SMSF Property
Investment Strategies

This comprehensive guide from Pilbara Finance is designed to help you confidently
navigate the world of property investment within your Self-Managed Superannuation
Fund.

We aim to empower you to take full control of your financial future and build a robust
and secure retirement portfolio through strategic property investments.
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Introduction — Take Control of Your
Retirement Future

Self-Managed Super Funds (SMSFs) represent a powerful vehicle for Australians seeking unparalleled control over their retirement savings. Unlike
traditional superannuation funds where investment decisions are made by a trustee, an SMSF empowers you, the member, to directly manage your
superannuation assets. This hands-on approach allows for a highly personalised investment strategy tailored to your unique financial goals, risk
tolerance, and retirement vision.

The popularity of SMSFs has surged, with over 600,000 funds now established, collectively managing nearly $700 billion in assets. The average
balance per fund, exceeding $1.1 million, underscores the significant wealth being built through this structure. Within this landscape, direct property
investment has emerged as one of the most compelling strategies. Its appeal lies in its capacity to offer substantial tax benefits, crucial portfolio

diversification away from traditional equities, and a tangible, real-world asset for building long-term wealth.

By choosing to invest in property within your SMSF, you're not just buying an asset; you're actively shaping your financial destiny. This level of autonomy
means you can select specific properties, manage rental income, and strategise for capital growth, all within a tax-effective environment. It's about
making informed decisions that align precisely with your retirement aspirations, rather than relying on a third party to manage your superannuation

funds.
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Line chart showing SMSF growth over time, illustrating the increasing adoption and total assets under management within the SMSF sector in Australia.



Control over
investment strategy

you decide how your money is

invested.

Commercial benefits

your SMSF can own your business
premises and lease it back to your own
company.

Tax efficiency

rental income taxed at 15% and capital

gains potentially tax-free in retirement.

Diversification

property can stabilise a portfolio that is

otherwise heavily exposed to shares.

Why Property in an SMSF? — Benefits

Borrowing power

SMSFs can borrow to purchase

property under strict rules.



Risks & Limitations of SMSF Property
Investment

Investing in property through your Self-Managed Superannuation Fund offers unique advantages, but it's crucial to be aware of the significant risks and

stringent limitations involved. Understanding these aspects is key to making informed decisions and ensuring compliance.

General Property & SMSF Risks

Strict Compliance & Regulation

SMSFs are heavily regulated by the ATO, requiring adherence to
complex superannuation laws. Non-compliance can lead to severe
penalties, including fines and disqualification of trustees. This

includes maintaining an up-to-date investment strategy.

No Related-Party Use

The property cannot be used by a fund member or any related party.
This means you cannot live in it, holiday in it, or lease it to family
members or your own business (unless it's a commercial property

leased on an arm's length basis).

High Entry & Ongoing Costs

Property investment involves significant upfront costs (stamp duty,
legal fees, agent commissions) and ongoing expenses (rates,
insurance, maintenance, property management, and annual audit

fees), which can impact returns.

SMSF Property Borrowing Limitations

Limited Recourse
Borrowing Arrangements
(LRBAS)

SMSFs can only borrow to acquire a single,
identifiable asset (or a collection of identical
assets with the same title) under a Limited
Recourse Borrowing Arrangement. This
means if the loan defaults, the lender's
recourse is limited only to that specific

asset, not the entire fund's assets.

Separation of Assets

The purchased asset must be held in a bare trust (or holding trust)
separately from the SMSF itself until the loan is fully repaid. This adds

an extra layer of complexity and ongoing administrative costs.

No Equity Redraw or Loan
Restructuring

Once a property is purchased with an LRBA,
you cannot redraw equity from the
property, nor can the loan be significantly
restructured. This limits flexibility for future

investment or unexpected cash flow needs.

Liquidity Constraints

Property is an illiquid asset, meaning it's not easily converted to cash.
This can be problematic if the fund needs to pay out pensions, meet
contribution caps, or cover unexpected expenses, especially during

market downturns.

Trustee Responsibility & Liability

As an SMSF trustee, you are personally and legally responsible for the
fund's compliance with all superannuation laws, including property

investment rules. This carries significant personal liability.

Market Volatility & Concentration Risk

While property can offer stability, its value can fluctuate. Investing
heavily in one asset class like property can also lead to concentration
risk, reducing portfolio diversification and increasing exposure to

market downturns.

Restrictions on
Improvements

Any improvements made to the property
must not change its 'character' or identity.
Significant renovations or developments
that fundamentally alter the asset are
generally not permitted under LRBA rules,

as it could be considered a new asset.

No Personadl Guarantees

Trustees cannot provide personal guarantees for an LRBA. The loan
must be structured so that the lender's recourse is limited solely to

the acquired asset and not to the personal assets of the trustees.



Inside vs Outside Super - ROl Compdarison

Scenario:

e SMSF balance: $200,000
o Property price: $500,000 (borrowing $350,000)

Annual Returns:

o Traditional super (7%) — $14,000
o SMSF leveraged property = $36,750

The leveraged property strategy can deliver more than double the effective annual return.
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Property Strategies by Life Stage

Navigating SMSF property investment effectively means aligning your strategy with your personal life stage and financial goals. Different phases of life

present unique opportunities and considerations for how you leverage property within your super fund.

Younger investors (30-50) Approaching retirement (50+)

Focus on high-growth assets to build long-term wealth. Focus on cash flow positive properties to boost income.

Maintain cash buffers for potential shortfalls.



Renovations & ATO Rules

Understanding the Australian Taxation Office (ATO) rules around property renovations and changes within your Self-Managed Superannuation Fund

(SMSF) is critical. Breaching these rules, especially under Limited Recourse Borrowing Arrangements (LRBAs), can lead to significant penalties. Here's a

clear breakdown of what's generally allowed and what's restricted.

1

Allowed: Repairs & Maintenance

These are actions that restore the property to its original condition or

prevent deterioration. They are generally tax-deductible as expenses
incurred to generate rental income.

e Replace damaged fences
e Repaint walls
e Fix storm damage

e Routine plumbing or electrical repairs

2

Restricted: Improvements (under LRBAS)

Improvements enhance the property beyond its original state or
function. While generally allowed if funded by the SMSF's cash (not
borrowed funds), they are heavily restricted when the property is
purchased under an LRBA.

e Adding swimming pools or major landscaping

 Building extensions or additional structures

e Subdividing land to create new titles

e Major structural alterations that change the property's character

Significant Change in Asset Identity

Under LRBA rules, borrowed funds cannot be used for alterations that fundamentally change the property's character or identity. The asset acquired

must remain the same throughout the loan period.

1

What's Generally Permitted:

Rebuilding a property that was destroyed, as long as the new
structure is comparable and maintains the original asset's identity

(e.g., rebuilding a residential house as a residential house).
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What's Generally Not Permitted:

Any changes that result in a different asset or fundamentally alter its

use and character from what was originally acquired under the LRBA.

» Converting a residential property to commercial use

e Subdividing a single title into multiple separate titles

» Developing raw land into multiple dwellings



Determining Capital Requirements for SMSF
Property Acquisition

Investing in property through a Self-Managed Superannuation Fund (SMSF) requires careful consideration of the initial capital outlay. This includes not
only the required deposit but also various ancillary costs associated with property acquisition. The following analysis outlines the estimated minimum
SMSF balance needed for properties ranging from $400,000 to $1,000,000, based on a standard 30% deposit requirement and estimated

transaction costs.

For illustrative purposes, consider the breakdown for a $500,000 property:

B Loan

Deposit (30%) B Estimated Costs

The following table provides a comprehensive overview of the estimated initial funds required for various property values, assuming a 30% deposit and
approximate transaction costs (such as stamp duty, legal fees, and other associated disbursements, estimates may vary on your borrowing power,

property type and property location.

Purchase Price Deposit Required Estimated Purchase Costs Approx. Super Balance Required
$400,000 $120,000 $17,000 $137,000
$500,000 $150,000 SyyXele]e $172,000
$600,000 $180,000 $27,000 $207,000
Sy/eeXe]ele) SyA[eXelele] ScyXelele) yZ:yXelele)
$800,000 yZTeXelo]e $37,000 $277,000
$900,000 $270,000 Y:yXelele) $312,000

$1,000,000 $300,000 $47,000 $397,000

It is essential to have a sufficient SMSF cash balance to cover both the deposit and all associated acquisition costs. This comprehensive financial

planning is crucial to ensure the smooth and compliant purchase of property within your SMSF.



Why Work With Pilbara Finance?

At Pilbara Finance, we don't just offer SMSF lending solutions; we provide a comprehensive partnership designed to empower your retirement future.

Our deep understanding of Self-Managed Super Funds and the intricacies of property investment within them ensures you receive expert guidance

tailored to your unique goals.

Unmatched SMSF Expertise

Benefit from our specialised knowledge in SMSF property lending,
ensuring your strategy is compliant, robust, and aligned with current ATO

regulations.

Tailored Solutions

Every client's situation is unique. We pride ourselves on crafting bespoke
SMSF property strategies that match your specific investment objectives

and life stage.

) Talk to us today!

Talk to our SMSF Lending Experts Today

office@pilbara.finance | 08 9122 3929 | pilbarafinance.com.au

Collaborative Approach

We work seamlessly with your existing accountant and financial adviser,
integrating our lending solutions into your broader financial and tax

strategy for optimal outcomes.

Guided Journey

Navigate the complexities of SMSF property acquisition with confidence.
We simplify the process, providing clear, step-by-step support from

inquiry to settlement.




About Pilbara Finance

Pilbara Finance is a trusted partner for Australians looking to finance property through
SMSFs. We provide personalised lending solutions backed by industry knowledge and

experience.

/)

Q 40+ Lender Panel

Access a wide network of over 40 lenders, ensuring you find the most

competitive and suitable SMSF property loan for your needs.

O Team of Experts

Benefit from the guidance of our experienced team, dedicated to simplifying

complex SMSF lending processes and providing clear, actionable advice.

| Established Since 2020

Since our inception in 2020, we have built a reputation for reliable, client-
focused service and a deep understanding of the SMSF property landscape.
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Ready to Get Started?

Contact Pilbara Finance today to explore your SMSF property strategy and take the next

step towards your retirement future.

Email Us Call Us
office@pilbara.finance 08 9122 3929
Visit Our Website

pilbarafinance.com.au




