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The quote

It goes without saying 
that most members who 
want the direct share 
option will want this 
available in both the 
accumulation and the 
pension phase but not 
all do.

Anumber of industry super funds have 
begun to offer an ASX 300 direct share 

option. Traditionally, these options were the 
domain of retail funds and self-managed super 
funds (SMSFs). This dramatic shift by indus-
try super funds illustrates the demand for direct 
investment options but superannuants need to 
be aware that there are limitations to the indus-
try fund offerings.

1. Dividend reinvestment
Most of the funds that offer direct shares allow 
dividend reinvestment, as long as the company 
concerned offers it.

It is important that the fund allows individual 
reinvestment selection.

One fund has adopted an all-or-nothing ap-
proach that may not suit all direct members. 
Another fund, whilst offering dividend reinvest-
ment restricts when you can make this election. 
For example, the dividend reinvestment election 
must be made at purchase, otherwise, reinvest-
ment choice is only permitted once a year within 
a fourteen day window.

2. Direct offering in both accumulation 
and pension phase
It goes without saying that most members who 
want the direct share option will want this avail-
able in both the accumulation and the pension 
phase but not all do. This means that shares 
must be sold down before going into pension 
phase and a CGT event arising.

3. Ability to move into pension phase 
without triggering a CGT event (and tax)
Retail funds and SMSFs have made it a point 
of difference that when moving from accumula-
tion to pension phase on the same platform, no 
CGT event occurs. This has been fortuitous for 
members sitting on large capital gains because 
they haven’t incurred unwanted CGT. In fact, 
they have the opportunity to realise their gains 
in pension phase at any time and, in so doing, 
avoid the costly tax bill that would have arisen if 
they sold in accumulation phase.

Of the two industry super funds that do 
offer direct shares in pension phase, one of 
them requires that direct shares held be sold 
down and repurchased in pension phase. This 
means profits are crystallised (and taxed) 
before the accumulation fund is closed. The 
other can match the retail and SMSF point of 
difference – that is, a seamless flow through 
with no CGT event.

For the remaining funds that do not offer di-
rect shares in pension phase, all direct shares 

must be sold and this triggers a CGT event and 
possible tax implications.

4. Unfettered ability to buy and sell parcels 
of shares
If a member favours exchange traded funds 
(ETFs), it is important for them to be able to 
buy unlimited amounts of any particular ETF. 
Most industry funds limit the amount in any 
one ETF to 10 – 20% of the total ‘self-man-
aged’ option.

There are also funds which limit how many 
orders of one share you can place in one day. For 
example, one industry super fund only allows 
one placement of a buy order per company per 
day. They also only allow three cancellations of 
orders per day. If a member is trying to time the 
market or take advantage of an unusual drop in 
share price then this will not suit them.

5. Transparent calculation of CGT
When it comes to calculating CGT, not all funds 
will do a first-in-first-out (FIFO) or the last-in-
first-out (LIFO) method. Many use an algo-
rithm method; the application of which is not 
clearly explained in any of the documentation.

The FIFO method will usually result in the 
largest capital gain – which suits the ATO be-
cause they are able to collect tax sooner. The 
LIFO method is likely to result in the smallest 
gain. However, LIFO may not necessarily result 
in the smallest amount of tax because, if a share 
is bought and sold within a year, then the 50% 
discount method cannot be applied.

If this is important to the member, then clari-
fication should be sought as to which method 
is used.

6. Delayed or immediate payment of CGT
Just like contributions tax, while some funds 
take out the full 15% immediately on receipt of a 
concessional contribution, some funds take out 
CGT immediately or quarterly too, despite this 
not being a legal requirement. In the short term, 
this means that the member has a lost opportu-
nity to use this cash for other purposes. Most 
industry funds deduct the CGT payable once 
a quarter.

To their credit, however, many of the indus-
try funds ‘pay’ direct investor members for their 
capital losses as well. This means that, if a super 
member is sitting on a loss, then the super fund 
will take the loss away from them but give them 
a credit for the benefit that the other members 
will derive from being able to use those losses. 
Documentation indicates that the fund could 
do either – carry forward the loss for the benefit 

of the individual member or use the loss for the 
benefit of other members. What the documen-
tation doesn’t say for any of the six funds is what 
method they use and when.

7. At limit orders
A useful function for the bargain hunters 
amongst us, is to place orders for particular 
shares at a certain price. Then, if the share falls 
below that price we buy or if it rises to that price, 
one sells. Many members don’t have time to 
watch the market constantly, this can be a use-
ful function.

Most online facilities extinguish these orders 
after a certain time. If the member is a keen and 
active share market investor, will the length of 
time offered by the fund suit their needs?

8. The ability to control outcomes upon 
notification of death
Does the fund the member is considering, or 
seeking advice on, sell down investments imme-
diately upon notification of death? A direct share 
investor member is usually concerned about 
CGT as well as administrative costs. After all, 
it defeats the purpose of going direct to save on 
fees if one is to be hit with an avoidable CGT bill. 
Upon notification of death, most industry funds 
sell down direct shares immediately.

9. Restrictions on access to members who 
have been declared bankrupt
One industry super fund won’t allow members 
to invest in the direct share option if they have a 
recent history of bankruptcy. This is surprising 
given that a person who is a bankrupt cannot 
be a trustee or member of an SMSF which only 
leaves them with options such as industry super 
funds, small APRA funds and retail funds that 
offer direct shares.

10. The ability to transfer direct shares in-
specie in to or out of the super fund
Whilst some retail funds are more flexible than 
others, when it comes to this feature, most are 
able to do in-specie transfers. SMSFs have al-
ways been able to do in-specie transfers of direct 
shares. None of the industry super funds that 
offer the direct share option have this feature.

Conclusion
It’s commendable that industry super funds have 
stepped into the direct investment space to de-
liver more options to their members. Most mem-
bers do not want to move super funds unneces-
sarily particularly if they have other valuable 
benefits associated with it such as insurance. fs
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9,929 MILES IN THIS CASE.

WE’LL GO TO 
GREAT LENGTHS 
FOR OUR 
INVESTORS.

TIAA-CREF Asset Management is proud to announce the 
opening of our new Sydney office. We provide global asset 
management capabilities, including real asset investments 
in agriculture and infrastructure sectors, private debt 
and responsible investing, to wholesale clients.  

Wholesale clients are invited to contact us in Sydney. 
Andrew Kleinig: Andrew.Kleinig@tiaa-cref.org
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