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Self-managed superannuation -

is it right for you?

Superannuation funds in general

A superannuation fund is an investment vehicle that
is established and maintained primarily to provide
retirement benefits.

Most people experience their first super fund when they
start working and their employer pays Superannuation
Guarantee contributions on their behalf. These super
funds are usually managed by an independent trustee and
members may have a choice as to the investment strategy
that their funds are invested in, but generally do not have
a say as to the specific investments that are chosen or how
the super fund is administered.

All super funds must have trustees. While each super
fund has its own rules, the trustees must also comply with
specific government legislation which is designed to help
ensure that the superannuation savings of the members
are properly managed.

What is a self-managed superannuation fund?

It is possible for an individual to establish their own
superannuation fund — these are referred to as ‘self-
managed superannuation funds’ or ‘do-it-yourself
superannuation funds’.

Generally, a self-managed superannuation fund is a super
fund where:

m There are fewer than five members;

m EFach member of the fund is also a trustee (or a director
of a corporate trustee);

= No member of the fund is an employee of another
member of the fund unless they are related; and

m Trustees (or directors of corporate trustees) do not
receive any remuneration for their services as a trustee.

Self-managed superannuation funds are not for
everyone and there are many reasons why this type
of fund may not be appropriate. See the section

“Is self-managed superannuation appropriate for
you?” for details.

How much do you need to have to invest in
a self-managed superannuation fund?

The ATO booklet “Thinking about self-managed super”
(see the Other information to help you make up your mind
section below) gives a general guide as to how much you
need to have in super in order to establish a self-managed
superannuation fund.

What are the benefits?

It is our experience that individuals who desire a high
degree of control over their superannuation savings
are generally interested in what self-managed super
may offer. The control is usually in relation to how their
superannuation savings are invested and, to a degree,
the costs associated with running the fund.

Selection of investments

Generally, with super funds other than self-managed
superannuation funds, a member may have a choice of
investments but only from the range that is made available
within that product.

On the other hand, subject to a few legislative restrictions,
a self-managed superannuation fund allows access to

a large range of investments — managed funds, fixed
interest, real property (residential and commercial),
instalment warrants, and access to a full range of listed
securities — both domestic and international.

The trustee is responsible for the design of the asset
allocation, selection of assets and all investment decisions.
They can create an individual investment portfolio for each
member or one investment strategy for the whole fund.

Following changes to legislation on 24 September

2007, trustees of self-managed superannuation funds

are even able to borrow — that is, to pursue a geared
investment strategy. However, there are specific legislative
requirements that must be complied with in order for the
borrowing to be allowed.

Costs

The costs associated with a self-managed superannuation
fund can be broadly classified as:

= Fixed costs

These include establishment fees and statutory charges
such as audit and accounting fees.

= Variable costs

These include ongoing administration and investment
management fees. There may also be times when
actuarial or legal fees will be incurred. These are harder
to quantify because they will depend on issues such as
the level of assistance sought from external advisers,
the size of the fund, and the frequency that assets are
bought and sold.
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Due to the nature of the fixed costs, they cannot be avoided
regardless of how much personal time is spent running a self-

Documenting and maintaining an investment strategy

managed superannuation fund. Variable costs, however, can be
minimised and the level incurred will depend on how much of
the activities associated with the operation, administration and
compliance of the fund are managed by the trustees personally,
and how much is outsourced to professional advisers, such as
lawyers, accountants and financial advisers and the cost of those
professional services. Additionally, self-managed superannuation
funds have reduced reporting requirements, thus potentially
reducing the cost of maintaining the fund.

However, these benefits come with the additional responsibility
of the members being trustees.

Responsibilities of being a trustee

A trustee must manage all regulatory (Superannuation Industry
(Supervision) Act (SIS Act) and regulations) and administrative
(income tax and GST) obligations.

Each trustee is ultimately responsible and accountable for
ensuring that they comply with all the laws relating to
superannuation, taxation and trust law as well as the rules
within their own trust deed, even where the trustee engages
professional advisers to assist them with the management of the
self-managed superannuation fund.

While there are many others, some of the trustee responsibilities
include:

Ensuring the fund complies with the sole purpose test;

Lodging an annual income tax return and a superannuation
fund annual return;

Maintaining records;

Ensuring there is an investment strategy and that
investments are maintained in line with that strategy;

Ensuring that super fund monies are not used to provide
loans or assistance to members or relatives;

Ensuring that super fund money is not accessed by members
until they meet a condition of release;

Acting honestly and in the best interest of all the members
of the fund;

Keeping the money and assets of the self-managed
superannuation fund separate from personal assets;

Retaining control over the fund at all times.

Understanding the following obligations is particularly important
when running a self-managed superannuation fund:

Sole purpose test

The sole purpose test means that a self-managed
superannuation fund must be maintained for the sole
purpose of providing benefits to members upon retirement
or to their dependants if a member dies before retirement.
The assets of the fund cannot be used to provide a personal
benefit — such as buying a residential or holiday home,

art or jewellery that is then used by the members or a
related party (which includes relatives, business partners
and any companies or trusts that they control). Specifically,
you cannot run a business through a self-managed
superannuation fund.

Every self-managed superannuation fund must have a
documented investment strategy. The strategy should
set out the investment objectives of the fund and the
methods the fund will adopt to achieve those objectives.
Trustees must then ensure that all investment decisions
adhere to the investment strategy.

= Managing the fund’s assets

A trustee may invest the self-managed superannuation
fund monies plus any contributions in any asset or particular
asset class, as long as it doesn't breach any of the legislative
provisions — particularly the two above. This opens the

way for self-managed superannuation funds to invest in
assets that are not normally made available through retail
and master trust types of super funds, such as residential
property, direct shares and even antiques and artwork

(as long as they are in line with the sole purpose test and
the investment strategy of the fund). However, with some
exceptions, including listed securities and business real
property, trustees of a self-managed superannuation

fund cannot acquire an investment from a member or

a related party.

As indicated above, recent legislative changes now

enable self-managed superannuation funds to borrow,

but only on very restricted terms. Before entering into

a borrowing arrangement, a trustee of a self-managed
superannuation fund should obtain professional legal advice
to ensure that their proposed arrangement complies with
the relevant legislation.

The Australian Taxation Office (ATO) is the regulator for self-
managed superannuation funds and is responsible for ensuring
that trustees meet their obligations.

Generally, the ATO provides a range of education material
for trustees and works with them in order to ensure they
comply with all the relevant legislation. Where the ATO
considers a trustee has failed to make a genuine effort to
comply with legislative and administrative requirements,
or has set out to deliberately avoid meeting their legal
obligations, the trustee may:

= Lose their tax concessions (tax of 45% may apply);
m Be disqualified as a trustee;

m Be subject to administrative penalties; or

m Be prosecuted.

Running a self-managed superannuation fund

While a trustee has many responsibilities, they may engage
the services of professionals to assist with their administrative
obligations and to help them meet all the legal responsibilities.

For example, a lawyer can draft legal documentation — such as
trust deeds, minutes, and other formal documents — while an
accountant can assist with tax and lodging returns and in some
cases, also offer an administration service.



There are also a number of independent administration services
you can subscribe to which provide a range of services from
trust deeds, to tax returns, audits and day-to-day administration.

A financial planner or investment adviser can assist in developing
an investment strategy and provide guidance, assistance and
management to ensure the investments of the fund are in line
with the investment strategy.

Trustees can decide on the level of involvement they wish to
take on in managing their self-managed superannuation fund
and, subject to cost, may outsource some or most of their
functions. However, it is important to remember that trustees
are bound to retain control over the fund and that the ultimate
responsibility and accountability for running the fund in a
prudent manner lies with the trustees. They should always
ensure they understand everything that is happening within
their self-managed superannuation fund.

Is self-managed superannuation appropriate
for you?

Self-managed superannuation funds are not for everyone
and there are many reasons why this type of fund may
not be appropriate. We strongly recommend that you
obtain advice from a licensed or appropriately authorised
financial adviser before making any decisions about
establishing a self-managed superannuation fund.

The decision to establish a self-managed superannuation fund
requires you to consider your skill, desire for control, ability and
willingness to take on the duties and responsibilities of a trustee.
You should consider that:

= Superannuation is a highly regulated and complex legal area.
Trustees are solely responsible and accountable for ensuring
that they adhere to all the laws relating to superannuation,
taxation and trust law.

= There may be significant time required to manage and
co-ordinate the operation of a self-managed superannuation
fund. This time increases with the amount of control you
wish to exert, particularly for investment. The management
commitment and complexity also increases in retirement
through the administration of income streams. This typically
becomes more onerous with age.

= A properly run self-managed superannuation fund will
incur costs associated with strategic advice, administration,
accounting, auditing, investment advice and management
and other professional services such as those from lawyers
and actuaries. These costs may make a self-managed
superannuation fund a more expensive option than other
superannuation vehicles.
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Some of the questions you might ask yourself are:

= What is my main driver for wanting a self-managed
superannuation fund?

= Do | (and any other members/trustees) have the time and
expertise required to devote to the fund?

= Can | produce a better result than my existing
superannuation fund that is managed by professionals?

= How much will it cost and do | have enough superannuation
savings to make it cost-efficient?

Other information to help you make up your mind

If you are interested in establishing a self-managed
superannuation fund, the Australian Taxation Office has

three particularly informative publications which you may wish
to read:

= Thinking about self-managed super

= Setting up a self-managed super fund

= Running a self-managed super fund

You can find them at www.ato.gov.au/superfunds/

Further, the Australian Securities & Investments Commission
has information in the superannuation section of its
consumer website (FIDO), which you can access at
www.fido.gov.au/fido/fido.nsf

You can also call the Mercer Helpline on 1800 633 403 to speak
to a consultant.

Should you decide that you need assistance in making your
decision, you have the option of speaking to one of our financial
advisers who can help you assess your superannuation options
and discuss the merits of a self-managed superannuation fund
in your particular situation.

Mercer also offers a Self-Managed Super Service, which takes
the hard work out of setting up and running your own fund.
We are able to establish a Mercer Self-Managed Super fund for
you and look after the ongoing administration, leaving you to
get on with managing your investments and retirement strategy.
Call 1800 633 403 for more information.

If you have any questions, or to speak with a Mercer financial adviser, please call 1800 633 403.
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