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Disclaimer

The material in this publication is of the nature of general comment only, and neither purports nor
intends to be advice. Readers should not act on the basis of any matter in this publication without
considering (and if appropriate taking) professional advice with due regard to their own particular
circumstances. The authors and publisher expressly disclaim all and any liability to any person,
whether a purchaser of this publication or not, in respect of anything and of the consequences of
anything done or omitted to be done by any such person in reliance, whether in whole or part,
upon the whole or any part of the contents of this publication.
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Introduction

The flurry of interest in superannuation as a tax-effective investment has been
triggered by sweeping reforms that have simplified and revolutionised the
contribution rules and tax treatment of superannuation. The reform causing the
most excitement is that most people aged 60 or more will pay no tax when they
withdraw their superannuation either as a pension or as a lump sum.

In the wake of the reforms and increasing account balances, more people are
considering the alternatives available, how best to manage their superannuation,
and what type of superannuation fund best suits their needs.

A superannuation fund is not an investment in itself; rather, it is an investment
structure that holds money and other assets on behalf of individuals referred to as
‘members’ for their retirement.

The sole purpose of superannuation is to provide benefits to members when they
retire or reach age 65, or to a member’s dependants if the member has died before
retirement or reaching age 65.

Those benefits can either be paid in the form of a lump sum of money or as a
regular stream of income called a pension. Benefits can also be paid in the form of
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what is called a non-commutable pension (one that cannot be converted to cash)
when a member has not retired but has reached preservation age.

Superannuation funds have various types, ranging from funds with one to four
members in which the members manage the assets, to those with hundreds of
thousands of members, with billions of dollars under management of the trustee.
This handbook discusses and explains the rules relating to the most prolific type:
the self managed superannuation fund.

The vast majority of superannuation funds that are self-managed by their members
and have one to four members are commonly referred to as DIY super funds.
However, legally they are called self managed superannuation funds (or sometimes
SMSFs for short). Where a superannuation fund is a self managed superannuation
fund, the general rule is that all the members must also be the individual trustees
of the fund, with a minimum of two individual trustees where there is a single
member, or, where the trustee is a company, the director or directors of that
company.

The popularity and number of self managed superannuation funds have been
increasing at a stellar rate for more than a decade, even though some of the rules
have been complex and confusing.

This growth in self managed superannuation funds is bound to continue
or even accelerate because the federal government has made major changes
to superannuation rules that have simplified the complex rules relating to
superannuation benefits. Those changes make superannuation a very tax-effective
way of reducing tax while you are working as well as providing tax-free income
when you retire.

Considerably more than 600000 Australians are members of self managed funds,
and their popularity is naturally growing. This handbook will explain how they
work so you can decide whether a self managed fund is appropriate and suitable
for your superannuation, and if you decide it is, the rules you need to know to set
up and run it successfully. It also provides valuable guidance and information if
you already have a self managed superannuation fund and want to maximise your
benefits both now and in the future.



Outline of this handbook

Part 1 of this handbook discusses issues involved in controlling your
superannuation, and the investment and taxation benefits of superannuation
generally. We also explain some of the advantages and disadvantages of
running your own self managed superannuation fund and the importance of
understanding that a self managed fund is a separate entity from the business
and investment interests of the individuals involved in the fund.

Part II deals with setting up a self managed superannuation fund and discusses
the legal and administration requirements of the fund as well as the rules relating
to making contributions to the fund. There are chapters on the legal requirements
concerning superannuation investments and investment rules.

Part III covers investments, because appropriate investments and investment
management are vital to any self managed superannuation fund. We have included
chapters on shares, property, fixed-interest and other investments, as well as
general investment information. In addition, chapter 11 covers taxation and the
treatment of tax credits that are attached to certain investment income, and the
special rules for taxing capital gains.

Xix
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Part IV explains specific aspects of investment management in self managed
superannuation funds. It includes a chapter on the fund’s investment strategy and
the allocation of capital to different investment areas. Another chapter discusses the
ability to consider, where appropriate, the fund’s investments in conjunction with
personal investments. This part also looks at continuing investment management,
the need to review investments and the necessity of keeping up to date with any
changes in the law.
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