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The biggest SMSF 
mistakes retirees make
How to avoid self-managed 
super fund disasters

Who this guide is for?

Australians who already run a self-managed super fund, and those weighing up whether 
to start one. It assumes no technical knowledge, but it does not talk down to you.

What’s inside
1. Direct property in your SMSF

2. Using your SMSF property personally

3. Not drawing enough pension

4. Choosing the wrong fund structure

5. In-house asset breaches

6. Early access scams
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Before we start
Self-managed super funds are the most powerful retirement structure available in Australia, and 
the least forgiving. Around 1.2 million Australians are members of one, and most set theirs up for a 
single reason that seemed compelling at the time.

The trouble is that an SMSF puts you in the trustee’s chair. The flexibility is real, but so is the 
responsibility, and the penalties for getting it wrong are severe enough to undo years of 
careful saving. I have seen funds lose their concessional tax treatment over a shortfall of a few 
hundred dollars.

What follows are the six traps I see most often. Some are compliance failures. Others are simply 
structures that made sense in accumulation and stopped making sense the day the owner retired. 
None of them are exotic, and all of them are avoidable once you know what you are looking at.

1.

Residential property investment is one of the biggest problem areas I see in SMSF discussions, and 
it’s often the primary reason people decide to establish a self-managed fund in the first place. 
On the surface, this makes sense: an SMSF is the only superannuation structure that allows you to 
directly invest in residential property.

However, the reality is more nuanced. For most Australians, holding residential property within an 
SMSF isn’t actually the optimal structure. Here’s why: most residential property investments are 
leveraged or neutrally geared, and they rely heavily on tax deductions and capital gains tax benefits 
to make economic sense. When you hold property in an SMSF, those tax benefits lose much of 
their value.

Consider the tax implications. Your SMSF operates at a 15% tax rate. Compare this to individuals 
earning above $190,000 per year, whose marginal tax rate sits at 45%, plus the Medicare levy. This 
creates a 47% marginal rate. Those deductions (mortgage interest, depreciation, repairs and 
maintenance) are worth significantly less when applied against a 15% tax rate instead of a 47% rate.

Beyond taxation, there are structural challenges. Borrowing to acquire property in an SMSF is 
expensive. Lenders are limited, and the process requires a bare trust and Limited Recourse Borrowing 
Arrangements (LRBA), which add considerable cost. You cannot use borrowed money to renovate or 
improve the property unless it’s owned outright. You also cannot change the nature of the property 
(converting it from residential to commercial use, for instance) without triggering compliance issues.

Even if you hold the property without a mortgage, you sacrifice the capital gains tax exemption 
that benefits low-yielding assets. This trade-off deserves careful consideration.

Direct property in your SMSF
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2.

This trap often follows the first. You’ve established an SMSF and invested in residential property. Now 
the temptation arises: why not use that holiday house for weekends? Or let a family member live in it 
to help with their housing situation?

This is where many SMSF trustees run into serious trouble. You cannot lease residential property 
to a related party. You cannot use a holiday home personally on a regular or extended basis. The 
superannuation law requires that your fund operate under the sole purpose test, meaning its sole 
purpose must be to provide retirement benefits to members. Any personal benefit you derive from 
the fund breaches this test.

The consequences are severe. If the sole purpose test is breached, the income and gains generated 
by that property are taxed at the highest marginal rate: 45%. In many cases, this wipes out any tax 
benefit you thought you were gaining by holding the property in the fund.

Do not lease property to related parties

Do not use holiday homes personally or allow family to occupy them

Do not transact with related parties through your SMSF

Using your SMSF property personally

3.

This trap is uniquely associated with SMSFs, you won’t encounter it if you’re in an industry fund or 
a platform-based arrangement. Many SMSF trustees fail to understand their minimum pension 
obligations, or they simply don’t implement them correctly.

As a trustee of an SMSF, you are responsible for meeting minimum pension payment obligations 
each year. For most members, this is typically 4-5% of your balance as at 1 July each year. There’s 
a practical challenge here: tax returns often aren’t finalised until November, making it difficult to 
calculate your exact obligation until late in the year. However, timing is crucial, failure to meet these 
minimums means your fund reverts from pension phase back to accumulation phase.

The biggest problem I see isn’t about meeting minimums, it’s that people simply don’t commence 
a pension at all. You have the right to start drawing a pension from age 60 (or 65, depending 
on your circumstances), yet many delay this decision indefinitely. In doing so, they miss out on 
the tax benefits that pension phase offers and lose control over how their funds are distributed 
and managed.

Commencing a pension requires proper paperwork and does involve some administrative 
cost. But skimping on getting this right is a false economy. The compliance and tax benefits far 
outweigh the cost of doing it properly.

Not drawing enough pension
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4.

Not every fund structure is right for every stage of life. There are four main types of retirement 
income structures: corporate funds, adviser platforms, SMSFs, and industry funds. What makes sense 
for accumulation isn’t necessarily what makes sense for retirement or pension phase.

I’ve noticed that SMSFs are declining in popularity among advised retirees, and there’s a simple 
reason: the biggest advantage of an SMSF (the ability to hold direct residential property) becomes 
less relevant once you enter retirement. For traditional investments like shares, exchange-traded 
funds (ETFs), term deposits, and managed funds, an adviser platform can often deliver the same 
asset choices at a fraction of the cost.

Consider the economics. Many SMSFs cost between $5,000 and $6,000 annually in administration, 
accounting, and compliance fees. These costs are largely the same whether you hold just ETFs, 
shares, and cash, or whether you’re managing rental property. A platform can deliver the same 
investment flexibility with minimal paperwork and can save you thousands of dollars each year.

The key principle is this: don’t hold an SMSF beyond the point where its unique benefits add 
genuine value. If you’re managing traditional investments, a platform may serve you better. If 
you’re holding residential property and require flexibility in pension and accumulation phases, an 
SMSF might be justified.

5.

An in-house asset is any investment, loan, or lease arrangement involving a related party. Some in-
house assets are permissible, formal loans to a related party and shares in an associated business 
can be acceptable under certain conditions. However, all in-house assets are subject to a strict limit: 
they cannot exceed 5% of your fund’s total balance. If you exceed this limit, you must have a written 
plan in place to remedy the breach.

Business real property can be leased to a related party, but only when the lease is appropriate for 
business purposes and at arm’s length rates. When an in-house asset arrangement breaches these 
rules, it becomes what superannuation law calls Non-Arm’s Length Income (NALI). And NALI is taxed 
at 45%, even during pension phase. This is true regardless of whether you intended to breach the 
rules, the tax consequence is the same.

Common examples include renting commercial property to a related party at below-market rates, 
providing loans at interest rates below the market, or purchasing assets from a related party at 
below fair-market value. There are absolute prohibitions too: you cannot acquire cryptocurrency or 
shares in a private company from a related party under any circumstances.

In-house assets cannot exceed 5% of fund balance without a written remediation plan.

Related-party loans must be at market rates.

Related-party property leases must be at market rates and suit the business purpose.

Breaches trigger 45% tax on the income or gains, even in pension phase.

Choosing the wrong fund structure

In-house asset breaches
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6.

Of all the SMSF-related pitfalls, early access schemes represent some of the most dangerous, not 
because of compliance failures, but because they’re often scams. These schemes typically promise 
early access to your superannuation by rolling your balance into an SMSF and then withdrawing it 
via some creative (and illegal) strategy.

The truth is stark: there are very limited legitimate ways to access superannuation early. Severe 
financial hardship, compassionate grounds, terminal illness and permanent incapacity are the main 
examples. An SMSF doesn’t change this reality. Establishing an SMSF and rolling over your balance 
gives you control over your assets, but it doesn’t give you the right to withdraw them early. If you 
do withdraw funds under circumstances that don’t meet the strict conditions of release, you’ll face 
substantial superannuation penalties and income tax consequences at the highest marginal rate.

If someone is offering you early access to your super through an SMSF, treat it as a red flag. It’s 
likely to be a scam, and participating could cost you far more than the promised ‘early access’ 
is worth.

Early access scams

The bottom line
An SMSF is a tool, not a status symbol. It earns its cost when you are using something only it can 
offer, and it quietly drains value when you are not.

The honest test is a single question: what am I doing in this fund that I could not do on a platform 
for less? If you can answer it clearly, the structure is probably right. If you cannot, that is worth 
a conversation.
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Let us guide you on your retirement journey 

Drew (on the left) and Jamie  
(on the right) have been 
advising and educating  
self-funded Australian  
retirees for two decades now.  

We work exclusively with self-funded retirees and pre-retirees. The simplest way to begin is our short 
questionnaire. It takes a few minutes, there is no cost, and it gives us the context to tell you something 
useful rather than something generic.

Ready to optimise your tax position before retirement? Contact Wattle today

This guide has been prepared by Wattle Partners Pty Ltd ABN 89 145 903 840, Australian Financial 
Services Licence 383169.

It contains general information only and does not take into account your objectives, financial 
situation or needs. Everyone’s situation is different, and what works for one person may not work 
for another. Before acting on anything in this guide, consider whether it is appropriate for your 
circumstances and seek advice from a licensed financial adviser.

Contact us Melbourne 
Level 4, 125 Flinders Lane 
Melbourne, VIC 3000

GPO Box, 2031 
Melbourne, VIC 3000

Sydney 
Level 3, 63 York Street 
Sydney, NSW 2001

T: +61 3 8414 2901
E: adviser@wattlepartners.com.au 
W: wattlepartners.com.au

https://start.wattlepartners.com.au/
tel:+61384142901
mailto:adviser%40wattlepartners.com.au?subject=
mailto:https://www.wattlepartners.com.au/?subject=

