
big themes from which we derive most of our return. 
At the moment, there are about four or five themes.”

While Winton Capital Management is enjoying 
activity from these commodity trends, the key 
to its success is research.

“We still think that we have to keep improving 
our game every year, reviewing our approach, 
refitting our model to new data,” Burridge says.

“The whole culture remains a research one, 
and [we are] looking to take advantage of 
inefficiencies over time. You obviously need good 
trends in underlying markets to deliver the 20% 
gains. But that remains the approach,” he says.

Oh, and being ever so understated.
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practice management

by advisers  
    for advisers 
The financial advisers who 
started software provider, 
Olicc Technologies share 
a passion to revolutionise 
the way financial planning 
practices and dealer groups 
view and manage their 
practice management. 

In fact, as Forward Thinking 
discovered, Olicc began 
its life a few short years 
ago with an initial spark to 
develop a better way to run 
a planning practice.
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Olicc Technologies 

When Cliff Garrels, one-time 
financial planner, sat down to 
reconcile his annual accounts, 
he discovered a $40,000 revenue 
shortfall. That was the day Garrels 
realised it was time to build a 
better system to manage his 
practice, preferably in real time.

The result, Adelaide based firm 
Olicc Technologies, began life 
eight years ago when Garrels and 
business partner Daniel Fitzgerald 
set about creating a ‘vertical 
software solution’ for the financial 
planning industry.

The pair’s knowledge of 
financial planning included the 
type of hands-on practitioner 
experience that today helps to 

“… their focus on building 
a better system has delivered 
enormous potential benefits 
for all advisers…”

delivered enormous potential 
benefits for all advisers, practices, 
licensees and, potentially, even 
product manufacturers.

The recent Olicc Technologies 
story includes some significant 
successes – not least of which 
is the rapid uptake of the firm’s 
core practice management tools. 
Olicc now boasts more than 370 
practices and over 4,000 users, 
including some of the big brands of 
the Australian funds management 
and kindred industries as clients.

And in June 2007, Macquarie 
Group-owned Coin Software took 
an equity stake in Olicc, seeking 
to support and harness the 
Olicc systems.

One of those practice converts 
to the Olicc story is Adelaide’s 
Wealth by Design.

Its principal, adviser Rory Mooney, 
says his business, a 12 person 
(four adviser) group focusing 
on higher net worth clients was 
originally attracted to Olicc through 
the promise of building a better 
workflow system.

“In today’s environment we 
needed to build greater capacity 
in the business,” Mr Mooney says, 
“and to do that we required an 
automated system that tracks 

everything from meeting a 
prospective client to tracking 
current clients to progressing our 
business more toward a fee for 
advice model.”

Mr Mooney says his business has 
seen major benefits in being able 
to track and definitively cost the 
time it takes to satisfy the client’s 
advice needs. He also welcomes 
the efficient tracking of work, 
such that anyone in the business 
can instantly view the current 
status of any client.

“We didn’t want a business 
that was principal or adviser 
dependent,” Mr Mooney says.

“But we do want to quantify 
exactly what our people are doing 
– especially to help us with their 
vocational needs like additional 
training and identifying areas 
of work that may need some 
assistance.”

Wealth by Design was created 
to service small to medium sized 
enterprise clients, but has grown 
its expertise to include white collar, 
higher net worth professionals. 
The business is also transitioning 
down the ‘fee for advice’ route, 
says Mr Mooney.

The Olicc system is an integral 
part of this business evolution.

“I would say to other advisers that 
you simply cannot run an efficient, 
profitable advice business today 
without being able to monitor 
and track your activity, nor clearly 
understand – particularly in the 
post FSR environment – exactly 
what costs are associated with 
delivering that advice.”

To do so involves significant, if not 
potentially lethal, business risk.

shape the practical systems 
Olicc has developed. It’s practice 
management for advisers  
by advisers.

The pair have also previously 
dabbled in licensee management 
of practice development and fund 
manager business development 
– so they know a thing or two 
about how the industry ticks.

And right off the bat, the business 
partners sought – out of necessity 
– to make their businesses more 
profitable. In turn, their focus 
on building a better system has 
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practice management

The three keys to a  

successful business

Through effective practice 
management Olicc says there 
are three keys to success:

1 Happy staff

2 Satisfied clients

3 Profitable business

So how do we do it?

There are some key areas 
of practice management 
which enable advisers to be 
successful. Some include:

1 Workflow tracking

No matter what size your 
business, it is essential to 
have a workflow tracking 
system. If you don’t, you 
run the risk of not knowing 
what’s going on in your 
business, not knowing if your 
service levels are being met, 
not knowing what your staff 
are doing. Why wouldn’t you 
track workflow? Even if you 
are a one person practice, 
you need workflow tracking 
even more for compliance 
and business growth.

2 Map out your processes

Workflows should be set to 
specific processes; if you 
don’t have a process manual 
that maps out each step for 
everything you are doing, then 
you are losing money. There 
are costs for staff wasting time 
working out what to do; costs 
for when staff are away and you 
have to try and work out what 
they were going to do; costs 
for training new staff; costs for 
when staff leave and you have 
to try and reallocate everything 

they were going to do in the 
future. If you don’t have your 
processes mapped out, how 
can you prove that you know 
what you are doing?

A key thing with this is to keep 
it simple and suited to your 
practice needs. Use experts if 
budget permits.

3 Agreed service levels

You must set service levels. 
Imagine the difference to your 
clients to know you have set 
service levels that you adhere to. 
Set your service levels to ensure 
that all compliance is met, and 
reduce the risk of complaints.

Service levels go hand in 
hand with mapping out your 
processes. Best practice dates 
should be set so you can see 
where efficiencies in your 
practice can be improved or 
where staff may be letting the 
client experience down.

4 Track time

Tracking time is an essential 
part of improvement. You may 
say that tracking time isn’t 
important (perhaps your fee 
isn’t reliant on this but how can 
you make decisions around 
performance of your business 
if you don’t know where you 
are wasting time?).

You should be reporting on your 
most profitable advisers, clients, 
product types, manufactures, 
referrers etc. How can you do 
this if you don’t track time?

5 Track payments

If you aren’t reconciling 
revenue, you are making a 
mistake. Not only do you 
risk commissions being paid 

to others, you risk receiving 
commission you aren’t entitled 
to and having to repay it as a 
lump sum later.

6 Revenue analysis

Analysis into received revenue is 
key to business and marketing 
planning. How can you segment 
your client base if you haven’t 
done and don’t do regular 
revenue analysis?

You should be able to easily 
report on previous revenue as 
well as what you expect to receive 
in the future. This is key to being 
able to set effective business 
goals and plan for future.

7  Benchmark yourself 
against others

If you were the most efficient 
practice or adviser, wouldn’t you 
want to know? Or if others had 
a secret that was working well, 
I think you would like to know 
what they are doing. If you are 
an adviser, you should be aware 
of what everyone else is doing.

If you are part of a dealer group, 
you would want to be able to 
benchmark yourself against the 
other practices in your dealer 
group and look at the key areas of 
performance. There are tools out 
there that provide this information 
easily. If you are an adviser or a 
member of staff of a dealer group, 
you should be pushing to have 
these tools implemented as it will 
benefit everyone involved.

You should also benchmark 
advisers and staff in your 
practice. You would want to 
be able to see who is the most 
efficient and profitable and 
leverage off what they are doing. 
You also want to be able to set 

KPI’s for everyone to help them 
plan their goals (another thing 
we should learn from what we 
advise clients to do).

8 Use the right tools

The tools that help you do this 
are essential; having a system 
that tracks everything related 
to practice management will 
ensure that doing it is much 
less work, not more. As always, 
implementation takes a little 
more effort, but the long-term 
benefits highly outweigh the time 
needed to do this. Technology 
has advanced so much that 
you can do all of this practice 
management in one simple tool. 
Look for tools that can integrate 
with other systems in your office. 
It’s much less efficient to build 
your own tool compared to 
having experts do it for you.

9 Compliance critical

Effective practice management 
is essential for meeting 
compliance requirements. If you 
can’t manage your practice, it 
would be a nightmare to ensure 
that you are meeting all the rules 
and regulations associated with 
compliance. It should go hand in 
hand with each other and be a 
streamlined process to reporting 
and reduction of anything 
slipping through the cracks.

The Olicc success philosophy

Hear more from Cliff on 

practice performance 

and prosperity at the 

upcoming AFA National 

Forums, taking place 

nationally in July 2008. 

Visit www.afa.asn.au for 

more information.
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wrap up

Ben Peters is a financial 
adviser with EFDB Financial 
Planning. Ben started the 
business with another financial 
adviser three years ago with 
$20 million funds under 
management. Today, Ben and 
his team manage over $250 
million, with most clients high 
net worth investors in the 
40-65 year old bracket.

The majority of Ben’s clients 

would have an allocation of 

direct equities, preferring direct 

equities over managed funds. 

“We have more control over their 

tax implications. We have the 

ability to defer their tax, and at a 

time like this our clients are not 

being sold down and forced to 

take income when in fact they are 

receiving a negative return.”

While Ben is a big believer in 

equities, he doesn’t take undue 

risks with his clients’ portfolios, 

mainly sticking to the top 150 

stocks. “If a client wants to 

invest outside of this selection, 

I’ll normally diversify the client 

into a smaller company’s fund.” 

Ben is still actively using equities 

with his clients, but his approach 

with each client differs, of 

course, depending on the client’s 

risk profile.

Ben is the first to admit that 

running a business so focused 

on equities means a lot more 

responsibility and portfolio 

scrutiny. “You have to have the 

right team,” Ben says.

Current market conditions might dictate a degree of caution 
among advisers about dipping their toes into the stormy waters 
of direct equities.

Forward Thinking spoke with Ben Peters about his approach 
to the share market on behalf of his high net worth clients. 

making the call 
on equities

Read this story to receive CPD points.
Simply log on to http://www.macquarie.com.au/ftmagazine
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1  Utilise the skills of an 

experienced stock broker

“Teaming up with a good 
quality broker is crucial. The 
more clients you share, the 
better the information flow,” 
says Ben. “If you choose to 
use a broker, you each are held 
accountable for the information 
flow and share selections. 
Be structured with your service 
offer to your clients; this 
includes working as a team 
and having regular meetings 
that both you and the broker 
attend with the client.”

So how does this work?  

Here’s an example. 

1  The client approaches Ben 
with $1 million. Meetings are 
arranged with the client and 
the client’s other specialist 
advisers (e.g. accountant). 
The discussion revolves 
around the client’s current 
and future objectives.

2  Research is completed 
on current tax structures, 
tax position, capital gains 
position and existing assets 
and liabilities.

3  Ben works closely with the 
client’s other specialist 
advisers (e.g. accountant 
and estate planning lawyer), 
to discuss achieving the 
client’s desired outcomes 
and how they are all going 
to be achieved.

4  Ben completes a Statement 
of Advice for the client which 
includes an allocation to 
direct equity. 

5  The broker provides a 
recommended buy list for 
the portion allocated to 
direct equities. 

6  Ben reviews the 
recommendation and 
amends as required. 

7  Once the client agrees to 
proceed, the broker and Ben 
then work together to dollar 
cost average the client’s 
funds into the market.

8  Once the account is set 
up, Ben, the broker and the 
client can all view the details 
on Macquarie Wrap and 
ClientView. 

9  Ongoing corporate actions 
are managed by Ben 
and the broker through 
Macquarie Wrap.

2  Have the right support 

systems and structure 

in place

Ben started using Macquarie 
Wrap in June 2007. He uses a 
Wrap platform to simplify the 
additional administration that 
came with investing in equities. 
“It provides me with more 
control and transparency,” he 
says. “I can see the client’s 
position at all times and I don’t 
have to write to registries 
for items such as dividends, 
or Tax File Numbers, or 
address changes. This has 
saved me 1,500 hours a year, 
or ten hours per client, per 
year.” Ben also uses financial 
planning software to assist with 
reporting requirements. 

“With equities, clients want 
to know what they own.” Ben 
reviews each portfolio daily. 
Macquarie Wrap assists this 
process, as Ben can download 
a report based on which clients 
have a particular share, and 
then make the call. Ben can 
also see every client’s cash 
balance, easily prompting him to 
reallocate into equities. “It just 
gives me more control,” he says. 

He uses the Macquarie Cash 
Management Trust (CMT) to 
rename transactions. And 
managing fees is also easier 
using bulk payments (previously 
referred to as FAST) through the 
CMT. “It’s easy, as I just update 
one spreadsheet. Without this 
facility, I’d be managing multiple 
spreadsheets.”

3 Do the research

“Be prepared for more 
responsibility with your 
clients, as they will hold you 
directly responsible for the 
direct shares they have in 
the portfolio. You’ve got to 
do the research. And a lot 
of advisers think this is too 
hard.” Ben is reliant on quality 
information, conducting 
research once a fortnight 
to get a feel for portfolio 
positions. He obtains most 
of his information from his 
broker and stock reports 
(from a variety of different 
broking houses, obtaining a 
range of opinions). He also 
attends fund manager updates, 
meeting with them in person.

Ben’s keys to success

1  Utilise the skills 
of an experienced 
stock broker.

2  Have the right 
support systems 
and procedures 
in place.

3  Do the research.

making the call on equities continued



macquarie wrap review

27

Macquarie Wrap has saved 
me 1,500 hours a year, or  
ten hours per client, per year.

Macquarie Wrap was awarded Best direct 

equities functionality in the 2007 Investment 
Trends Platform Report. Macquarie Wrap is 
building on this, focusing on making equities 
administration as efficient as possible for 
advisers with straight through online corporate 
actions functionality becoming available in 
stages throughout 2008.

Doug Chang, Division Director and Head of 
Product Cash and Wrap, says “Most of our 
advisers deal with high net worth clients, so 
we see equities as being a crucial part of 
our business”. In fact, as at December 2007, 
31% of Macquarie Wrap’s funds under 
management are invested in direct equities.

How does he 
communicate with 
his clients in 
today’s climate?

“At times like this, my clients 
want more information.” Ben 
takes a segmented approach 
when communicating with his 
clients. “My high net worth 
clients tend to have a better 
understanding of the markets.

“My clients like equities. 
They like that their portfolio is 
tailored. They don’t want to be 
branded or badged.” He emails 
or calls his top clients once a 
week to provide an update. For 
the rest of his clients, he will 
email them an update once or 
twice a month. All of his clients 
receive a quarterly newsletter. 

“I do charge for this service.”

Ben is a fee for service 
adviser. He charges for the 
initial Statement of Advice, 
then lays out fees for his 
services. “They also like the 
transparency.” A client pays 
for the time involved for the year. 
This can be revised at the end 
of the year.

And there’s no way Ben is 
resting on his laurels. “We 
continue to improve our 
processes – learning wrap 
capabilities, learning from other 
advisers and industry experts.”
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Cash management 
trusts (CMTs) are the 
core way for advisers 
and accountants to 
drive their clients to 
wealth creation through 
the power of active 
cashflow management, 
writes Bruce Madden.

Macquarie’s Cash Management 
Trust is also the ideal hub for 
advisers and accountants to 
create a better, more efficient 
business and client operating 
service framework. 

The Macquarie CMT has significant 
benefits, providing clients and 
advisers online flexibility and 
control; detailed transaction 
descriptions to simplify accounting, 
administration, tax returns, auditing 
and long-term record-keeping; and 
a direct tax payments service to 
the ATO. Along the way, time will be 
saved and workflows reduced. 

More importantly, the key to wealth 
creation is the power of strong 
cashflow management, the core 
component of Macquarie’s CMT. 
With investors’ focus switching to 
cash in the current share market 
turmoil, the need for prudent cash 
management is paramount. 

Yet all too often an investor’s cash 
investment strategy is flawed by 
consumption rather than tailor-built 
for wealth creation because they 
are using the wrong system, says 
Macquarie’s Grant McCorquodale. 
To help clients be better investors, 
advisers need to begin with the 
concept that wealth creation only 

occurs when they spend less 
than they earn. The Cashflow 
Management System is therefore 
the primary place to start.

“When an investor or a person 
sees an adviser by going into their 
office and seeking advice, they’re 
effectively saying two things 
to the adviser: ‘One, I want to 
create wealth and, two, the way 
I’m doing it now is probably not 
working. That’s why I need you to 
help me change my approach.’ 
Cashflow management is the 
place to start. Most clients come 
to the table with their cashflows 
flowing through a consumer 
cashflow system or bank account 
where all the architecture of the 
service is built for consumption – 
ATM, EFTPOS etc – hence it’s no 
surprise that their money is soon 
spent – it’s like a transit lounge 
and it’s going one way – out. If 
this system then becomes the 
core of the investment strategy 
and relationship, then all the 
investment cashflows will follow 
the same direction.

“The key approach we now 
see advisers working on and 
educating their clients about is 
to think and act like a business 
and understand how successful 
businesses are run.

“When you look at any listed 
company, an analyst will look at 
three things: what is the company’s 
cost/income ratio, what’s its free 
cashflow and what’s it doing 
with the free cashflow? Taking a 
similar approach with their clients, 
advisers are encouraging clients 
to be more accountable to their 
cashflows and through successful 
business-like skills become more 

successful investors. The first 
catalyst for change is implementing 
an investment management 
cashflow system parallel to their 
consumer cashflow system 
– not embedded within it.” As in 
business, it’s akin to having two 
cost centres.

Investors can use a CMT as an 
investment cashflow management 
system for their full salary and 
all income sources, direct a 
fixed amount to the fund their 
lifestyle to their consumer system, 
allowing the surplus cashflows 
to be chanelled towards new 
investments, or fund their 
investment loan payments. 

“In effect, an adviser’s role is 
implementing the systems and 
strategies to create wealth, 
whereas a client’s role is managing 
their ability to earn income and 
fund their lifestyle,” he says. “This is 
really the critical piece here – where 
the architecture for an investment 
cashflow management system is 
all around investment cashflow 
administration, not consumption 
cashflow administration.”

By using a tailor-made investment 
cashflow management system 
for every client, as opposed 
to a consumer-built investment 
cashflow system, an advice 
business can also become 
much more operationally 
effective, profitable and scalable, 
and deliver a high quality client 
service experience.

In the past, many advisers’ 
focused their skills on “providing 
advice” whereas now we see many 
making the transformation to that 
of “running an advice business”. 

That change in position statement 
brings a change in thinking.

“‘Providing advice’ meant knowing 
a product, knowing technical 
knowledge, knowing client 
relationship management skills 
and knowing strategies to give 
advice,” McCorquodale says.

“‘Running an advice business’ 
requires understanding the 
practice operational service 
model, understanding revenue and 
profitability drivers, understanding 
your business workflows and 
compliance and understanding 
how you can create scale and 
profitability within the service model 
through delivering a consistent 
client service experience on time 
and every time.”

The right structure

To drive this change, advisers 
need to implement the right 
business services and a consistent 
approach for all clients. The 
starting point is the cashflow 
management system – both on 
and off platform because all wealth 
based strategies are funded by 
sources of cashflow.

“Given that most transactions 
operate within a client strategy 
through the cashflow system, it 
therefore makes sense that the 
practice develops a consistent 
approach to the client cashflow 
service model first and in turn 
develops a significant foundation 
to the practice operational 
administration. That’s the driver 
that a cash management service 
brings to business,” he adds.

It also continues to deliver other 
tailored benefits. Macquarie 

put cash control to  

work for you
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...understanding how you can create 
scale and profitability within the service 
model through delivering a consistent 
client service experience on time 
and every time.

provides detailed transaction 
narratives, which allow the SMSF 
accountants, advisers and 
administrators to see the actual 
transactions, saving hours in 
chasing up unknown deposits 
and withdrawals.

By having access to direct 
sweeps into their accounting and 
planning software, accountants 
and advisers can source a full 
transaction history for the past 
12 months, again saving time 
and improving workflows. To 
enhance SMSF administration, 
an accountant or planner can 
log on to Macquarie’s website to 
access the download facility where 
they can upload data in a matter 
of minutes rather than hours or 
weeks in their back office.

“Some provide a quarterly 
administration service, some 
maybe half-yearly, some yearly,” 
McCorquodale says. ”So the more 
frequently you’re administering 
and reporting your client’s 
performance and activities, the 
more the value of time savings and 
efficiencies multiplies.”

He adds that a CMT should be 
the core component for every 
client, including SMEs, higher 
net worth individuals and those 
with self managed super funds. 
Advisers who bypass this 
strategy face the risk of relying 
on the disconnected consumer 
account model, encouraging 
consumerism rather than wealth 
creation and increasing the cost 
to deliver advice services. There 
will also be limited architecture 
in place to administer the client’s 
bank account, transaction 
statements, narratives and 
downloads into systems. 

“Many of the self managed super 
funds have been driven by the 
recommendation from their 
accountant who is doing the fund 
compliance and administration, 
from their own accounting software. 
Therefore, what we see are many 
accountants saying, ‘I’ll administer 
it just simply through the operation 
platform of a SMSF cash 
management tailored system 
integrated with my software.’” 

With a SMSF, the member 
contributions come into 
the cashflow system, then 
investments are made across 
the market. Investment income 
flows are re-channelled back 
to additional earnings through 
the CMT hub, which then has 
the cashflows withdrawn to fund 
premiums, insurance and legal 
administration costs etc.

“When you see that operation 
in practice, you again see the 
highest percentage of the 
operational administration is in 
the cashflows,” he says.

“But by downloading all that, it 
will clear transaction impediments 
to accountants and planners 
through the software integration, 
suddenly reducing a significant 
element of their workflows. That 
can be achieved by giving them 
statements monthly, quarterly 
and half-yearly. Suddenly 
that operational workflow is 
convincingly improved. Planners, 
accountants, administrators, 
brokers and auditors all require 
access to the source of truth 
– the cashflows.

“That’s the power of cashflow 
management.”

Read this story to receive CPD points.
Simply log on to http://www.macquarie.com.au/ftmagazine
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insure

how to capture 

generationY
In order to plan for sustainable, 
profitable growth, well-managed 
advice businesses spend a great 
deal of time on client segmentation 
strategies. Such businesses focus 
on planning specific value 
propositions to service and build 
revenue from particular segments.

In most cases, the segments to 
which particular service offers are 
targeted include socio-economic 
factors – categories like ‘high net 
worth’, ‘family wealth accumulator’, 
‘self-employed’ and so on. 

Yet there is an emerging new  
sub-class – the Generation Y.  
A key reason for this is that the 
traditional baby boomer clients 
are now reaching, or are already 
well into, their retirement. Which,  
for investment based practices, 
can signal declining revenues as 
accumulation ceases and the 
draw-down, pension phase begins. 

What about insurance?

For risk writers, this also means 
less need for insurance. 

The challenge is even starker for 
advisers in terms of the number of 
accumulation clients available to 

service overall. The chart below 
from a recent KPMG study of 
Generation Y illustrates the growth 
and projected growth between 
1950 and 2050 in the number of 
people aged between 15 and 64 – 
i.e. the accumulation years. 

It’s clear that over the next five 
to ten years, the growth in this 
population begins to reduce 
dramatically, meaning fewer 
clients to go around. This, 
therefore, poses a fundamental 
challenge to financial planners. 
To build a sustainable, profitable 
business over the long term, 
advisers must begin now to move 
away from the baby boomers, 
build relationships and create 
targeted service offerings for 
Generation Y – the next, relatively 
large generation of clients now 
approaching their peak 
accumulation years.

What is Generation Y?

Generation Y is generally 
considered to be that generation 
born between 1978 and 1994.  
It is a generation hitting the 
responsibilities of adulthood – 
marriage, debt and children – 

resulting in real needs for advice 
and particularly insurance. 
Shortly they will begin to reach 
their peak accumulation years 
and indeed many of them will 
also inherit wealth from their baby 
boomer parents. 

The opportunity exists for 
advisers to service this group of 
new clients, building a new 
income stream to replace the 
revenue from the aging baby 
boomers and in doing so shape 
the long-term brand preferences 
of these clients as they move 
through the formative stages of 
their financial behaviour. 

Of particular interest should be 
the children of your existing key 
clients. Where do they go for 
advice now? Where will they go 
for advice should they inherit the 
family fortune? 

As advisers you should consider 
offering a holistic service to the 
entire family of your key clients. 
Your baby boomer clients will be 
comforted that their kids are 
getting the same sensible, 
valuable financial advice that 
they have been receiving. 

While much has 
been said about 
Australia’s ‘aging 
population’, changing 
demographics make 
it critical for advisers 
to look at their 
segmentation and 
service offerings, all 
the while considering 
how to target the next 
generation of clients 
– Generation Y.

beyond the boomers:

Net annual change in 15-64 year old populations 1950-2050
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If you begin building relationships 
with the next generation in these 
families, when the wealth transfers 
upon death, you will be well-
positioned as the trusted family 
adviser to whom the kids will turn 
for advice on how to manage this 
inheritance. 

In simple terms, you position 
yourself to maintain the revenue 
from the funds under advice, 
even as the ownership of the 
funds transfers from one 
generation to the next.

Risk and Generation Y

So the key question for advisers 
is: What I can offer a 20-30 year 
old, that will provide me with 
an immediate revenue stream 
today and enable me to build 
a relationship with them for the 
long term? 

The answer is to lead with risk 
insurance.

There may be support you can 
also provide in budgeting, 
cashflow management and in 
some cases salary packaging, 
but, most importantly, as 
Generation Y gets married, has 
kids and borrows money, ensuring 
they have appropriate risk cover 
provides advisers with the best 
opportunity to service their needs, 
generate some revenue and close 
the loop on the holistic family offer. 

Credibility with this generation 
must be developed over time – 
it cannot easily be manufactured 
overnight. Critically, in servicing 
this generation you must meet 
their needs and preferences and 
service them in the way they 
expect and indeed demand. This 
generation is the most highly-
educated generation in history. 
They are idealistic and have not 

Read this story to receive CPD points.
Simply log on to http://www.macquarie.com.au/ftmagazine

Advisers should consider offering 
holistic services to the entire 
family of their key clients.

31



32

macquarie insurance reviewinsure

experienced a recession in their 
working life. They are confident, 
self-sufficient and ambitious. 

Most of all, they are tech-savvy – 
most spend more time on the 
internet than they do watching 
television.

Technology therefore is the key to 
unlocking Generation Y. They use 
the latest technology to maximise 
their free time. Living their life 
around technology, they expect 
their needs to be met rapidly, 
without hassle. Therefore, online 
processes will be critical to 
demonstrate that you are in touch 
with their needs and operate a 
modern, professional business. 

This does not mean that 
Generation Y will demand to 
buy insurance online directly 
themselves. While they buy 
books, music and travel online, 
they understand these products 
and services, unlike insurance. 
Hence they still need advice to 
help understand the importance 
and value of insurance, but once 
they see the rationale and 
perhaps have undertaken some 
of their own online research, they 
will then expect the internet to 
play a part in the fulfilment of their 
purchase and they will shy away 
from excessive paperwork or 
slow, cumbersome processes.

Servicing Generation Y 

effectively

Leading your service offer to the 
next generation with risk insurance 
requires three key elements:

1  Education about the nature of life 
insurance, what value it provides 
and why the insurance available 
automatically in superannuation 
is unlikely to be enough.

2  Product features that will 
be of interest to this age 
demographic – future insurability 
without underwriting for life 
events, guarantee of upgrade, 
worldwide cover etc. Trauma 
and income protection, 
protecting the thing they hold 
most dear, their lifestyle, will 
be of particular interest.

3  Efficient data collection, 
application and administration 
processes facilitated through 
online technology. Online 
processes save time for the 
adviser and the client. Because 
they are younger and in all 
probability seeking sums 
insured below medical limits, 
in many cases using an online 
application process such as 
Macquarie’s FutureWise will 
enable the client to be granted 
immediate cover. Even when 
straight through immediate 
cover is not available due to 
a health issue, Macquarie 
research indicates that the end-
to-end process using an online 
platform is three to four times 
faster than the traditional paper 
method. This is due to the 
elimination of incomplete 
applications and mailing delays 
and the capacity to get the 
underwriting process 
happening on the same day. 

While Generation Y clients are 
generally seeking lower sums 
insured initially – and therefore 
lower premiums and commissions 
– the use of an online process 
does enable the adviser to 
service these lower-value clients 
efficiently and profitably and in so 
doing position themselves for the 
long-term revenue opportunities 
that will arise over time through 

wealth accumulation and 
inheritance. A recent Macquarie/
Plan for Life survey also 
highlighted that 39% of advisers 
believed that by using an online 
platform they could see up to 
20% more clients.

Get strategic!

The solution to demographic 
and generational change is not 
a matter of market agility; it is a 
matter of strategic positioning. 

Positioning yourself to service 
Generation Y effectively is about 
tailoring a value proposition 
to meet the needs of this 
important, emerging segment. 
This value proposition must 
include education, appropriate 
product and an efficient, 
technology-driven process. It is 
not just about throwing money 
at technology – it is about 
understanding the needs and 
expectations of Generation Y 
and using technology to meet 
their service demands. 

Advisers need to start considering 
these issues today and change 
their business processes in order 
to replace the revenue currently 
derived from baby boomers 
that will over time decline and 
ultimately disappear. 

Given the demographic challenges 
our society and our industry 
are currently experiencing, 
leading with online risk insurance 
to service the kids of the baby 
boomers enables an advice 
business to establish a new 
revenue stream in the short 
term and position itself for long-
term wealth transfer. Ultimately 
this means sustainable, 
profitable growth.

The solution to demographic and generational 
change is not a matter of market agility; it is a matter 
of strategic positioning.
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High returns* for your clients, 
high visibility for you.

Macquarie Cash XL
To find out more call 1800 005 056.

* All references to high returns/high yield/high rates are in comparison to a typical transaction or cash management trust account.
Investments in Macquarie Cash XL (or “trust”) are offered by Macquarie Investment Management Limited ABN 66 002 867 003 (“Macquarie”/“MIML”/“we”/“us”/“our”). Units in the trust are not deposits with or other 
liabilities of Macquarie Bank Limited ABN 46 008 583 542 (the bank/MBL) or of any Macquarie Group company and are subject to investment risk, including possible delays in repayment and loss of income or principal 
invested. None of Macquarie Bank Limited, MIML or any other member company of the Macquarie Group guarantees the performance of the trust or the repayment of capital from the trust or any particular rate of return. 
While units in the trust are not direct deposits with MBL the trust itself invests solely with the bank. Investors do not hold a retail deposit directly with the bank. This information is general information only and does 
not take into account your individual objectives, financial situation or needs. You should consider whether an investment in Macquarie Cash XL is appropriate for you in light of your objectives and circumstances.

The current market volatility brought home an old 

adage – cash is king. More and more investors are 

fleeing to cash, looking for two fundamental things: 

high returns and flexibility.

Our new account, Macquarie Cash XL, will provide both. 

The rate will be highly competitive and, as for flexibility, 

your clients will have 24/7 online access to their funds 

and total freedom of movement.

There will be an important benefit for you too: you’ll have 

a much improved visibility of your clients’ cash position, 

so you’ll be better placed to help them take advantage of 

forthcoming opportunities and to provide the investment 

discipline they need in these turbulent times.

Macquarie Cash XL is a simple-to-use high yield* 

account that makes your clients’ money work harder. 

Interest is credited daily and paid monthly, on every 

dollar in the account. 

There are no minimum balance or withdrawal limits 

–  no catch, no gimmicks. The combination of high rates* 

and high adviser visibility makes the Macquarie Cash XL 

suitable for use in SMSF accounts.

Macquarie Cash XL opens soon – if you’d like to know 

more about this exciting new product, contact your BDM 

or call 1800 005 056, we’ll be more than happy to take 

you through the full spectrum of the account’s features 

and benefits.


