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INSIDE:

What you should know when buying 
property through your SMSF 

 • Expanded super for older Australians

 • Tax implications for vacant land

 • Benefits of using a testamentary trust

 • And more

Self-managed super funds allow 
you to directly invest in residential or 
commercial property using the funds 
you’ve accumulated in super.

It has become increasingly popular for 
SMSFs to borrow money to fund direct 
property purchases. While there are potential 
risks involved, property bought through 
SMSFs can create long term advantages if 
done correctly. Benefits can include lower 
tax rates, assisting business owners to buy 
commercial property, and being an effective 
way to diversify your super investments.

Borrowing to buy property:

You may consider using borrowed funds to 
capitalise interest in the event you want to 
buy an investment property through your 
SMSF but haven’t accumulated enough 
super. SMSFs can borrow money to purchase 
a property under strict borrowing conditions 
called a limited recourse borrowing 
arrangement (LRBA). An LRBA involves 
an SMSF trustee taking out a loan from a 
third party lender, and can only be used to 
purchase a single asset such as a residential 
or commercial property. 

Under the Superannuation Industry (Supervision) 
Act 1993, super fund trustees can use 
borrowed money to pay for repairs and 

maintenance including conveyancing fees 
or stamp duty. However, it cannot borrow to 
improve a property, such as renovations or 
extensions. The ATO has specific criteria for 
what differentiates repairs and improvements. 

Investing in property:

Property that is purchased through an SMSF 
cannot be resided in or rented by members, a 
trustee or any relation to a trustee. An SMSF 
also cannot purchase an existing residential 
investment property from a member.

A popular way to invest through an SMSF 
is to buy commercial property. This can be 
purchased by an SMSF from its members and 
is able to be used by the members and related 
parties. Many small business owners choose 
to use their SMSF to purchase business 
premises, paying rent directly to their fund. 
This can be preferable to paying rent to an 
alternate landlord. However, keep in mind 
that rent must be at market rate and be paid 
promptly and in full at each due date.

Under the sole purpose test, the investment 
must also satisfy the fundamental purpose 
of the SMSF which is to provide retirement 
benefits for its members. To comply with the 
regulations, ensure that the purchase of your 
business premises will benefit the retirement 
of the fund’s trustees.
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Older Australians were looked after 
in the 2019-20 Federal Budget, with 
direct changes to age restrictions to 
now include more people.

The work test exemption age has been 
extended from age 64 to 66 to benefit even 
more Australians. The work test requires an 
individual to work at least 40 hours in any 
30 day period in the financial year in order 
to make voluntary personal contributions. 

This change in age will now allow 
individuals aged 65 and 66 who previously 
didn’t meet the work test to contribute 
three years of after-tax contributions in a 
single year, meaning up to $300,000 can 
be injected into an account with less than 
$1.6 million in super (tax-free pension 
threshold). This adjustment aligns with the 
increase for the Age Pension from 65 to 67. 

Spousal contributions can now be made 
until age 74, up from age 65, without 
having to meet the work test. Under spousal 
contribution regulations, an individual can 
claim an 18% tax offset of contributions 
up to $3,000 made on behalf of a non-

working partner. A further $3,000 can be 
contributed but with no tax offset.

If you have a total superannuation balance 
of less than $500,000 at the end of June 
2019, you may be entitled to give more than 
the general concessional contributions cap 
and make additional contributions for any 
unused amounts. The 2019-20 financial 
year is the first year you will be entitled to 
carry forward unused amounts, and they will 
expire after a period of five years.

Expanded super for older Australians

Creating a binding death benefit nomination

Appointing a power of attorney is a 
wise step in your future planning as they 
have the legal authority to look after 
your financial affairs on your behalf. 

A power of attorney can look after you 
in a variety of circumstances such as an 
extended trip or in the event you are no 
longer able to manage your own affairs. 
They can be designated at any time and 
can specify when the duties of the power 
of attorney begin to take effect.

When choosing your power of attorney there 
are a number of things to consider. Arguably 
the most important is whether they are 
trustworthy. As this role has the authority 
to make serious decisions regarding your 
health and finances, trusting your power of 
attorney is integral. Having experience and 
knowledge in the areas you wish them to 
act is a good way to determine who is best 
to handle your situations.

A binding death benefit nomination 
(BDBN) is a written notice provided 
to the trustee of a super fund which 
explicitly nominates a beneficiary 
for the super benefit in the case of 
the fund owners death.

Individuals can choose to nominate either a 
dependent or a legal personal representative 
to receive the contents of their super fund. 
Dependents can be a spouse, child, or 
any other person(s) who could be seen as 
financially dependent on you at the time 
of death. Nominating a legal personal 
representative means the super benefit will 
become part of the individual’s assets and 
will be distributed as dictated by their will.

A BDBN is valid if:

 • The member has named dependent(s) 
or a legal personal representative as the 
beneficiary.

 • Requirements in the Superannuation 
Industry Supervision Act 1993 (Cth) 
have been met.

 • The superannuation fund acknowledges 
acceptance of the BDBN. 

 • The allocation of benefits has been clearly 
set out, with everything from the fund 
being allocated.

 • The nomination has been signed 
and dated by the owner of the fund 
(not a legal representative) and two 
witnesses who are over 18 and not 
receiving benefits.

Some funds also offer the choice between a 
lapsing and non-lapsing binding nomination. 
Lapsing nominations must be renewed or 
reviewed after a certain period, in most 
cases three years. Non-lapsing funds, 
however, are permanent unless changed or 
reviewed by the owner. 

Members should note that not all super 
funds offer the option for BDBN and 
individuals can only make a nomination 
if their fund allows them to. Other funds 
may not offer a choice between lapsing and 
non-lapsing nominations. Consult a financial 
advisor to learn more about eligibility and 
whether a BDBN is a good move for your 
future planning.

Choosing the 
right power of 

attorney
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Tax implications of buying and selling 
vacant land all depend on the intention 
at the time of purchase.

The sale of vacant land can either come 
under CGT, for private or investment 
purposes, or GST, for business or profit-
making ventures with the land. 

Undeveloped land under CGT has the 
same rules, records of the date and cost 
of obtaining the land must be kept along 
with ongoing expenses, such as council 
rates and loan interest. If the land does 
not generate income, these expenses 
cannot be claimed as an income tax 
deduction, rather they can be added to 
the cost base of the land for the purposes 
of calculating your capital gain or loss if 
you decide to sell. 

Vacant land that has been bought with 
the intention to build for rental purposes 
may be able to claim tax deductions for 
expenses such as loan interest, council 
rates and some other holding costs. To 
be eligible for this though, you will need 
to actively prove you intend to rent on the 
property upon competition of construction. 
If you decide the property will no longer 
be for rental purposes or you decide to 
sell, deductions must cease to be claimed 
as soon as possible. Keep records of 
any expenses claimed, remaining costs 
may form part of your cost base when 
calculating capital gain or loss.

A one-off transaction can categorise your 
property as a business or commercial 
pursuit, meaning you would need to register 
for GST. This will allow you to claim credits 

for the GST in the price of some business 
purchases, under regular GST rules. You 
will also need to report transactions by 
completing a business activity statement.

Tax implications for vacant land 

Investing with the intention to create 
income has become challenging for 
many people in today’s sustained low-
interest rate environment. 

As cash-based investments like savings 
accounts and term deposits are now 
creating less income, investors have 
started to look at alternative options such 
as managed funds or exchange-traded 
funds (ETFs).

Managed funds are where your money is 
pooled together with other investors and 
then bought and sold by an investment 
manager through shares or other assets on 
your behalf. ETFs are a type of managed 
fund that can be bought and sold on a 
secondary market like a share. Managed 
funds and ETFs are legally known as 
trusts, with the underlying assets owned 
by the trustee on behalf of unitholders. 
As unitholders, you are entitled to receive 
dividends (after fees) and any capital gains 
after any capital losses.

ETFs and managed funds are both tools 
that can build a cost-effective investment 
portfolio, with each one suited to different 
situations and needs. Choosing between 
the two investment vehicles can be a tough 
decision, as there are notable similarities 
and differences to consider.

Pricing:

When buying and selling managed funds, 
investors won’t know their exit price 
until the next day as pricing is set on a 
T+1 (day of trade plus 1) basis. A sale 
takes place either at the end-of-the-
day price or on the net asset value of 
the assets. A managed fund is bought 
from the fund manager, and you could 
have to wait several days to receive your 
money from the sale. Arguably faster 
and more convenient than the trade of 
managed funds, ETFs are bought and 
sold like shares, meaning you will need a 
sharemarket account and a broker.

Risk diversification: 

In the case of managed funds, it is up to 
the individual fund manager to invest in 
particular stocks, allowing you to access 
a diversified portfolio made up of varying 
asset classes. This can reduce your level 
of risk by minimising the impact of poor 
performance by a particular industry or 
sector. Both ETFs and managed funds can 
provide broad exposure to different asset 
classes, industries, market segments and 
countries. By pooling money from many 
investors, both fund types can provide 
small investors with better portfolio 
diversification than on their own.

Transparency: 

One of the more common benefits of 
ETFs is that they are typically more 
transparent than actively managed funds. 
An investment manager’s website can 
have its underlying investments readily 
able to be seen. Managed funds, on 
the other hand, provide relatively little 
information about the holdings of the 
fund as they are not required to disclose 
their full investments. An investor may 
only be given information about the 
largest holdings, making it harder to 
understand exactly what is being held by 
the manager.

Income investing: Managed funds vs. ETFs
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Planning your investment strategy

Benefits of using a testamentary trust
Testamentary trusts are established 
under a valid will to provide a greater 
level of control over the distribution of 
assets to beneficiaries. 

Not only do testamentary trusts provide tax 
advantages, they can also be an effective 
estate planning tool when it comes to the 
protection of your assets. The manner in which 
assets are distributed to trust’s beneficiaries 
will depend on the type of testamentary trust. 
The two most common types are:

• Discretionary testamentary trusts, which the 
ATO advises can be used in some cases for 
tax outcomes and asset protection. It is a 
separate trust of the deceased estate, and 
the trustee has the discretion to distribute 
capital or income between the beneficiaries 
that are nominated in the will.

• Protective testamentary trusts, this is when 
the beneficiary takes their inheritance through 
the trust and does not have the option to 
appoint or remove trustees. It is generally 
established for the benefit of someone who is 
otherwise unable to manage their own affairs.

Tax advantages:

One reason that you may choose to use a 
testamentary trust is for its ability to achieve 
tax outcomes. Income, capital gains and 
franked dividends can be distributed by 
trustees among beneficiaries each year in 
a way that is tax effective. For example, the 
trustee of a discretionary testamentary trust 
may choose to pay certain amounts to various 
beneficiaries with differing incomes, which 
could minimise the tax paid on the total sum.

Distributions from a testamentary trust to 
minors is usually taxed at adult marginal rates 
rather than penalty minor rates. This allows 

eligible minor beneficiaries to receive the full 
tax-free threshold concessions of $18,200 on 
income received through a trust.

Asset protection:

Testamentary trusts can protect your assets 
when they get passed on to beneficiaries. A 
common objective by those who administer 
testamentary trusts is to ensure that each 
beneficiary’s inheritance is protected 
from recovery by creditors. For example, 
inheritances or superannuation death benefits 
that are paid directly to beneficiaries can 
be susceptible to recovery or seizure by any 
creditors that person may have. However, 
placing the death benefit or other assets 
into a testamentary trust will protect your 
dependants against recovery as creditors 
can’t claim assets or income held in trust.  

Before setting up a testamentary trust, there are 
a number of things that should also be taken into 
consideration, such as tax implications for the 
exemption of capital gains tax on your residence 
if it is held in the trust, or potential fees involved 
in the cost of administering a trust. Consult 
your financial advisor to see how this will affect 
you, and to receive advice on the benefits of 
testamentary trusts in your estate planning.

Whether you are a first-time or 
experienced investor, it pays to have 
a strategy in place before investing.

Fine-tuning your strategy with careful planning 
can help reduce uncertainty surrounding 
financial decisions. Here are a few things to 
take into consideration when planning your 
investments. 

Risk profile: 

Your risk profile is one of the fundamental 
elements of finances and investing. Risk 
profiles aim to determine:

• Risk required - the level of risk required 
to be taken on investments to achieve 
your desired level of investment return.

• Risk capacity - the level of investment 
risk (or losses) that you can afford to take.

• Risk tolerance - the level of risk you’re 
comfortable taking.

Using the information provided by risk profiles 
can help you better allocate assets and form a 
strong investment strategy.

Diversification:

Diversification helps create an investment 
portfolio with varying asset classes and 
securities to meet different levels of risk 
and return in various market scenarios. 
Under-diversification involves excessively 
concentrated portfolios, such as holding 
just a few stocks - but this can have 
devastating effects if the market moves 
against a particular asset class. Ensure your 
investment portfolio is well-diversified for 
optimal performance and to protect against 
volatile market conditions.

Don’t expect too much:

No one can predict or control market returns; 
successful investing takes a lot of patience 
and self-evaluation. Your investment goals 
should be reflected in your asset allocation 
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to match your risk profile and life goals. For 
example, those with a higher tolerance for 
volatility can invest more of their portfolio in 
assets, such as shares and property, whereas 
conservative investors may be better suited 
to a higher allocation of income assets like 
fixed interest and cash.


