5 Falling in e

DIY super

John Wasiliev

ne of the risks associated with

do-it-yourself super funds

investing in property is
trustees falling in love with the
investment. Given a view many
people have that property is an asset
that generates most of its return.
from capital gains, an expectation
can arise that the longer it is owned
by the fund, the better the return
will be.

A DIY fund owning a property
— especially a commercial property
that could be a family farm or the
property from whicha family
business is run — can often be the
reason why a fund includes the next
generation in the form of adult
children among the members.
A technical adviser with DIY
super administrator Heffron, Meg
. Heffron, says once a fund has

acquired a property the trustees
reckon has long-term investment

For DIY funds, a property buy must stack up as an investment.

having adult children as
members can allow the fun

retain it during the pension phase.

In this case adult children actively

contributing to the fund can provide
the pension income for the parents.
Their contributions help supply the
cashfiow to pay the pension while,
at the same time, progressively

‘acquiring an increasing stake in the

property. If it's a business property
linked to a family business, the next
generation will also be working
their hardest to pay the rental
income that also supports the
pension and builds up their super
interest. It creates what amounis o
an asset succession strategy where
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with an investment can be a tra

every effort is made to retain the
propertyina fund for as long as
possible.

- Heffron says there are risks
associated with the strategy: one.
being both parents dying before the
adult children have built a sufficient
stake in the fund. This could create
a headache in circumstances where
the fund doesn’t have enough
liquidity — assets it can easily sell
— to pay tax on a death benefit.

When 2 super fund pays a taxable
death benefit and the beneficiaries
are adult children, you don't pay
16.5 per cent tax from personal
sources. The fund is required to
withhold the tax.

In a situation where a fund has
two parents in the pension phase
and two adult children as fund
members and one parent dies, the
surviving parent can inherit the
deceased partner’s interest through
a reversionary pension.

If the DLY fund then becomes a
three-person fund with two adult
children and a parent who owns a

major interest in the property, the
children as individuals may have to
borrow money personally to make
non-concessional contributions to
allow the death benefit obligations
1o be sorted out. This provides cash
flow to the super fund to pay out the
benefit, which they then inherit to
pay out the persenal loans.

The downside is they have been
forced to contribute their
inheritance to super but if the
intention was to retain the property
in the fund this isn’t an issue.

Heffron says there are other
issues, like whether the adult
children members want to belong to
the same DIY fund as a sibling, -
especially if they have a family of
their own.

DIY super specialist Daniel
Butler, of DBA Lawyers, says that
where the fund has a major
investment, it is always important to
determine who will take control and
if there is anyone else who might
also have an interest in the fund.

Continued next page
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