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“ Super 

borrowing is 

a popular 

strategy used by 

many SMSF’s ”

INTRODUCTION - what is super  
borrowing?
If you run a self-managed superannuation fund, you can invest in a 
variety of assets including to purchase sharemarket stocks, 
managed funds, real property and other investment assets. 
Borrowing to invest is often referred to as gearing, negative 
gearing, leveraging and a range of other terms. In the 
superannuation context, a borrowing arrangement is often 
referred to as a limited recourse borrowing arrangement (LRBA) 
because if the loan defaults, the lender is limited to seeking 
compensation via the specific asset purchased with the loan plus 
or minus any guarantees made by the members.

WHY SMSF BORROWING
Investors generally borrow to invest for either or both of the following 
reasons:
• Potential for increased returns. Borrowing to invest can allow your 
SMSF to acquire assets it currently doesn’t have enough money to 
purchase, and/or
• Tax advantages. If your loan is positively geared (i.e. rental income ex-
ceeds interest and other borrowing costs) superannuation tax rates are 
capped at 15%, which is generally lower than personal tax rates. When 
the asset your SMSF has borrowed to acquire is sold, capital gains tax is 
capped at 10% or even zero if you are in pension phase. These benefits 
can make borrowing to invest within your SMSF very tax effective.

THE ASSETS THAT CAN BE PURCHASED
Generally any asset that a SMSF may otherwise legally acquire is 
allowable, including assets such as residential or commercial property, 
a parcel of listed shares, units in a managed fund and other investment 
assets. There are restrictions on SMSFs purchasing assets from the
members or other related parties to the SMSF, and on holding assets 
which involve an investment in, or a lease to, a related party of the
SMSF. Generally, a SMSF cannot acquire an asset from a member or 
related party of the fund. One important exception to this rule is real 
property which is used exclusively for  business purposes – ie ‘business 
real property’ - which may be acquired by an SMSF from a member or 
related party.

Talk to your financial adviser about these restrictions.



ESTABLISHING THE 
LOAN
If you decide property investment 
using your SMSF is for you, have 
your accountant, solicitor or 
financial adviser check your SMSF 
Trust Deed for the necessary 
power to:
• Borrow and give security
• Operate a bank account
• Appoint an Attorney
• Appoint a custodian or security 
trustee
• Amend the Trust Deed and 
exercise powers notwithstanding 
a conflict of interest.

In addition to your SMSF Trust it 
will be necessary to establish a 
Security Trust, often known as a 
Holding Trust or Bare Trust. It is 
the latter Trust that will purchase 
the asset on behalf of the SMSF 
and in so doing provide the 
necessary vehicle most LRBA 
lenders require to isolate the asset 
from other currently owned by 
your SMSF or subsequently 
acquired. 

The lender will take a first 
mortgage over the property being 
purchased while taking a 
guarantee from the Security Trust 
and the SMSF Directors/Members. 
See the EXAMPLE above for a 
typical borrowing scenario.
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EXAMPLE – ROB & CARLY HAVE $250,000 IN THEIR SMSF 

AND WISH TO BUY A RESIDENTIAL UNIT FOR $600,000

Having made enquiries with their accountant that their SMSF Trust 
Deed was compliant Rob & Carly contacted Morgan & Brooks to 
determine if they would qualify for a loan to assist in their SMSF 
purchase.

They were seeking 70% of the purchase price of the unit which was 
leased for $580 p.w. We explained that most SMSF lenders would be 
looking at 3 income sources during the loan qualifying process:-

1. Historic/ongoing employer or other superannuation 
contributions.
2. Cash Flow from the rent from the unit being purchased
3. Other investment returns received by the SMSF from other invest-
ment assets, if any.

Against those various income streams SMSF lenders employ broad 
industry specific guidelines and those specific to their individual 
loan appetite to determine if the Trust has (A) sufficient liquid 
assets post settlement of the proposed purchase and (B) the 
income from member contributions and the rent/income from other 
assets is sufficient to service the proposed loan and any other 
borrowings.



 
“ For each $1.00 

of pre-tax in-

come that is 

contributed to 

superannuation, 

$0.85 remains 

in the super 

fund after tax. ”

FINANCIAL INSTITUTION LOANS
Where the lender is a financial institution, the interest rate and 
fees charged in relation to a residential or commercial property 
loan is generally higher than similar loans for non-super borrowing 
arrangements due to:-
• the limited recourse nature of a super borrowing loan = higher 
Risk perception
• the additional time and expense involved in verifying and vetting
the structure and borrowing powers of your SMSF

A financial institution will generally require personal guarantees 
from fund members. These guarantees are generally structured to 
prevent the guarantor having recourse to the SMSF. Whilst SMSF 
loans are limited in recourse to the asset being purchased 
borrowers should not discount the obligations and ramifications 
personal guarantees carry in the event of loan default.

Otherwise, the general terms and conditions of a financial 
institution loan, including the repayment requirements, are usually
broadly consistent with commercial practices involving equivalent 
non-super loans.

INCREASING THE LOAN
The superannuation law allows a loan to be increased (subject to usual 
credit guidelines) to pay for certain expenses incurred in acquiring or 
maintaining the asset. SMSF trustees should be aware of the distinction 
between repairs/maintenance and improvements to the  asset, as the  
latter cannot be  funded by further drawings from the loan 
arrangement.

The law allows interest charged on the loan to be capitalised,
increasing the outstanding loan balance. SMSF trustees may 
decide to capitalise interest of commercial loans (subject to the loan 
terms), for example, when the fund has insufficient cash flow to
meet the interest payment requirements.

Not all loan arrangements allow increase or interest capitalisation, so it 
is best to confirm these features with the lender when establishing the 
borrowing arrangement.

DECREASING THE LOAN
It may be attractive for the SMSF trustee to reduce the outstanding
loan balance as quickly as possible, subject to the terms and conditions 
of the loan.



Unlike borrowing arrangements in 
an individual’s name, super 
borrowing potentially offers a 
unique benefit with respect to 
reducing the loan balance. 
Concessional contributions (ie. 
superannuation contributions 
made by your employer or 
personal contributions for which 
you claim a tax deduction) are 
generally taxed at only 15% (in 
certain circumstances higher tax 
rates may apply).

This means that for each $1.00 of 
pre-tax income that is contributed 
to superannuation, $0.85 remains 
in the super fund after tax. That
$0.85 may be used to reduce the 
outstanding balance in a super 
borrowing arrangement.

FINDING THE 
RIGHT PRODUCT
I t is important to speak with 
your financial advisor to see 
whether borrowing under your 
super is right for you. At 
Morgan & Brooks we can offer 
you a range of different 
products which will suit your 
unique situation.

If you’d like to find out what 
products we offer you can
contact us on 1800 801 999 or 
email
info@morganbrooks.com.au
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info@morganbrooks.com.au or visit 
www.morganbrooks.com.au for 
more information

DISCLAIMER

Morgan & Brooks Pty Ltd ABN 87 616 070 761 ACL 494233 is not an authorised deposit-taking institutions for the purposes of the Banking Act (Cth) 

1959. The information is provided for educational purposes. In no circumstances is it to be used by a potential investor for the purposes of making 

a decision about a financial product or class of products. The information provided is not personal advice. It does not take into account the 

investment objectives, financial situation or needs of any particular investor and should not be relied upon as advice. Any examples are 

illustrations only and any similarities to any reader ’s circumstances are purely coincidental. The information in this booklet is based on 

interpretation of the income tax, superannuation and other laws current at 21 August 2014. We believe it is correct. However, it is a general 

summary only, and under no circumstances are we providing advice. As each individual’s needs and taxation position are unique, we recommend 

that you contact a financial adviser before making an investment decision. This booklet is no substitute for financial advice. While the information 

provided here is given in good faith and is believed to be accurate and reliable as at August 2014, it is provided by Morgan & Brooks Pty Ltd for 

information only. Morgan & Brooks Pty Ltd will not be liable for any losses arising from reliance on this information nor do we give, nor  purport 

to  give, any  taxation advice. The application of taxation laws to each client depends on that client’s individual circumstances. Accordingly, clients 

should seek independent professional advice on taxation implications before making any decisions about a financial product or class of products. 


