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SUPERANNUATION FUNDS

Why should | set up a self-managed
superannuation fund?

If you are considering setting up a self-managed superannuation
fund (SMSF) then you are probably concerned about one of the
following:

Control - SMSFs can give you more control over your
retirement savings as you make the investment decisions,
rather than a fund manager. A SMSF can also help you to
manage the tax impact of your investment decisions -
by controlling when you dispose of investments, to take
advantage of CGT discounts, for example.

Choice-large superannuation funds often keep investment
strategies fairly restrictive. With a SMSF, you can make
use of a far broader spread of investments.

Cost - for those with substantial balances in their superan-
nuation funds, running a SMSF can offer cost savings over
the administration costs of larger superannuation funds. In
order to see a real cost saving, you would generally need to
have a combined balance in the SMSF members’ accounts of
at least $250,000, with the intention of increasing this figure
over the next several years with large annual contributions.

How do | go about setting up a SMSF?
Before ordering a SMSF, you need to determine the following:

Will the superannuation fund have individual trustees or a
corporate trustee? A corporate trustee usually entails ordering
a company as well as the superannuation fund, so the cost will
be higher. However, a corporate trustee can provide greater
asset security for the superannuation fund’s assets.

How many members will the superannuation fund have? A
SMSF can have a maximum of four related members. Each
of these members must be either a trustee or a director of
the trustee company, if you have a corporate trustee.



Once you have made these basic decisions, the superan-
nuation fund is purchased. The fund register will contain the
fund’s trust deed, membership documents and also the fund’s
Australian Business Number and Tax File Number application
forms, and its application to become a regulated fund. These
will all need to be completed and signed.

Costs for the setting up the superannuation fund include the
purchase price of the fund and attending to ATO applications.
Approximate fees (incl GST) are:

e SMSF with individual trustees -  $ 990.00
e« SMSF with a corporate trustee - $1,990.00

Once you have the superannuation register, you are ready to
start running your superannuation fund. Usually, the next steps
for the SMSF’s trustees are to:

Open a bank account to accept contributions and roll-
overs from other funds, and to pay the SMSF’s running
and investment expenses.

Roll over superannuation balances from other superan-

nuation funds.
How do | run a SMSF?

The first and most important step in running a superannuation
fund is to start with a clear idea of what you want to achieve
- this is your investment strategy. Bear in mind that your
investment strategy must adhere to the “sole purpose test”.
This test states that a SMSF must be maintained for at least
one of the following “core purposes”:

» Paying benefits to members on or after retirement from
gainful employment;

 Paying benefits to members once they reach a
prescribed age; or

» Paying benefits to members on the member’s death.

The clear message here is that all investments should be
intended to allow for the payment of benefits to members,
usually upon retirement. Therefore there are restrictions on
the types of assets you can invest in - a SMSF is not the
place to purchase a holiday house for your family or a sports
car for your weekend driving!



A good investment strategy will cover the classes of assets
you want to invest in, the percentage allocation for each class
of investment, and the time frame over which you want to
achieve this balance of investments in your fund. All of the
fund’s investments should then be made in accordance with
this investment strategy. The strategy can be altered from
time to time as your plans change.

All trustees of the superannuation fund should be in agreement
with the investment strategy, unless you have separate
Investment strategies tailored to some members. This may help
where you have members with a large gap in age and, therefore,
In investment needs. For example, a younger member may be
willing to take on higher risk investments, whereas a member
who is nearing retirement may prefer a lower level of risk so as
not to threaten their retirement income.

Once the investment strategy has been decided upon, the
fund is ready to operate. The usual day-to-day running of a
superannuation fund will involve:

e accepting superannuation contributions, usually from
employers of members, or from members themselves;

e accepting superannuation benefits rolled over from other
superannuation funds;

 paying the fund’s administration and investment expenses
including annual accounting and audit fees, income taxes,
bank charges and filing fees;

e ensuring that the benefits held in the fund are only released
to members once they have satisfied one of the payment
requirements - e.g. reaching retirement age and ceasing
employment.

What are the annual reporting requirements,
and what is the cost?

Each year, the SMSF is required to have audited financial
statements prepared, as well as member statements for each
member. The fund is also required to lodge an annual income
tax and regulatory reporting return to the Australian Taxation
Office. Finally, the SMSF must pay an annual levy to the ATO
in its capacity as the entity that governs SMSF administration.



Costs can vary depending on the size and complexity of the
fund. Figures provided below are based on a very basic SMSF
with relatively low balances, and then for a more established
SMSF, with alarger spread of investments and more investment
activity. (These are intended only as a guide):
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return (incl GST):

. “Basic” fund - $1,650 - $2,500
. “Substantial” fund - $2,500 - $6,600

Fee for annual audit:

«  “Basic” fund - approximately $550
. “Substantial” fund - minimum $750

(T 0t N
is $150.00.

Taxes payable:

Superannuation contributions from employers are currently
taxed at 15%.

Investment earnings from the superannuation fund are
also usually taxable at 15%.

What are the rules and restrictions
| should be aware of?

There are many rules and restrictions that trustees need to be
aware of and abide by. The list below is not exhaustive and
further information is available should you decide to go ahead
with establishing a SMSF:

Sole purpose test - as mentioned above, this is the most
important test as it governs the types of investments
the fund can make, among other things. A fund that
contravenes the sole purpose test, apart from incurring
penalties, will also be considered a non-regulated fund,
which means its income AND assets will be subject to tax
at 47%. Losing half your super fund assets to the ATO is
a fairly strong deterrent!

Trustees are prohibited from making loans or providing
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Super funds are prohibited from borrowing money except
in very limited circumstances relating to payments to
members. These rules have recently been amended
to allow SMSFs to borrow for “instalment warrant”
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structures and documentation in order to meet the ATO'’s
criteria. We strongly recommend seeking professional
advice before entering your SMSF into such an investment.
In the general running of a superannuation fund, the fund
should never borrow money.

Super funds may not acquire assets from related parties,
except in some limited circumstances (e.g. listed shares
or business real property).

Investments are to be made and maintained on an arms-
length basis.

Funds may not invest any more than 5% of their assets in
“inhouse” assets - i.e. assets that are owned by, or leased
to, related parties. Business real property is the main
exception to this rule.

If you decide to order a SMSF, you should make yourself fully
aware of all your obligations as a trustee of the fund.

s this really worth the extra time and
administration effort?

The fact that SMSFs have grown dramatically in popularity
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time and effort involved in running your own fund is more than
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you could obtain via running your own SMSF include:

Changesto superannuationlegislation have provided SMSFs
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retirement age, using Transition to Retirement Pensions
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superannuation at the same time, members can reduce
their tax bill while maintaining the same cash in hand.



Say Members | and 2, a husband and wife, are the only
members of the SMSF. They have just retired and are now
taking an Account Based Pension from the fund. Because
they are both retired and taking Account Based Pensions,
all the income from the SMSF (including capital gains) is
now tax-free. Therefore, if your retirement is likely in the
next 5 - 10 years, you could choose to invest in assets
that provide little short-term income but strong long-term
capital growth - thereby increasing the tax-free portion of
your income, leaving more cash for your retirement.

The biggest incentive for most people when setting
up a SMSF is that they will have a much larger choice
of investments. They can choose to invest in managed
funds, public company shares, property, income-bearing
deposits, hybrid debt/equity investments, hedge funds, -
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control than is available in most large funds. SMSFs also
provide you with the choice to engage the assistance of a
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and managing the fund’s investments, or formulating your
own investment strategy.

Anything else | should know?

The decision to set up a SMSF and make the related changes
to your investment strategies is not one to be taken lightly.
You should plan your superannuation strategies as part of your
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What's the next step?

If you require advice as to whether a SMSF is the answer for
you, or assistance in setting up a SMSF, please contact Rhodes
Docherty & Co on (02) 9988-4033 to make an appointment.
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IMPORTANT - This publication is presented in summary form, as a
guide only for clients of Rhodes Docherty & Co. It should not be relied
on as a substitute for detailed advice or solely as the basis for making
business decisions.
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