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Wealth Building 

Stages Explained 

An educational overview of the four commonly recognised stages of building wealth in Australia 
— current at May 2026 
This document contains factual information only and does not constitute financial advice. Speak to a licensed financial adviser 
before making any financial decisions. 

 

ⓘ  Factual information only. Does not constitute financial advice. Individual circumstances vary significantly. Speak to 
a licensed financial adviser before making any financial decisions. 

 

Wealth building is commonly described in four broad stages. These are educational frameworks to understand 
concepts and sequencing — they are not prescriptive strategies. 

Stage 1: Protection 

What it refers to 
Establishing a financial safety net before focusing on wealth accumulation. Commonly includes building an 
emergency fund, managing insurance coverage, and understanding existing obligations. 

Emergency fund concept 
A liquid reserve typically held in a high-interest savings account. Financial commentators commonly suggest 3–
6 months of living expenses, though the appropriate amount depends on individual circumstances such as 
employment type, dependants, and fixed obligations. 

Insurance types relevant at this stage 
Life insurance, total and permanent disability (TPD), income protection, and trauma cover protect against loss of 
income or assets. Premium structures, definitions, and tax treatment vary significantly between products and 
how they are held (inside or outside super). 

Key concepts 
Waiting period (income protection), benefit period, agreed value vs indemnity, stepped vs level premiums, 
inside super vs outside super, binding beneficiary nominations. 
 

Stage 2: Debt Reduction 

What it refers to 
Understanding and managing existing debt obligations before or alongside building investment assets. Not all 
debt is the same — it is commonly categorised by purpose and tax treatment. 

Types of debt 
Non-deductible debt (e.g. owner-occupied mortgage, personal loans, credit cards) and deductible debt (e.g. 
investment property loans). The distinction affects the after-tax cost of the debt. 

Effective interest rate concept 
The effective cost of non-deductible debt is the stated interest rate. For deductible debt, the after-tax cost is 
reduced by the marginal tax rate. For example, a 6% loan for an investor on a 39% marginal rate has an after-
tax cost of approximately 3.66%. 

Key concepts 
Amortisation, offset account, redraw facility, debt recycling (converting non-deductible to deductible debt — a 
strategy with specific risks and tax implications), principal and interest vs interest-only repayments. 
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Stage 3: Accumulation 

What it refers to 
The phase of actively building investment assets — within and outside superannuation. Involves understanding 
different asset classes, structures, and the tax treatment of returns. 

Common investment structures 
Individual ownership, joint ownership, company, trust (discretionary or unit), superannuation fund (APRA-
regulated or SMSF). Each structure has different tax, asset protection, estate planning, and administrative 
characteristics. 

Asset classes 
Cash and fixed interest: lower risk, income-focused. Equities: higher risk, growth and income potential. 
Property: direct or indirect (via REITs), illiquid, leverageable. Alternative assets: infrastructure, private equity, 
commodities. 

Key concepts 
Diversification, compounding, dollar-cost averaging, asset allocation, rebalancing, franking credits (Australian 
dividend imputation system), CGT discount (50% for assets held >12 months by individuals and trusts), 
negative gearing. 
 

Stage 4: Legacy & Distribution 

What it refers to 
Planning for how accumulated wealth is transferred, preserved, or distributed — during life and after death. 
Includes structuring for tax efficiency in the drawdown phase. 

Super in the legacy context 
Superannuation does not automatically form part of a deceased estate. Tax treatment of death benefits 
depends on whether the beneficiary is a tax dependant (ITAA 1997 s302-195) and whether the benefit includes 
a taxable component. 

Transfer balance cap (current at May 2026) 
The general transfer balance cap is $2.0 million (from 1 July 2025). This limits the total amount transferable into 
the tax-free retirement phase. Personal transfer balance caps may vary between $1.6M and $2.0M depending 
on prior use. 

Estate planning documents 
Will (estate assets), enduring power of attorney (financial decisions), enduring guardianship (medical/lifestyle 
decisions), advance care directive (medical preferences). Requirements vary by state and territory. 

Key concepts 
Taxable vs tax-free super component, tax dependant (s302-195 ITAA 1997), transfer balance cap, reversionary 
pension, testamentary trust, intestacy, probate. 

 

Key Australian References 
• Australian Taxation Office (ato.gov.au) — super, tax, and investment tax rules 
• ASIC MoneySmart (moneysmart.gov.au) — consumer education on financial products 
• Services Australia (servicesaustralia.gov.au) — Centrelink and Age Pension 
• Income Tax Assessment Act 1997 (ITAA 1997) — tax treatment of investments and super 
• Superannuation Industry (Supervision) Act 1993 (SIS Act) — regulation of super funds 


