
Superannuation

Tax Advantages 
of Superannuation
Superannuation Funds have the lowest tax 
rate of any entity in Australia. Any individual 
who has a taxable income greater than $37,000 
or company that has a profi t, can save at least 
$15 in every $100 of salary sacrifi ced income 
or profi t that is made in a superannuation fund.  
Individuals earning over $80,000 and $180,000 can 
save $23.50 and $31.50 respectively for every $100 
sacrifi ced into a superannuation fund. Over time this 
can lead to very substantial tax savings.

A SMSF that has all members in pension can sell 
its assets and be exempt from paying capital gains 
tax.  No other entity in the Australian taxation 
system has an exemption from this tax; the 
scenarios to the right best illustrate this:

A Self Managed Superannuation Fund (SMSF) has always had the option to buy investment properties but it 
has only been in recent years that a SMSF has been allowed to borrow money to buy an investment property. 
Of signifi cant importance is that this applies to both commercial and residential properties. A business owner 
can now, by utilising the equity in their superannuation, buy a commercial premise for their business to rent, 
effectively paying off their own mortgage as opposed to the landlords, and at the same time increase their 
asset portfolio. Alternatively, individuals who prefer for their money not to be invested on the stock exchange 
can use their existing superannuation as a deposit to buy an investment property.

The decision to borrow to buy a residential or commercial property though a Self Managed Superannuation 
Fund (SMSF) is not a decision that should be made lightly and it is strongly recommended that you speak to 
an accountant or fi nancial advisor for a review of how such a decision will impact on your personal situation.

Assumption
A property is purchased for $400,000 and over 
a 15 year period experiences average growth of 5% 
per annum. Fifteen years later the property is sold 
for a capital gain of $431,571

Scenario 1
John bought the above-mentioned property in 
his own name and assuming a pre capital gains 
taxable income of $50,000 would pay an additional 
$88,540 in tax.

Scenario 2

John used an established SMSF to buy the 
above-mentioned property with his superannuation. 
Assuming John has retired at the time of sale there 
would be no tax to pay on the capital gain.

Buying property 
in your Self Managed 
Superannuation Fund 

. . . why it makes 
a lot of CENTS.



Whilst it is highly recommended that you talk with 
your accountant and/or fi nancial planner prior to the 
establishment of a SMSF, the Australian Taxation Offi ce 
have prepared several booklets for people considering the 
option of establishing their own SMSF. The fi rst booklet titled 
“Introduction for People Considering SMSF” goes over the 
six steps to work out if SMSF is for you and can be found at 
the following website address:
www.ato.gov.au/content/downloads/spr00182491n72579.pdf

For people wanting to continue their own education 
additional ATO and ASIC booklets in relation to a SMSF are 
referenced at the end of the booklet. Important Factors to 
consider when acquiring a property through a SMSF:

A SMSF cannot:
 buy a block of land and develop it (i.e. build a house)
 buy a block of land a sub-divide it
 buy an existing house, demolish it and build a new 

house/units
 buy an existing block of land and apply for it to   

be re-zoned (i.e. residential to commercial)
 allow members to use an acquired residential   

property for their own benefi t (i.e. holiday houses) – note 
this situation does not apply to people in business   
that buy commercial property and lease the    
property back to their business.

 buy residential property from their members – it is of vital 
importance that any potential residential property  
acquisitions occur after the establishment of an SMSF.

It’s your money - but not yet!

Members that are over 55 may be eligible to enter Transition 
to Retirement through their superannuation fund. This allows 
a member who is earning more than $37,000 to save at 
least $16.50 (this number increases for people earning more 
than $80,000 and $180,000 respectively) for every $100 of 
income up to their respective contribution caps. 

A member who has reached the age of 60 can save even 
more money as income from pensions received from a 
superannuation fund is tax free and not reported on the 
member’s income tax return.

It is strongly recommended that any person considering the 
above strategies talk to their accountant or fi nancial planner.

Transition to Retirement

Loans for a SMSF to acquire property are different to your 
normal property investment loan and can be quite complex 
to establish.  This is why it is important to deal with an 
experienced mortgage adviser to arrange the fi nance for 
your purchase.

The deposit for the purchase and acquisition costs 
will generally come from your existing superannuation 
holdings. If you don’t already have a SMSF, your existing 
superannuation holdings are rolled into a new SMSF.  The 
deposit required, excluding acquisition costs, is typically 
20% for the purchase of residential property and 30-35% for 
commercial property.

The borrowing structure involves a loan to a SMSF Trustee 
with a Security Custodian (also known as a bare trust) 
purchasing the residential investment property on behalf of 
the SMSF. This Security Custodian then holds the property 
as an asset in trust for the SMSF, which has the benefi cial 
right (but not the obligation) to acquire the underlying asset 
at a future date.

The loan is secured against the investment property and 
while the loan is ideally self-servicing from the rental 
income derived from the property, servicing may also come 
from any other income received. For example, employees 
may be able to have their employer pay their compulsory 
Superannuation Guarantee Levy entitlements directly into 
their SMSF.

The following is a simple diagram showing the major parts of 
the transaction:
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1. Discuss your plans with your accountant or fi nancial 
advisor

2. Discuss your loan requirements with an experienced 
mortgage broker and get an indicative loan approval

3. See your accountant to establish a SMSF, or have them 
check that your existing SMSF is set up to allow the 
intended transaction.

4. Establish your Security Custodian (Bare Trust)
5. Locate a suitable property
6. Open a bank account for your SMSF
7. Arrange to have your existing superannuation fund 

rolled into your SMSF or make a contribution to the  
fund suffi cient to meet at least a 20% deposit on the 
purchase plus purchase costs.  It is important to   
check fi rst  with your accountant regarding this point

8. Advise your solicitor/conveyancer and Real Estate 
Agent that the purchaser will be your Security Custodian 
(Bare Trust)

9. Have your mortgage broker obtain formal loan approval
10. Exchange contracts and pay the deposit
11. Execute and return loan documents.  
12. Settlement takes place and ownership passes to the 

security custodian
13. Lease the property as normal with net rental receipts 

being received by the SMSF

The steps involved in purchasing an 
investment property through your 
SMSF are generally as follows

The costs to establish a SMSF for the purposes of borrowing 
to buy property are approximately $2,100. This includes 
establishing a trustee company for the SMSF and the SMSF 
(trust deed) itself as well as the trustee company for the 
Security Custodian. It does not include the establishment of 
the bare trust. 

The cost of establishing a Bare Trust has several variables 
and costs start from $500.

NOTE: All upfront establishment costs of a SMSF can 
be reimbursed from the newly created SMSF once the 
member’s balances have been transferred across.

Costs to establish a SMSF 
and Security Custodian

Ongoing SMSF costs

Loan establishment costs

Costs to establish SMSF loans vary from lender to lender, 
however as an indication, on a residential purchase, 
establishment fees and legal fees for the bank’s solicitor to 
vet your SMSF and bare trust would amount to a minimum 
of $2,200.  Interest rates and loan features for loans to a 
SMSF for a residential property purchase will resemble 
those of a standard home loan.

Your lender or mortgage broker will be able to advise costs, 
interest rates and detailed loan features when discussing 
fi nance for your purchase.  If you have any questions 
regarding fi nance for SMSF property investments please 
call Mike Connors from Smart Investment Property Finance 
on 02 4367 4116.

A SMSF is required on an annual basis to prepare fi nancial 
accounts that are audited, and lodge an income tax return. 
Annual breakdowns of these costs are as follows:

 Accounting & Taxation $1,600
 Audit $600
 ATO Filing Fee $180
 ASIC Filing Fee & Associated Minutes $147
    
 Total $2,527

NOTE: This cost should be compared to the ongoing 
commissions paid to your current superannuation fund. 
The average commission for the superannuation industry 
is 1.42% for funds under management however this 
percentage is higher for retail funds. When comparing 
commissions paid to the current superannuation provider 
most people with funds in excess of $180,000 under 
management fi nd the fees paid for maintaining their own 
SMSF are cheaper than paying commissions for funds 
under management.

If you would like a further breakdown and explanation 
of these costs, please do not hesitate to contact Cameron 
Lean from Rogers Lean & Co Accountants & Tax Agents 
on 02 4365 5656.



General Disclaimer:
This brochure was correct at time of printing being 1 May 2012 and as such advice should be sought from either an accountant or fi nancial advisor if any 
changes in legislation have since occurred that might affect the advice of this brochure.

No person should rely on any part of this brochure without fi rst obtaining advice from a qualifi ed professional person. This brochure is given on the 
terms and understanding that the authors are not responsible for the results of any actions taken on the basis of information in this brochure, nor from 
any error in or omission from the brochure. The authors hereby expressly disclaims all and any liability and responsibility to any person, whether a 
purchaser, recipient or reader of this brochure or not, in respect of anything, and the consequences of anything, done or omitted to be done by any such 
person in reliance, whether wholly or partially, upon the whole or any part of the contents of this brochure.
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