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investment strategies for self
managed superannuation funds?
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1. Introduction

All self managed superannuation funds are required to “formulate, review regularly
and give effect to” an investment strategy that takes into account all the various
circumstances of the Fund.

Recent changes mean that the trustee is also required to consider whether or not the
Fund should hold policies of insurance over the lives of its members.
So what does this really mean in practice?

In this article we explore the key components of the requirements to assist
practitioners in ensuring their clients comply with the rules.

We also take the opportunity to debunk some of the common myths and
misunderstandings about what trustees must and must not do.

2. Formulate & give effect to

The trustee must be able to demonstrate that:
 there is a “plan” as to how the Fund’s assets (including money) are going to

be invested; and
 the plan has actually been followed or put in place (generally by making

investments in accordance with the plan).

While the law gives some guidance on the issues that trustees should consider when
formulating the plan (see below), it doesn’t, for example, stipulate:

 how the plan must be documented (ie, what it should look like);
 precisely what should be included in the plan; or
 what constitutes ‘following the plan’ etc.
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This gives rise to some common misunderstandings and myths which have been
debunked below.

Myth Truth
The investment strategy must have asset
allocation ranges.

There is no legal requirement to do this –
asset allocation ranges are often just used as
a convenient way to express a plan that
involves investing in several different asset
classes.

A self managed fund can only have a single
investment approach and it must be broad
enough to cover the circumstances of each
and every member.

Separate investment approaches could be
formulated and effected for each member, or
even each account balance, should the
Trustee wish to do so.  In effect, the Fund’s
investment strategy could be a collection of
several individual strategies.

The investment strategy can’t have 0 –
100% for all asset classes.

There is nothing preventing this.  The reason
it is usually questioned by the ATO and
auditors is that it suggests that there, is in
fact, no plan.  This is why we don’t
recommend it except under very particular
circumstances.
However, providing the trustee is able to
demonstrate that there is a plan but the
trustee wishes to retain wide discretion over
where the fund will invest at any given
moment, the asset allocation ranges can be
this broad.

If the Fund invests outside its asset
allocation ranges the trustee must put in
place a new investment strategy document.

In fact the investment strategy could state
that the asset allocation ranges are a guide
and that the trustee may periodically stray
outside those ranges if it considers doing so
warranted by the circumstances at the time.
Even if it doesn’t, there would be nothing to
prevent the trustee from minuting the fact that
the fund is currently outside the normal
ranges but this is considered appropriate and
does not represent a change to the long term
plan.

Each time the trustee acquires or disposes
an asset, the investment strategy must be
updated afterwards

The trustee must consider whether any asset
acquisition or disposal is in accordance with
the investment strategy before the transaction
occurs.  In fact, buying and selling assets will
often be just part of implementing the stated
strategy.
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Myth Truth
The investment strategy must refer to the
investment return the trustee expects to
achieve over a certain timeframe.  This may
be expressed relative to, for example,
inflation or wages growth.  By way of
illustration, the investment strategy may say
‘The Trustee expects to generate an
average investment return of x% above
inflation over rolling 3 year periods’.

There is no legal requirement to do this.  The
aim of the law is simply to ensure that the
trustee has a plan and follows that plan.  The
law is not attempting to measure the trustee’s
success (or otherwise) against the plan or
even to drive the trustee to express the plan
in a particular way.   Benchmarks like this are
often adopted because they are a convenient
way of articulating what the trustee is
attempting to achieve with its strategy.

As long as there is a document on file, it
doesn’t matter what it says and the Trustee
can invest the fund’s assets in any way it
chooses.

Remember that the requirement is to both
have a plan and “give effect” to it.  Hence it
would be difficult to argue that the investment
strategy document can be completely ignored
in making the trustee’s investment decisions.

3. Review Regularly

The legislation requires the trustee to “review regularly” the investment strategy.  This
is the only guidance provided.  In particular, there is no requirement to do this by:

 Replacing or updating the existing strategy document at any specific time.
The trustee should consider it regularly and assess whether or not it remains
appropriate but a simple minute to that effect is sufficient;

 Reviewing the strategy at a specific frequency.  For example, the trustee may
conclude that it will review its investment strategy very frequently (eg
quarterly) or very infrequently (eg every 5 years or on the sale of a major
investment such as a property).

We generally suggest, however, that the investment strategy is reviewed:
 as part of the normal year end processes of the fund such as signing tax

returns etc; or
 whenever a significant event occurs (for example, a member commences a

pension, a member leaves the fund, a new member joins the fund) to ensure
the strategy remains appropriate given the changing circumstances of the
fund.

It is also important to note that reviewing the investment strategy regularly is quite
different to assessing whether or not the fund is invested within the desired asset
allocation ranges at any point.  The latter is really a review of adherence to the
current plan rather than a review of the plan itself.

4. Issues to Consider

The legislation lists a number of factors which must be considered in formulating an
investment strategy but this is not exhaustive. The table below sets out some
common considerations.
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Consideration Practical implications
The risk involved in making, holding and
realising investments.
The likely return on those investments.

Trustees would frequently consider issues
such as:
 the profile of the members and the

expected timeframe of when money will be
required to pay benefits vs the expected
time horizon for the investment.

 Volatility of investment returns and whether
this is appropriate given the needs of the
members.  For example, the trustee of a
fund paying pensions to members at a
point where assets must be sold to meet
the required pension payments may wish
to adopt a more conservative approach
than a trustee still able to meet pensions
from cash flow.

 Other risks such as fraud, failure etc.
 Risks specific to an individual investment –

eg a property that is very tailored to a
particular tenant and therefore depends
heavily on their occupancy.

 Risks specific to both the investment and
the members – for example, where the
property was also the premises of the
members’ business, the trustee would
often acknowledge that there was a risk
that the same event (eg failure of the
business) would result in a drop in value of
the asset AND a need for the fund to
provide pension income to the members
simultaneously.
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Consideration Practical implications
The composition of the investments – ie
diversification

This does not mean that the fund cannot hold
a single asset class (or even single investment
within that asset class).
It does, however, mean that a trustee choosing
to do so might specifically note that it
considered the implications of the fund not
being well diversified.  The trustee might also
highlight that the fund’s experience will be
closely linked to the performance of that asset.
The investment strategy might then involve
compensating for that in some way in other
areas.
For example, if the fund’s only investment is to
be a commercial property (and cash) but it is
paying pensions, the trustees may recognise
the need for a higher level of cash in their
investment strategy to allow for issues specific
to that type of investment structure (eg a
period of vacancy, significant repairs to be paid
from the fund, difficulties in selling the asset
when necessary etc).
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Consideration Practical implications
Liquidity relative to cash flow requirements A trustee might consider:

 Whether the fund’s investments will
provide sufficient cash flow to meet
liabilities such as borrowing repayments,
pensions, operating expenses and tax
liabilities;

 Whether this will remain the case if cash
flow from contributions reduces (eg due to
changes in contribution limits) or ceases
altogether (once the members are no
longer able to contribute);

 Whether additional cash reserves should
be held to ensure pension payments are
not jeopardised.  For example, it is not
uncommon for funds to ensure that they
hold sufficient cash to meet (say) 1-2
years’ pension payments;

 How the fund will finance a death benefit –
particularly when there are several
members’ balances underpinned by a
single asset.
For example, the trustee may adopt a
strategy of ensuring indivisible assets such
as a property are owned via a unit trust
structure so that the death benefit can be
paid out via a transfer of units rather than
forcing the sale of the property.
Alternatively, the investment strategy may
specifically provide for the inclusion of
insurance policies and appropriate
reserving strategies to provide a cash
injection to the fund to finance the death
benefit payment without increasing the
amount of the payment to be made to the
deceased’s beneficiaries.

The ability of the Fund to meet its liabilities The Fund obviously has liabilities to meet
benefit payments to members and its
expenses.
However, funds may also have other liabilities
such as loan repayments or other contractual
payments (for example, progress payments as
part of developing a property).
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Consideration Practical implications
Whether the fund should hold insurance
over the lives of members

The trustee is not required to hold insurance
and many investment strategies simply say
that the trustee will take out insurance if a
member requests it.
However, there may also be circumstances
where insurance is specifically relevant in the
context of the fund’s investments.
For example, insurance may be held for the
purpose of repaying any fund borrowings in the
event of a member’s death (so that the fund is
then able to pay out a death benefit by selling
a now unencumbered asset or transferring it to
the beneficiaries).

5. Conclusion

The rules on investment strategies are not complex but they are an important part of
the fund’s overall compliance efforts.  The document itself can take virtually any form
the trustee wishes as long as it provides sufficient evidence to the regulator and the
auditor that the trustee has a plan, is implementing that plan and is reviewing it
regularly.

Heffron’s Online SMSF Investment Strategy is the perfect solution for
Accountants, Advisers and SMSF trustees looking to meet the current SIS
investment strategy compliance requirements.  It is all available online – you
can also access some model asset allocations, objectives, etc, if required.

For further information on Heffron’s SMSF Investment Strategy compliance
service please go to http://www.heffron.com.au/services/investmentstrategy or
call Heffron on 1300 172 247.
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