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THE

SUPER GAME

Timing creates a new challenge for self-starters

Do-it-yourself super
can add beneficial
cash to the equation,
writes Sara Rich

FACED with the prospect of another
year of negative returns in the public
superannuation system, an Increasing
number of Australians have decided to
fry their hand at do-it-yourself super.

More than 40,000 people set up a
self-managed  superannualion [und
last year and the number keeps rising,
making DIY funds the largest sector
by assels in Australia®s superannu-
ation system.

While comparative figures for
SMSFEs are difficult to track down,
rescarch into their performance by
Peter Townsend of Townsends Busi-
ness & Corporate Lawyers has found
that they are outperforming their
public offer counterparts.

Based on anecdolal evidence, he
estimates that SMSFs have lost an
average of 8 per cent this financial
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year compared with a drop of 1654 per
cent in super funds® balanced porl-
folios as of the end of March.

“This is mainly because of the
SMSFEs* higher percenlage of cash and
the relatively stronger performance of
real estate fo that of equities,”” Town-
send says. But the Government, finan-
cial advisers and industry bodies are
all concerned that many people are
going in blindly and don®t rcalisc the
disastrous consequences, financial as
well as legal, thal can arise [rom
getting it wrong.

Superannuation  Minister  Nick
Sherry recently revealed that he was
concerned about several features of
the SMSF sector, “many of which
have actually grown more acule as lhe
global financial crisis has hit our
shores’’. Then there is also the issue
that anyonc¢ who cashed in their
superannuation investments in the
past six months would have crystal-
lised any losses and will never be able
to get that money back from those
assets, according lo Associalion of
Superannuation [unds of Australia
chief executive Pauline Vamos.
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She says that even when measured
after a scrious market crash, the
average annual return to members of
superannuation funds during the past
five years is 61 per cent. ““These
figures will improve as the market
recovers. When you take this view, the
super industry is still holding up. But
super is not immune to the turmoil on
world markels,”® Vamos says.

According to SuperRatings, a sharp
rally in Australian and international
share markets saw many balanced
options recording a 224 per cent
increase for March.

“In what is a clear lesson lo
consumers on lhe risk of trying to time
markets, this March mini-rally has
surprised many by both its timing and
degree,” the researcher says. ““So, for
those who switched at the end of
February lo cash, their minds must be
spinning over just what to do next.”

But SMSEF  Strategies principal
Grant Abbott says this isn’t the first
time people have moved in droves to
set up SMSFEs.
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A new challenge for self-starters

From Page 1

“The last time this happened was
in 2002-03, when the share market
dived 18 per cent and there was a
22 per cenl increase in the number of
SMSFs,** he says.

At the end of last year, there was a
20 per cenl increase in the number of
SMSFs, coinciding with the release of
the year’s mostly bleak super returns.

“I would expect this year there will
be another sharp increase from Sep-
tember to December because obvi-
ously this year®s returns are going Lo
be significantly worse than last year’s
returns,”> Abbott says.

However, not everyone is cul oul
to be a SMSI trustee, according
to Investment  Trends  principal
Mark Johnston.

“About half of the time when
someone goes to their adviser and
says, ‘I wanl Lo sel up an SMSI?, the
adviser talks them out of it,”* he says.

““The main reasons planners and
accounlants would tend Lo talk people
out of having an SMSF is cither the
person doesn’t have sufficient funds
for il Lo be viable on a cost basis [or]
if they don’t think they are organised
enough to be a trustee.”

“There is a lot of paperwork and
you neced to make surc cverything is
up to date and there are minutes for
investmenl decisions.”

For this reason, SMSEF administra-
tors (specialists who, among other
things, assist with a lol of the
paperwork) are becoming very popu-
lar, but that doesn’t mean trustees can
put up their feet.

Onc expert likens the regulatory
requirements of a trustee to being a
company director.

“So if people aren’t seen to be
likely to do all that, then somelimes
the advisers say: ‘Maybe il is nol
the best structure for you,” ** John-
ston says.

Although there are no legal re-
quirements about minimum balances,
Abbott  thinks a minimum of
$200,000 would be a good starling

point, but adds that on average
SMSFs have about $800,000 in assets,

“Bear in mind thal even the mosl
basic SMSF is going to cost at least
$2000 in terms of fees, audit and
administration, so il you take it from
there, a good figure to draw a line in
the sand is probably about $200,000),
which means you are paying around
about 1 per cent in fees,” Abbott says.

““But there will be instances where
a $200,000 fund for a 65-year-old
doesn’t make sense because they
won’t be putting further amounts of
money into that fund, so as they keep
drawing down on it, the percentage of
their fees will increase.”” He warns,
however, thal being a SMSE lrustee
isn’t just a matter of having the right
amount to play with and then choos-
ing a few investments.

Abbott says new ftrustees are re-
quired to sign a declaration that they
understand all the superannuation
laws and that the trust deed — a
document setting out the rules of the
fund, which must be drafted before
the fund is established — meets their
exact requirements,

“I would encourage cveryone to
have a look at the Australian Taxa-
tion Office website before they move
in, have a look at what they getting
themselves into,”* he says.

“Even those people who are in
an cxisting SMSI, it is incumbent
upon them to really get out and about,
and go to Llhe seminars lo keep
themselves educated.””

The latest ATO survey of new
SMSF trustees says more than 30 per
cent could not provide an explanation
of the sole purpose test and 15 per cent
did not have an investment strategy.

Townsend says other surveys re-
veal some trustees don’t even know
they are (rustees, while others who do
know are not sure what it entails.

WIM Financial Services managing
director Laura Menschik says the
Government is coming down hard —
and fasl — on non-complying SMSFs,

Whereas in the past the ATO took
an educational approach to regulating
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the sector, letling trustces know
where they had tripped up and
allowing them lo reclily it, it now
scems to be much stricter.

Under a new audit process, auditors
must tell the ATO if a new fund [ails
to comply with any of the rules, no
matter how small the slip-up.

“If a fund is found Lo be non-
compliant, the Government can come
back and tax the fund at the highest
marginal lax rale, so you could have
45 per cent wiped off your fund, and
there are penalties for the trustees
that can include jail,”* Menschik says.

Partners Superannuation Services
found that 11.25 per cent of SMSFs are
in breach of regulatory requirements,
the main violations involving the in-
house asset rule, personal loans to
members, personal use of assets and
the ownership of assets.

There are also scrious adequacy
implications relating to how much
money the investment slralegy
employed by the SMSFE will deliver
in retirement.

Multiport technical services direc-
tor Philip La Greca says one of the
clients to whom his company provides
SMSF administration services losl
77 per cent last year because of what
that client had invested in.

“In that particular occasion that
client was very heavily invested in
resources,”” he says.

l.a Greca asks whether people who
sel up an SMSF are prepared Lo wear
that responsibility. He believes many
people’s expectations in terms of
relurns are unrealistic.

““You talk to an asset consultant or
an actuary and they’ll talk about
long-lterm  performance, bul they
don’t talk about long-term perfor-
mance as in 12 months, they talk
about 20 years,” he says.

“They will say whal you are
looking for is 2 to 3 per cent
outperformance over inflation. Thats
really gol Lo be the aim, 12 per cent is
not the norm, and that’s where all this
has come about,”” l.a Greca says.
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