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Managed versus self managed superannuation
funds: is DIY better?

With property a long-term investment and super a long-term vehicle, the two seem like an ideal
partnership - but are they?

Julia Nekich discovers that you need more than property expertise to run a self managed super fund
with direct property.

It's estimated that the superannuation
rmarket in Australia will soon be worth a
trillion dollars. While managed super
funds make up the market's largest share,
self-managed super funds [SMSFs| are the
industry's fastest-growing sector. Figures
released by the Australian Taxation Office
[ATO), show that in June 2008 around $165
billion warth of assets was held in more
than 300,000 SMSFs.

Mums and dads are drivers of the SMSF
industry, accerding to Graeme Evans,
superannuatian specialist at Taxpayers
Australia, an organisation that educates
the public on tax and super. "65% are two
member funds and there are 2000 new
registrations each manth.” he says.

Industry experts believe SM5Fs are
growing because they offer benefits that
managed super funds don't - flexibility,
greater control, reduced rates of tax, and
lower fees. In @ managed super fund,
management fees are, on average, 2% of
your fund balance, and the fund manager
makes the investment decisions. SMS5Fs
can invest in any type of asset - including
direct property.

The attraction of direct property

Unlike managed super funds, self
managed funds can hold direct residential
and commercial property. Mal Smith,

CED of RE| Super, says he is aware of

anumber of real estate agents whe

have set up SMSFs with direct property.
“A very common maodel is that around 10%
of principals are members of Rej Super,
some are with retajl funds, and then a
large proportion has self managed funds,”

Industry experts
believe SMSFs are
growing because they
offer benefits that

managed super funds
don’t - flexibility,
greater control,
reduced rates of tax,
and lower fees.

he says. "It's usually suggested to the
agency principal by their accountant,

who administers the fund. However, ths

principal, as fund trustee, is ultimately
responsible for its compliance.”

Holding property in super can be a better
estate planning tool and capiial gain assat
than gearing. "In the accumulation phass,
the tax on earnings Is a3 maximum of 15%.
Caontinued over -
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if the property is held for more than one
year, the capital gains tax is just 10%,”
says Robert Turner, director at Dixon
Advisory and Superannuation Services,
a financial advisory company.

"When you sell the property on retirement,

or if the fund is paying a pension, then tax
is zero on earnings and zero on capital
gains.” Turner says he believes this is a
huge attraction for people choosing direct
property as a super asset.

“If you are going to
buy property to have

for retirement, why
not buy it in the name
of your fund?”

“Real estate agents could also use this
knewledge as a marketing tool. They .
can find a different type of client and
sell more property — as an investment
for retirement.”

There is another form of direct property
that can also be included in SM5Fs. "The
fund can actually invest in your agency
premises. This is called business real
property. It's the only case where you can

BDH BUSINESS SOLUTIONS |

Steve Francis
Direct: 9634 8252

Mobile: 0418 223 933
www.bdhsolutions.com.au

sell property directly into your self-
managed fund - you can't do the same
with residential property,” says Michael
Davisan, superannuation policy adviser
at CPA Australia.

According to 2003-2004 figures released
by the ATO, 11.5% of SM5Fs invest in
business real property, while just 0.5%
invest in other property, suggesting that
the former might be the reason SMSFs
with direct property are a popular choice.
"Another reason they're a popular choice
is that the super fund can lease business
real property back to the member,”

says Evans.

Beware of putting all your eggs in

one basket

“A key message is diversification. It's
risky to put-100% of your super in direct
property,” says Davison. The property
market could well be in a slump whan you
retire, while markets for shares and other
assets are doing verywell. "You also need
to balanca out the tax benefits with the

illigutdity of direct property,” Davison says!

Smith says managed super funds are
easier to withdraw from. "The day you
want to withdraw, anather investor is
willing to invest, sa there are no liquidity
constraints. In addition, self-managed
funds often have inadequate death

and disablement cover. The significant:
advantage of a collective arrangement is
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Business sales / Rent roll sales

If you decide to
reduce your risks by
investing in a mix of
asset classes, more
time will be needed
to manage the fund.
This is where you

might decide to

hand over the
compliance - and

even the management -
side to your accountant
or a superannuation
specialist.

that @ managed super fund can offer much
bétter deals on insurance’.

‘Managing SMSFs

SMSFs are ragulated by the ATO. Trustees
need to comply with the Superannuation
Industry [Supervision] Act 1993 and

ather legislative and administrative
requirements. As a trustee, you also

need to develop an investment strategy.
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These require time, effort and regular
record-keeping.

Penalties such as fines, loss of tax
concessions, imprisonment or being
barred as a trustee can be imposed on
trustees in breach of regulations. A survey
of 100 SMSF trustees carried out by CPA
Australia in October 2004 showsad that
one-third did not recognise themselves as
trustees, and one-third did not have an
investment strategy.

If you decide to reduce
your risks by investing
in a mix of asset

classes, more time
will be needed to
manage the fund.

According to Turner, monitoring direct
property in an SMSF, however, is no

different to persenal property investments.

“If you have already decided to invest in
direct property, then why niot do it in'this
way? It takes no more work to monitor
the |nvestment ina super fund.”

But if you decide to reduce your risks by
investing in a mix of gsset classes, more
time will be needed to manage the fund.
This is where you might decide to hand
over the compliance — and even the
management - side Lo your aceountant
or a superannuation specialist.

Taking the SM5F route

The first step "is to first decide if a self-
managed fund is for you,” says Evans.
"Get nformed. See a licensed financial
adwviser, then maybe an accountant. Then
identify suitable trustees - you must be
one. To make it cost-effective, you nead
at least $200,000 worth of assets inyour
SMSE," he says.

While yau can't purchase the direct
property through a loan - you need the
money upfront = if you have a substantial
amaunt of money in a super fund, it can
be rolled over into an SMSF and then used
to buy property.

Davison warns trustaes that the property
must only provide benefit on retirement.
"You can't use a residential property as
a holiday house, for instance.”

But with super and property both long-
term investments, “"self-managed super
funds are not a bad option,” Evans says.
“If you are going to buy property to have
for retirement, why not buy it in the name
of your fund.”

The ATO provides comprehensive information
ahout SMSFs and their compliance
obligations at www.alo.gov.au. Taxpayers
Australia offers a ‘DIY Superannuation’
manual. Call 1300 657 572 ar visit
www.taxpayer.com.au. |

The disclaimer

While care has been taken preparing this article,
and the information contained in it has been
obtained from sources that the REINSW beliaves

to be reliable, REINSW does not'\warrant, represent
grguarantes the accuracy, adequacy, completeness
or fitness far any purpose that the article may

be used.

REINSW accepts no liabllity for any loss or damage
[whether caused by negligence ar natl resutting
from the use of this article.

The information in this article is also of a general
nature and individuals should always consider their
own circumstances and read the relevant Product
Disclosure Statemenl before making any declsion
regarding any Superannuation product.
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DIY SUPER FUNDS - SOME
IMPORTANT CONSIDERATIONS:

Each fund must have one

to four members.
Each fund member is a trustee.

The trustee can be a

corporate entity.

No member of the fund can be
employed by another member of
the fund, unless those members

are related.

No trustee can receive
remuneration for their trustee
duties.

SMSFs must be registered
with, report to, and be regulated
by, the ATO.

An SMSF is audited every year.

Potential for litigation, fines and
imprisonment rest with the fund
members.

There must be a succession p
lan for trustees in the event

of death, loss of capacity

or disqualification, otherwise a
government authority may take
over the running of the fund.

The trustees are required to

prepare and implement an

investment strategy for
the fund.
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