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SMSF BORROWING LIMITED RECOURSE
The introduction of the new borrowing provisions of the SIS
Act in July 2010 created confusion for both SMSF members
and professionals. Particularly regarding the purchase of
property as uncertainty exists surrounding:
• whether a property subject to a LRBA can be repaired,
maintained or improved,
• (b) does an ‘off-the-plan’ purchase contravene section 67A
or 67B of the SIS Act, and (c) the concept of ‘single acquirable
asset’ and ‘different asset’.
In response, the ATO recently released Draft Ruling, SMSFR 2011/D1,
to address some of these concerns. Outlined below is a summary of the
guidance provided in the Draft Ruling relating to the above concerns.
Repairing or Maintaining Property

acquirable asset’. These include buildings on more than one title and land
with multiple titles. It also uses the concept of ‘single acquirable asset’
when providing examples of improvements giving rise to a ‘different
asset’. The Draft Ruling suggests that an asset would have to exhibit
significantly different characteristics to be classed as a ‘different asset’,
and also fail the ‘single acquirable asset’ test, such as the subdivision of a
single block of land resulting in multiple titles, a residential property built
on a block of land (including the purchase of a ‘house and land’ package
from a developer), and when a single house and land is demolished and
replaced with three strata titled units. Note, rebuilding a house after it
has been destroyed by fire with insurance proceeds does not give rise
to a different asset.
Unfortunately the Draft Ruling does not clarify whether the purchase of
a ‘right’ to acquire an apartment ‘off-the-plan’ is a different asset to the
actual property. The only guidance given suggests that trustees wishing to
purchase an ‘off-the-plan’ apartment should:

• However property already owned by a SMSF, and thus not subject to
a LRBA, cannot be repaired or maintained with borrowings.

• Pay a deposit to secure the purchase of an ‘off the plan’ apartment
with fund money; and

Improving Property

• Once the apartment is completed and strata titled the trustees can
complete the purchase through entering into a LRBA.

• However, money from other sources can be used to improve (or
repair/maintain) an asset subject to a LRBA, provided the improvement
does not result in a different asset.
Single Acquirable Asset/Different Asset
The Draft Ruling provides a number of examples defining a ‘single

A HOT Recipe
Atomic Chilli
Ingredients
Serves: 12
1kg beef mince
3 (400g) cans diced tomatoes
150ml tomato paste
1 330ml can beer
2 cups beef stock
(or 2 cups water and 2 dried beef stock cubes)
3 (450g) cans red kidney beans, drained and rinsed
3 large onions, chopped
6 cloves garlic, crushed
2 green capsicums, chopped
1/2 tsp cayenne pepper
1 Tblsp brown sugar
1 tsp dried oregano
1 tsp ground black pepper
2 tsp salt
3 tblsp ground cumin
1/4 cup chilli powder
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to warm up you up this winter!
1 tblsp instant coffee powder
2 tblsp worcestershire sauce
3 tblsp lime juice
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Preparation method
Prep: 15 minutes | Cook: 4 hours
1.
2.

Place beef mince in a large, deep pot (at least 5 litre
capacity). Cook over medium-high heat until evenly brown,
crumbling meat as it cooks.
Add all other ingredients to pot. Bring to a boil, then reduce
heat to very low and simmer 4 hours, stirring occasionally.
Flavour develops as it cooks, so don’t skimp on time!
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Tip
If it tastes too spicy at the beginning of cooking, don’t panic, the
heat mellows out and is absorbed into the beans (the yummiest
part!) Always best the next day.

Other ideas
This chilli can easily be made in a slow cooker. Brown meat and
onions on the stove first, then add all ingredients into the slow
cooker, stir and cook on high 3 hours and low another 5-7 hours.
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Pay Less Tax...Create and manage YOUR Wealth

The 2011/2012 financial year has almost come to a
close but there is still time to make those last minute
business related purchases and get a tax deduction
for this financial year. For example if you need a new
printer for the home office buy it now before 30 June
and you will be able to claim on 1 July.
If your health fund runs by financial year instead of calendar
year get those new glasses or have dental work done before
you lose this year’s entitlements.

The Draft Ruling provides clear guidance surrounding repairing,
maintaining or improving property. It should help trustees who have
acquired property later damaged or destroyed by natural disaster, or
those who have purchased a ‘renovator’s delight’. However you are
reminded that this is a Draft Ruling only with submissions closing Friday
28 October 2012.
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BEST WISHES from the team at Stirling!

Off The Plan purchases

• Property subject to a LRBA can be repaired and maintained with
either borrowed funds or with non-borrowed funds both at the time of
its acquisition or at a later date.

• Trustees cannot use borrowed monies to improve any asset subject
to a LRBA.

ACCOUNTING & FINANCIAL SOLUTIONS

Visit our website www.stirlingfinancial.com.au or join us on Facebook

If you are working and earn under $31,920 you can make a
$1,000 contribution to superannuation and the government
will match your contribution. Even if you earn between
$31,920 and $61,920, you will still receive some of the
government co-contribution if you contribute up to $1,000
in this financial year. The rules are changing next year so that
if you are eligible and you contribute $1,000 the government
will make a co-contribution of only $500. If you can afford
it, maximise your superannuation by making a personal nonconcessional contribution in this financial year.
Many local people want to increase their superannuation as
much as possible so they have a bigger nest egg at retirement.
Once they have the kids off their hands and not draining the
bank account they pour as much money as possible into
superannuation after they turn 50. This financial year over 50’s
are able to contribute $50,000 of concessional contributions
into superannuation which includes the superannuation
guarantee (9%) paid by your employer plus your salary
sacrifice or additional employer contributions. From 1 July
2012, the maximum allowable concessional contribution
will reduce to $25,000. If you are making salary sacrifice
contributions through your wages, please make the necessary
changes to ensure your superannuation guarantee and salary
sacrifice contributions do not exceed $25,000 or you will be
losing some of your retirement savings in extra tax. If you are
unsure about these new rules, please make an appointment
with us and bring in your latest pay slip and we can check it
for you.
If you are not worried about this financial year, 1 July 2012
is a great time to start planning how you will pay less tax and
create more wealth in 2012/2013.

www.stirlingfinancial.com.au
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Life insurance within super

five common smsf trustee mistakes

Life insurance policies held within
superannuation provide two main
benefits. They allow premiums for the
insurance policy to be tax deductible
and they allow these premiums to be
paid from a person’s superannuation
member balance, rather than from
their cash flow. This can be beneficial
compared to if the policy is owned
in an individual’s name where the
premium is paid from their after-tax
cash flow.

I come across mistakes when dealing with
pensions all the time. Here are just five of
the common mistakes that I have come
across. What is clear is that, “when dealing
with Self Managed Superannuation good
advice is vitally important before you
start”.

If a life insurance policy is owned within
superannuation, it is important to understand
how the proceeds are treated when paid
out to ensure that the intended beneficiary
actually receives the proceeds and how
the proceeds will be treated from a tax
perspective.
When a person who holds a life insurance
policy within superannuation passes away the proceeds will be paid into their member account, which will form part of the overall death
benefit. So it is important to have measures in place, such as a superannuation nomination, that will direct the trustee to pay the member
balance (including the insurance proceeds) to the intended beneficiary. Without a nomination, the trustee has discretion as to who the
proceeds are paid to having regard to all of the individual’s dependants. If a superannuation nomination or the trustee determines that the
proceeds are to be paid to the estate, then it will form part of the individual’s overall estate and be distributed via the Will.
The tax payable on the superannuation death benefit will be determined by the recipient of benefit. An ordinary member account (excluding
insurance proceeds) will generally include a ‘taxable - taxed’ component and a ‘tax-exempt’ component. The ‘tax exempt’ component
will be received by the recipient of a death benefit tax free, regardless of who they are, whereas a ‘taxable- taxed’ component will only be
received tax free by certain recipients, including a spouse, a child of the deceased under 18, a person who financially dependant on the
deceased or a person who had an inter-dependancy relationship with the deceased just prior to their death. These people are referred to
as ‘tax dependants’. Tax of 15% will be payable if the death benefit is not paid to one of these people.
When insurance proceeds are added into the mix, the insurance component of the death benefit will usually be ‘taxable – untaxed’. This
is due to the fact that a tax deduction was claimed for the premium. A ‘taxable-untaxed’ component will also be received tax-free by a tax
dependant if the death benefit is paid as a lump sum, however will be taxed at up to 30% if received by a non-tax dependant (such as a
child of the deceased over 18 with a number of exceptions).
A tax-dependant is also able to receive the superannuation death benefit as a pension. In this situation, both the ‘tax-exempt’ and ‘taxabletaxed’ portion of the pension will be received tax free by the recipient if either they, or the deceased, are over age 60. If both are below
aged 60, the taxable component of the pension will be taxed in the recipients marginal tax rate (MTR) – with a rebate of 15% of the
‘taxable-taxed’ portion of the pension payment.

Documentation is important to ensure that the
pension actually commences when you want it to
commence. Typically, a pension may start before
an actual pension payment is made. For example,
sometimes the pension start date will be 1st July
and the actual pension payment may be a yearly
payment commencing the following June. The
documentation should reflect this and include at
a bare minimum such things as a request from the
member to the trustee, minutes of the trustee,
notification from the trustee to the member (type
of pension, when to be paid, if a reversionary
pension is to be applied, etc.)..

TAX TIPS
With 30 June fast approaching, it is an opportune time to
review your tax affairs for 2012. Key things to consider:
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2. Minimum Pension Payments
In order to take advantage of the Tax Exempt Pension Income within the fund (that is no tax on the income from the assets supporting the
pension) the minimum pension amount must be paid within the financial year. This means that the pension must leave the funds bank account
by the 30th June. For example, if at the 30th June $10,000 of pension payments have been made yet the minimum pension payments for the
year is $11,000, the $1,000 cannot just be added to the following year’s minimum.
3. Contributions
Once a pension has started contributions cannot be made to that pension account. You can still make contributions to your SMSF; however these
will be accounted for in a separate account (accumulation account). You may wish to stop the pension and add the contribution and then start
a new pension. If this is the case you must first pay the minimum pension before stopping the pension. It is important that the documentation is
completed to ensure that the fund maintains its tax exempt status.
If you have a pension account and accumulation account during the year (and you do not have segregated pension assets) you will need to obtain
an actuarial certificate to be eligible for the tax exempt percentage of the fund income. .
4. Tracking the Tax Free Component %

Where the death benefit pension includes a ‘taxable – untaxed’ component, this portion of the pension will be taxed at the recipients
marginal tax rate, less a 10% offset, if either are over age 60. No offset will be available if both are under age 60.
If a super death benefit is paid to an estate it will be distributed via the Will. Tax will be paid proportionately based on the components
involved and the recipients.

Your members statements should detail your components. The members statements should have your tax free component percentage for
pension accounts and the tax free component dollar amount for accumulation accounts.

All of this information needs to be taken into account when owning life insurance in superannuation and may affect the level of cover
required. For example, if a life insurance policy was held within super by an individual for the benefit of their spouse, the calculation of the
level of cover is simple – it is what it is. However, if a specific amount of cover was intended for the adult children of an individual, the level
of cover would need to be grossed up to account for tax (‘taxable-untaxed’ component is taxed at up to 30%).

5. Are you entitled to a pension
In order to commence a pension you must be over the preservation age. This means that you must have reached the preservation age at the
time the pension documents says the pension starts, this does not necessarily mean at the time the first pension payment is made. For example,
you may be turning 55 (and meeting your preservation age) on the 3rd of September and think that I can start the pension on the 1st of July but
not pay any pension payments until after the 3rd of September and get the full year of tax free pension income. This is not possible; in order to
commence the pension you have to have reached the preservation age at the 3rd of September and the documents described in 1 above must
indicate this, regardless of what date the first pension payment is.
These pension rules can be a minefield to negotiate and advice from a SMSF specialist adviser is highly recommended. At Stirling Financial
Solutions we encourage our clients to remember that ‘if you have any doubts as always ask before you go ahead’.
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& Redundancy

1. Set up documents

At the start of the pension the Tax Free Component Percentage needs to be calculated. This percentage remains for the life of the pension. This
is calculated by dividing the Tax Free Component by the total starting balance of the pension. The Tax free component should be shown on your
members’ statement at the end of each year. It is often said to me ‘I thought that the pension payments are all tax free’ - yes they are, the tax
free component does not refer to the regular pension payments. The Tax Free Component percentage will come into play upon death of the
member and can make significant difference to the tax paid by your dependents (particular adult children).

Marginal tax rates should also be considered when determining the level of cover where a spouse intends on receiving any insurance
proceeds as a pension from superannuation, remembering that income from an untaxed source (insurance proceeds) are taxed at their
marginal tax rates.

TAX TIPS

what to do
with your tax
refund
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•

Collate all relevant receipts for allowable deductions

•

Consider pre-paying certain expenses such as:
•

Interest on margin loans/investment property mortgages

•

Insurance on rental properties

•

Income protection insurance

•

If you have a rental property, consider paying for any needed
repairs or maintenance

•

If you are eligible to claim motor vehicle expenses, ensure you
log book is current and up to date

•

1. Use your tax refund wisely and pay it off your Credit
card that will save you the equivalent of earning 16% on
your money

If you have carried forward capital losses, consider selling assets
to realise capital gains to offset those prior year capital losses

•

If you participate in an employee share plan, check the
documentation to ensure you are aware of the current year’s
tax impact

2. If your Credit Card is already paid off- pay it off your
Home Loan

•

You can claim a 20% tax offset for net medical expenses
(out of pocket amounts) over $2,060

•

The education tax offset has been replaced by the schoolkids
bonus. These details are no longer required to be included
in your tax return.

3. If both of the above are paid off pay it into your 		
superannuation, you may be eligible for the Government’s
Co Contribution of up to $1,000- call us for details- but be
quick you have only to the 30th of June.

Redundancy
With a number of businesses reviewing their operations in the Illawarra
region over the last financial year it is worthwhile reviewing the tax
outcomes when considering a redundancy.

Smart
Technology
Tips and Traps

A redundancy payment may consist of a number of components which
will have different tax outcomes.

Smart phone apps worth downloading
and using:

For instance, it may comprise payments in lieu of notice or gratuities
(“golden handshakes”). The tax impact on these payments may be
reduced in the event of a genuine redundancy by applying a formula of
$8,435 plus $4,218 for each year of service.
Payments made to you for time already worked are taxed at normal
rates.

• ASIC Moneysmart app is free and explains why some interest
free deals can be a bad option as well as showing you how rich you
can get by putting away your cash.

Payments made to you for unused annual leave and unused long service
leave have special rates of tax and should be considered at the time of
redundancy.  Long service leave rates are impacted by factors such as
your start date, years of service and leave previously taken.

• iXpenseit – free app from the app store – a budget / cashflow /
spending tracking tool

Before accepting any redundancy, you should have the calculation
reviewed by a suitable qualified tax adviser. Further, you should
consider the options available to you with regards to superannuation
and funding your retirement as well as your immediate cash flow and
budgetary needs.

• www.anz.com/anz-moneymanager - allows you to see all your
accounts with different banks
• inigma – for copying contacts from other smart phones

ACCOUNTING & FINANCIAL SOLUTIONS

Stirling Accounting and Financial Solutions are able to assist you with all
facets of redundancy advice.
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