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WEALTH MANAGEMENT

In September 2007 the Government passed-new laws that, in
effect, allow superannuation funds to use gearing to purchase
investments. A superannuation fund (including an SMSF) can
now borrow;to make investments.

THROUGH THE USE of a special purpoas bars Any investmant can be mads through the DIT
trust. which iz broadly raferred to az a Dsbt that the superannuation fund could hava purchased
Inatalment Trust (DIT), a superannuation fund is now n its own right under Superannuation Law, providing
abls to use its own cash plus borrowed funds fo the following conditions are mat:

purchase invsatmenta via the DIT. The fallowing

: ® Ths frustes of the superannuation fund and the
diagram illustrates how the DIT would work in DIT are different snitisa

conjunction with an SMSF:
® Any borrowings the supsrannuation fund makes

SBtU"ls'_O;'f.-f BT muzt be uzad to acguire an aszst in the DIT (ora
Financier asselis] [Separals tustes 1o SMEF) replacameant asast). Borrowings cannot be uaed
Purchases irvestment(s] for any othsr purpose.
Oy mveslor js SMSF ¢
® Ths supsrannuation fund can only deposit caah

oy P inte the DIT. Exiafing fund asests (e.g. exiating
" i |r-f1laITarﬂs Investment earnings shares and property) cannot ba used.
Loans 35 & rapays dabt i i L.' propery)
ranshar of assealis] e
* ® Ths supsrannuation fund must have zols
SMEF bensficial ownerzhip in the aszet| f the DIT

5 in DT & has excdusive

i L and the right te acquire tha azset(za) outright
beneficial intarast in sesets) .
Pays dopasit & instalments through the payment of instalmenta.
l ® The underlying investmenta in the DIT must be
allowable investments under Supsrannuation
Mairibars Law e.g. you cannot have 'in-houze’ azzstz of
Erhancad banefits greater than 5% of the value of the fund,

residential proparty cannot be lst fo membars
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Gearing personalty Gearing through SMEF & DIT

and/or thair relatives and the fund cannot

acquire aszets from related parties unlezs they I F00,000  Caorributions: $100,000

are listed zscurtiss, buziness real property or Rt 340,000 Rent: S40,000

widsly held trusts (managad funda). Inderest axpenss (30,0007  Inbarést axpensea: {530,000}
® The payment of (and the aacurity over) any T payable & 41.5% (3458500 Tax payabls @ 15.0% (516,500

liability must be limited to the azsets of the DIT bt furds o pay off laan Mt funds fo pry off

and there must be no cbligation on the prinizipsel $64.950  loan principal 383,500

supsrannuation fund to maks any future
payments i.e. the financier cannot take sacurty
over other supsrannuation fund azsets (the AT
haz sven suggested that they would not be
comfortable with a pearsonal guarantes provided
by a truztes).

® [fthe fund borrowsa from a related party then it
must be on commercial terma a.g. a commearcial
rate of intereat must be charged.

If yvou do not adhers to thesze conditions (and any
othara that may apply) then: intersat concessiona
from ralated partisz could count towards annual
contributions’ capa and result in penalty taxes, or
could be treated as an early release of bensfitz which
could be conzidsred a compliancs breach; you could
pay capital gains tax (and potentially GST and stamp
duty on property franaactions) on the tranafer of the
azaet from the DIT to the supsrannuation fund; or
woras sfill, your supsrannuation fund could be
deamed non-complying by the ATO and taxed at
45% on itz income and most of its capital.

It cannat be emphazizad too highly how important
it iz to get profeasional advics in thiz area and snsure
that your arrangements are ast up correctly and you

Az you can ses in thiz example, by running the
gearing and purchasing thie property through their
SMEF as oppozsd to gearing up and purchaszing
in their own namesz, theze cliantz have saved
themaeelves $29,150 p.a. or an improvement of 45%
over what they could have achieved psaraonally.

“ou should alzo note: by gearing peraonally,
thiz couple will almosat cartainly pay capital gains tax
(CGET) on the eventual sale of the property whersasz
there may be no CGET payabls on the property
purchazed through the SMSF & DIT. if both meamberz
are retired and taking full penaions when the property
iz eventually sold.

2. Enhancing the return of a portfolio
Azaumptiona:
1. Dividandsz yield 4% and ars fully franked.
2. 4% capital gains (unrealised).
3. 200,000 current fund balance and 5300000
borrowings.
4. 8% interest iz payabls on ths loan.

. Funad bxlarice: S200,000 Funad Elarice: S500,000
adhera to all the regulationz.

Given that superannuation generally cannot be Gearing: 30 Geaing: (#300,000)
withdrawn, there will be guarantssd cazh flow (SGC Capital gaire: SEO00  Capital gaire 520,000
and other contribufionz) and relafively low loan to Divichands: SB.000  Dividands $20,000
valuation ratioz (ratios of around 50% to G0% are Iierest axpenss: 30 Iiderest axpense: 524,000
I‘:}n::kga‘ts]ae:lrr:;: Z:[ar:’?zﬁr;:::ia p[:;\rt:: :;zll‘l ;::_le_a Imputation gross up 38,420 Imputation gross up: £8,5T1
can provide sarnpe &xtmmuely Vaﬁ.lsbla bensfitz to Groms tax pyabie: LTI  Groas tax pcable: (3858
truztess and members of SMSFa for whom gearing Franiing qradi: 428 Franiing oredi: 38,50
iz appropriate. Mt tiax (paysbis) rafund: SLT14  Met tax ipayablejirafund: 37,885

Examples are provided balow of how: 1. An SMEF etk raturrc S17.714 Rt raturre $23,885
could purchass a commercial property (potentially a Fart® of after tax reburm: B.B6%  Fals of after fax return: 11.94%
related businesz could even |leaze the property from
tha SMSF) and through the utilization of gearing
[via the DIT) conduct the purchase in a tax-sffective uhm fas ean improvad By
manner; and 2. An SMEF could enhance the return the ord N T —
it achisves from a portfolio of blus chip =haresz by
utilizing gearing. Az haz besn seen in recent montha, gearing can

compound an inveator's lossea. However, paat
1. Purchase of a commercial property sxperisnce zhows that gearing used prudently within

Azzumptions: a sound blus-chip portfolio (zhares or property), and

1. ou and your apouae ars both employses) aa part of a properly constifuted investment strategy

directara in your family businsaa, and (and reviewed on a regular basiz). can enhance
membara of your family's SMSF performance and provide a vastly superior refurn to

2. You would like to purchase a property for investors [now including supsrannuation funds). ®

500,000 for uze by your buzinezs.
3. The property yialds 8%,
4. You have a $200,000 deposit and you borrow
$300,000.
5. 10% interest iz payabla on the loan.
B. Your other incoma places you in the £1.5%
tax brackst (including Medicars Lavy)
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