
SMSF AND PROPERTY
INVESTING:

10 COMMON
MISTAKES TO
AVOID

Disclaimer: This ebook provides general information only and does not take into account your personal circumstances.
Seek independent financial, tax, and legal advice before making property investment decisions.



INTRODUCTION
Why SMSFs and Property Investing?
Self-Managed Super Funds (SMSFs) have become increasingly popular in Australia as investors
seek greater control over their retirement savings. One of the major attractions for trustees is the
ability to invest in property through an SMSF. For many Australians, property feels like a tangible
and familiar investment compared to shares or managed funds.
However, while the idea of buying property through an SMSF can sound appealing, it comes with
strict rules and responsibilities. The Australian Taxation Office (ATO) closely regulates SMSFs, and
trustees must always ensure they act in the best interests of members. Mistakes can be costly,
potentially leading to heavy tax penalties or even disqualification of the fund.

The Purpose of This Ebook
This guide is designed to help you navigate the complexities of property investing within an SMSF.
We’ve outlined 10 of the most common mistakes investors make, along with practical tips to avoid
them. By understanding these pitfalls, you’ll be better prepared to manage your fund responsibly
and make informed decisions that align with both your retirement goals and compliance
requirements.

A Word of Caution
While SMSFs offer flexibility, they are not suitable for everyone. They come with ongoing costs,
administrative responsibilities, and strict legal obligations. Before considering property investment
within an SMSF, you should:

Assess whether an SMSF structure is right for your circumstances.
Understand the additional workload and risks involved.
Consult with qualified financial planners, accountants, and legal professionals.

This ebook is not about discouraging SMSF property investing. Instead, it is about empowering
you with knowledge so you can avoid costly mistakes and approach the process with confidence.



MISTAKE #1 – SETTING UP AN SMSF
FOR THE WRONG REASONS

Many Australians are drawn to the idea of an SMSF because it sounds like an easy way to take control of
superannuation savings. Property developers and marketers sometimes promote SMSFs as a quick path to
property ownership, but this mindset can lead to poor decisions.

The Problem
Setting up an SMSF solely to buy property can be a recipe for disaster. Trustees often underestimate the legal,
financial, and administrative responsibilities that come with running a fund. An SMSF is not just a vehicle for buying
property—it is a superannuation fund first. Its primary purpose is to provide retirement benefits for its members,
not to serve as a shortcut to property investment.
The Australian Securities and Investments Commission (ASIC) has warned against setting up SMSFs based on
property spruikers’ advice. In fact, ASIC has highlighted that many people may be worse off in retirement if they
move into an SMSF without understanding the costs and risks involved.

Why It Matters
SMSFs require significant balances (typically $200,000+ is considered a minimum threshold to make them
cost-effective).
Trustees are legally responsible for compliance, investment decisions, and reporting to the ATO.
Property purchased in an SMSF must comply with strict rules and may be difficult to sell if cash is needed
quickly.

Case Example
Consider Sarah, who set up an SMSF with only $80,000 because she was told she could buy an investment
property. The property required borrowing, leaving her fund with high costs and little diversification. When
unexpected expenses arose, her SMSF did not have the liquidity to manage them. Sarah faced compliance
breaches and was forced to seek costly professional advice to fix the situation.

How to Avoid This Mistake
Only establish an SMSF if it aligns with your long-term retirement strategy, not just to buy property.
Ensure your fund balance and contributions are sufficient to support the costs and risks of running an SMSF.
Seek independent financial advice before setting up a fund.

Running an SMSF can be highly rewarding, but only when set up for the right reasons and managed with care.



MISTAKE #2 – NOT UNDERSTANDING
THE SOLE PURPOSE TEST

One of the most important principles governing SMSFs is the Sole Purpose Test. This rule requires that an SMSF
must be maintained solely for the purpose of providing retirement benefits to members, or benefits to their
dependants if the member dies before retirement.

The Problem
Trustees sometimes overlook the Sole Purpose Test by allowing personal or immediate benefits to influence their
decisions. For example:

Buying a holiday home through the SMSF with the intention of using it personally.
Purchasing a property from a related party when the transaction doesn’t comply with superannuation law.
Structuring investments to gain tax advantages now, rather than focusing on long-term retirement outcomes.

Such breaches can lead to the fund being made non-complying, resulting in heavy tax penalties.

Why It Matters
The ATO places significant emphasis on the Sole Purpose Test. If a trustee is found to have used the SMSF for
personal benefit outside of retirement purposes, the fund may:

Lose its concessional tax treatment.
Be subject to financial penalties.
In serious cases, have trustees disqualified.

Case Example
Michael and Lisa used their SMSF to purchase a residential property with the idea that their children could live in it
while at university. While it may have seemed like a family-friendly decision, this arrangement breached the Sole
Purpose Test and related-party rules. The fund was flagged by the ATO, and the couple faced penalties and costly
compliance issues.

How to Avoid This Mistake
Always ensure SMSF investments are made with the sole purpose of funding retirement benefits.
Avoid any arrangement that provides direct or indirect personal benefit before retirement.
Obtain professional advice when considering property purchases, especially where related parties are
involved.

The Sole Purpose Test is not negotiable—it is the cornerstone of SMSF compliance. Trustees must always make
investment decisions with the fund’s long-term retirement objective in mind.



MISTAKE #3 – POOR STRUCTURING OF
PROPERTY PURCHASES

When purchasing property through an SMSF, structuring the ownership and financing correctly is critical. Mistakes
in this area can lock a fund into costly arrangements or even breach superannuation laws.

The Problem
Common structuring issues include:

Purchasing property in the wrong entity’s name (for example, the trustee’s name rather than the SMSF’s).
Incorrectly establishing a Limited Recourse Borrowing Arrangement (LRBA).
Mixing personal and SMSF finances during the transaction process.
Failing to use a bare trust structure when required for borrowed property.

Each of these errors can have significant consequences, from stamp duty problems to the property being deemed
ineligible as an SMSF asset.

Why It Matters
Structuring errors can:

Jeopardise the fund’s compliance status.
Create tax liabilities or double stamp duty payments.
Prevent the SMSF from legally holding the property.
Lead to costly legal and accounting fixes after the event.

Case Example
David and Emma decided to buy a commercial property in their SMSF using borrowed funds. However, they
mistakenly had the contract signed in their personal names instead of the SMSF trustee’s name. This error
triggered double stamp duty when they had to transfer the property into the correct ownership structure,
significantly reducing the return on their investment.

How to Avoid This Mistake
Ensure the property contract is always executed in the SMSF trustee’s name (or custodian trustee’s name if
borrowing is involved).
Use a properly established bare trust when borrowing through an LRBA.
Keep SMSF funds completely separate from personal or business accounts.
Engage qualified SMSF specialists—lawyers, accountants, and financial advisers—before signing contracts.

Correct structuring is the foundation of SMSF property investing. Without it, even a strong investment can
become financially damaging.



MISTAKE #4 – BREACHING
CONTRIBUTION AND BORROWING
RULES

SMSFs must follow strict contribution and borrowing limits. Breaching these rules is one of the fastest ways to fall
foul of the ATO and risk the fund’s compliance status.

The Problem
Common breaches include:

Accepting contributions that exceed the annual concessional or non-concessional caps.
Using borrowed funds incorrectly, outside the rules of a Limited Recourse Borrowing Arrangement (LRBA).
Redrawing or refinancing in a way that changes the nature of the original borrowing arrangement.
Allowing members or related parties to fund property purchases in ways that breach contribution rules.

Why It Matters
Exceeding contribution caps can trigger additional tax penalties, reducing retirement savings.
Breaches of borrowing rules can render the investment ineligible, requiring rectification or even unwinding of
the transaction.
Refinancing errors can trap the fund in arrangements that no longer comply with superannuation law.

Case Example
John’s SMSF borrowed to purchase a residential investment property through an LRBA. Later, he attempted to
redraw funds from the loan to cover renovations. This breached the borrowing rules, as funds from an LRBA can
only be used for the original acquisition of the asset. The ATO forced rectification, and John’s fund faced penalties
and additional costs.

How to Avoid This Mistake
Stay up to date with contribution caps published annually by the ATO.
Ensure all borrowings are structured under a compliant LRBA.
Never redraw, refinance, or use loan funds for renovations without first confirming compliance.
Work closely with SMSF auditors, accountants, and advisers to ensure all contributions and borrowings remain
within legal boundaries.

Breaching contribution and borrowing rules can be extremely costly. Trustees must always treat these areas with
caution and seek advice before taking action.



MISTAKE #5 – CASH FLOW
MISMANAGEMENT WITHIN THE SMSF

While property can be a solid long-term asset, it often ties up significant capital and generates ongoing expenses.
Poor cash flow management is one of the leading causes of SMSF property investment failures.

The Problem
Many trustees underestimate the cash demands of property ownership, which can include:

Loan repayments under an LRBA.
Property management fees and maintenance costs.
Insurance premiums.
Rates, land tax, and other holding costs.
Auditor and compliance fees.

If the fund lacks sufficient liquidity to cover these expenses, it risks breaching compliance obligations or being
forced to sell the property under unfavourable conditions.

Why It Matters
An SMSF must always have enough cash flow to meet ongoing expenses, including minimum pension
payments for members in retirement phase.
Insufficient liquidity can trigger non-compliance with superannuation law.
Selling an SMSF property quickly to raise cash can result in poor financial outcomes.

Case Example
Karen’s SMSF purchased a residential property using borrowed funds. While rental income covered most
expenses initially, unexpected repairs and a period of vacancy quickly drained the fund’s reserves. Karen was
forced to contribute additional funds to keep the SMSF solvent, and nearly exceeded contribution caps in the
process.

How to Avoid This Mistake
Always prepare a detailed cash flow projection before purchasing property in an SMSF.
Maintain adequate liquidity within the fund by holding cash or other liquid investments.
Build in buffers for vacancies, repairs, and unexpected costs.
Review cash flow regularly and adjust contributions or investment strategies if required.

Strong cash flow management ensures the SMSF can meet its obligations and protect the property investment
over the long term.



MISTAKE #6 – IGNORING
DIVERSIFICATION AND OVERLOADING
INTO PROPERTY

Property often dominates Australians’ investment preferences, but over-concentrating an SMSF portfolio into a
single asset class can be dangerous. Diversification is a key principle of sound investing, and SMSFs are no
exception.

The Problem
Many trustees put most or all of their SMSF balance into one property investment. While property may provide
stable returns, this lack of diversification exposes the fund to unnecessary risk. If the property underperforms or
becomes vacant, the entire SMSF’s stability is jeopardised.

Why It Matters
Superannuation law requires trustees to consider diversification when setting an investment strategy.
Overexposure to property increases vulnerability to market fluctuations, rental vacancies, and unexpected
costs.
A poorly diversified SMSF can struggle to meet liquidity requirements, especially if members are drawing
pensions.

Case Example
Mark and Julie used nearly all their SMSF savings to buy a commercial property. When the tenant defaulted and
the property sat vacant for months, rental income dried up. With no other assets to draw on, they struggled to
meet compliance obligations and cover expenses, placing their SMSF under serious financial pressure.

How to Avoid This Mistake
Develop and document a clear investment strategy that considers diversification.
Balance property with other asset classes, such as shares, bonds, or managed funds.
Regularly review asset allocations to ensure the fund isn’t overly exposed to a single risk.
Keep sufficient liquid assets in the fund to cover expenses and pension obligations.

Diversification is not just a compliance requirement—it is a safety net for your retirement savings.



MISTAKE #7 – MISINTERPRETING
RELATED-PARTY TRANSACTION RULES

SMSFs are subject to strict rules about transactions with members and related parties. Many trustees fall into
trouble by not fully understanding these restrictions.

The Problem
Related-party transaction breaches often occur when:

Trustees attempt to purchase residential property from themselves or family members.
An SMSF leases a property to a related party who uses it for residential purposes.
The fund buys assets from related parties that are not allowed under superannuation law.

While some related-party transactions are permitted (for example, commercial property leased to a related
business at market rates), most are prohibited.

Why It Matters
Breaches of related-party rules can result in the fund being made non-complying.
Trustees may face penalties and disqualification.
Non-compliance risks the loss of concessional tax treatment, significantly reducing retirement savings.

Case Example
Tom’s SMSF purchased a residential unit from his brother at market value. Even though the transaction seemed
fair, residential property from a related party is prohibited. The ATO deemed the SMSF non-complying, leading to
severe tax consequences and penalties for Tom.

How to Avoid This Mistake
Never purchase residential property from members, relatives, or related trusts/companies.
Only engage in related-party transactions where the law specifically allows it, such as commercial property
leased to a related business at arm’s length.
Always document related-party dealings with formal agreements and independent valuations.
Seek advice before entering into any arrangement involving related parties.

Understanding related-party transaction rules is essential to keeping your SMSF compliant and safeguarding your
retirement wealth.



MISTAKE #8 – INADEQUATE
DOCUMENTATION AND COMPLIANCE
RECORD-KEEPING

SMSFs must comply with strict reporting and documentation requirements. Poor record-keeping is one of the
most common—and avoidable—mistakes trustees make.

The Problem
Trustees sometimes neglect proper documentation because they assume basic receipts and bank statements are
enough. In reality, SMSFs require detailed records for every transaction, including property purchases, leases,
valuations, and contributions. Failing to maintain these records can:

Delay the annual audit process.
Lead to compliance breaches.
Increase costs due to extra accounting work.
Result in penalties from the ATO.

Why It Matters
The ATO requires SMSFs to maintain accurate records for at least five years (some records for ten). Inadequate
documentation can:

Jeopardise the fund’s compliance status.
Prevent trustees from proving that decisions were made in the members’ best interests.
Trigger additional scrutiny from auditors and regulators.

Case Example
Lisa’s SMSF purchased a commercial property and leased it to an unrelated tenant. However, she failed to keep a
written lease agreement and did not obtain annual market valuations. When audited, the SMSF could not
demonstrate that the lease was on arm’s-length terms. The auditor reported the breach to the ATO, and Lisa’s
fund faced additional compliance requirements and penalties.

How to Avoid This Mistake
Keep formal, written agreements for all SMSF transactions, especially property leases and related-party
dealings.
Obtain independent valuations where required, such as for property and in-house assets.
Store records securely for the minimum required period (generally 5–10 years).
Work with an SMSF administrator or accountant to ensure documentation is complete and compliant.

Accurate documentation is not just red tape—it is your best defence against compliance issues and penalties.



MISTAKE #9 – EXITING OR SELLING
PROPERTY INCORRECTLY

Exiting or selling property from an SMSF is often more complex than trustees expect. Poor handling of the process
can result in tax inefficiencies, compliance breaches, or missed opportunities.

The Problem
Common mistakes include:

Selling property without considering capital gains tax (CGT) timing.
Distributing property in-specie (directly to members) without proper valuation and documentation.
Failing to consider liquidity needs when members begin drawing pensions.
Ignoring stamp duty and transfer duty implications on in-specie transfers.

Why It Matters
Selling an SMSF property can crystallise a significant CGT liability, particularly if not held for the minimum
period to access discounts.
In-specie transfers must be carefully documented to ensure compliance and fair market value treatment.
Poor exit planning can leave the SMSF without adequate funds to pay member benefits.

Case Example
Robert’s SMSF sold a property to fund member pension payments. However, the sale occurred just before the
property qualified for the 12-month CGT discount, resulting in a larger tax bill than necessary. Had Robert sought
advice earlier, he could have saved his fund thousands of dollars.

How to Avoid This Mistake
Plan property sales well in advance, taking into account CGT timing and retirement phase strategies.
Obtain independent valuations before any sale or in-specie transfer.
Seek legal and tax advice before exiting to understand all implications.
Ensure liquidity planning is built into the SMSF’s investment strategy.

Selling or exiting property is not just a financial transaction—it is a compliance and tax event that must be handled
strategically.



MISTAKE #10 – FAILING TO SEEK
PROFESSIONAL ADVICE

Running an SMSF requires a deep understanding of superannuation law, tax rules, property regulations, and
investment strategy. Attempting to manage everything alone is one of the biggest mistakes trustees make.

The Problem
Some trustees believe they can save costs by avoiding professional advice. In reality, SMSFs are highly regulated,
and errors can be extremely costly. Common issues that arise without proper guidance include:

Entering into non-compliant borrowing arrangements.
Misunderstanding tax obligations.
Making poor investment choices due to lack of independent advice.
Failing audits due to overlooked compliance requirements.

Why It Matters
Professional advisers help ensure compliance with the ATO and superannuation law.
Strategic tax and financial advice can save the SMSF significant money over the long term.
Accountants, financial planners, and SMSF auditors provide checks and balances to protect trustees from
mistakes.

Case Example
Angela decided to manage her SMSF without ongoing advice, relying only on internet research. She entered into a
property purchase with a related-party arrangement that breached superannuation rules. The SMSF was reported
as non-complying, leading to a major tax penalty and thousands of dollars lost. Professional advice upfront could
have prevented this outcome.

How to Avoid This Mistake
Engage an SMSF specialist accountant for tax and compliance support.
Work with a licensed financial planner to create an investment strategy aligned with retirement goals.
Use an SMSF auditor annually to ensure compliance and catch issues early.
Seek legal advice before entering into complex property or borrowing arrangements.

Professional advice is not a cost—it is an investment in protecting your retirement savings.



CONCLUSION

Final Word

SMSF property investing should never be rushed. By
understanding the rules, planning strategically, and
seeking expert guidance, trustees can build long-term
wealth for retirement while staying compliant with
Australian regulations.

Key Takeaways

Investing in property through an SMSF can be
rewarding, but it is complex and heavily
regulated. The most common mistakes trustees
make include:

1.Setting up an SMSF for the wrong reasons.
2.Misunderstanding the Sole Purpose Test.
3.Poor structuring of property purchases.
4.Breaching contribution and borrowing rules.
5.Cash flow mismanagement.
6. Ignoring diversification.
7.Misinterpreting related-party rules.
8. Inadequate documentation.
9.Mishandling property exits.

10.Failing to seek professional advice.

Avoiding these pitfalls requires careful planning,
compliance discipline, and the support of
qualified professionals.
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