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Before You Buy a Property in Your SMSF, 
Read This… 
 

Intro: 
Investment through a Self-Managed Superannuation Fund certainly has some taxation 

benefits however it is also complex and can have some additional costs and compliance.  

Make sure you have undertaken plenty of due diligence before using a SMSF to purchase 

property.  You can find more detailed information on website at 

www.propertycashflow.com.au  

Buying property with borrowings in a Self-Managed Super Fund (SMSF) in Australia can offer 

potential benefits, but it also comes with certain risks and considerations. Here are some 

pros and cons to consider: 

Pros: 
ASSET DIVERSIFICATION: Investing in property through an SMSF allows you to diversify your 

retirement savings beyond traditional assets such as shares and cash. 

TAX ADVANTAGES: Rental income generated from the property is generally taxed at a 

concessional rate of 15% within the SMSF. Additionally, capital gains on the property may be 

subject to a lower tax rate if held for at least 12 months.  Post retirement, both income and 

capital gains tax can be at a concessional rate of 0%.  Given that tax is a big inhibitor to 

wealth creation, these tax advantages can be significant.   

LEVERAGE: Borrowing to invest in property can amplify potential returns if property prices 

increase, as you're using a smaller portion of your own funds.  Borrowing within SMSF has 

some complexities – see below for more information.  

CONTROL: SMSFs provide you with greater control over your investment decisions, including 

property selection and management. 

LONG-TERM INVESTMENT: Property should be considered a long-term investment that provides 

potential rental income and capital growth over time, which needs to align with the 

retirement goals of the members of the fund. 

Cons: 
RISK OF LOSS: Property values can fluctuate, and there's a risk that the property may decrease 

in value, leading to potential losses in your SMSF. 

http://www.propertycashflow.com.au/
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LIQUIDITY ISSUES: Property is relatively illiquid compared to other assets, making it harder to 

access funds to provide for pension income payments or in case of emergencies or changing 

investment needs. 

BORROWING COSTS: Loan establishment fees, interest rates, and ongoing loan management 

costs can eat into your SMSF's returns.  There are extra costs in setting up Bare Trusts which 

are required if a SMSF borrows.   

SOLE INVESTMENT FOCUS: Placing a large portion of your SMSF funds into a single property 

could expose you to concentration risk if the property market doesn't perform well. 

LIMITED USE OF FUNDS: Borrowings within an SMSF are typically only allowed for purchasing 

property, which could limit your investment options compared to a more diversified 

investment portfolio. 

STRICT REGULATIONS: There are complex rules and regulations surrounding SMSFs and 

property investment, including the "sole purpose test" – the property must be purchased 

solely for the purpose of providing retirement benefits to members. 

MANAGEMENT AND COSTS: Property management, maintenance, and other associated costs 

can impact the overall returns and administrative burden of managing the property within 

the SMSF. 

PERSONAL LIABILITY: In case of default on the property loan, the lender's recourse is typically 

limited to the property itself, but in some cases, personal guarantees might be required. 

Some more considerations…  
During the pension phase of a Self-Managed Super Fund (SMSF), the fund transitions from 
an accumulation phase where the focus is on building wealth, to a pension phase where the 
primary goal is to provide retirement income to the fund's members. There are specific 
requirements and considerations that come into play during the pension phase, and these 
can have implications for property ownership within the SMSF. Here's an overview: 
 

REQUIREMENTS FOR A SMSF DURING PENSION PHASE: 
MINIMUM PENSION PAYMENTS: When an SMSF enters the pension phase, it must start paying a 

minimum amount of pension income to its members each year, based on their age and 

account balances. This is designed to ensure that the fund is being used to provide 

retirement income rather than simply accumulating wealth. 

SATISFYING THE SOLE PURPOSE TEST: The SMSF must continue to meet the "sole purpose test," 

which means that its primary purpose is to provide retirement benefits to members. The 

property owned by the SMSF should align with this purpose and be used to generate income 

for retirement. 
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TAX IMPLICATIONS: Generally, pension income received by members over the age of 60 is tax-

free. However, there are still tax considerations to be aware of, including potential capital 

gains tax if the property is sold during the pension phase. 

IMPACT ON PROPERTY OWNERSHIP WITHIN THE SMSF: 
RENTAL INCOME: If the SMSF owns a property and is in the pension phase, any rental income 

generated from the property will be considered part of the pension income. This income 

must meet the minimum pension payment requirements, and it can contribute to the overall 

tax-free income for members over the age of 60. 

PROPERTY MAINTENANCE AND COSTS: The ongoing costs associated with maintaining the 

property, such as repairs, property management fees, and insurance, should be factored into 

the SMSF's pension income calculations. These costs can impact the overall amount 

available for pension payments. 

CAPITAL GAINS TAX (CGT): If the SMSF decides to sell a property during the pension phase, any 

capital gains realised will generally be tax-free if the property was held for at least 12 

months. This can be an advantage compared to selling property outside of the SMSF. 

ESTATE PLANNING: Property ownership within an SMSF during the pension phase can have 

implications for estate planning, as the property forms part of the SMSF's assets. Proper 

estate planning is crucial to ensure the property is distributed according to your wishes after 

your passing. 

INVESTMENT STRATEGY: The property's role within the SMSF's investment strategy may evolve 

during the pension phase. The focus shifts from wealth accumulation to generating income, 

so the property's rental yield and potential for long-term growth become more important 

considerations. 

It's important to note that the rules and regulations surrounding SMSFs and property 

ownership can be complex and subject to change. Seeking advice from qualified financial 

advisors, accountants, and legal professionals who specialize in SMSFs and property 

investment is crucial to navigate the pension phase requirements and ensure that property 

ownership within your SMSF aligns with your retirement goals and obligations. 

 


