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As Melbourne-based smallbusiness ownersrecently discovered,
the chances of making money from an SMSF are severely diluted
without a proper investment strategy, active management,andan
understanding of how to maximise tax benefits. Mark Story explains.

hrough passion and sheer hard work, 50-some-

thing empty nesters Joe and Carle Zahra had

amassed a small fortune from the plumbing busi-

ness they'd taken over from Joe's parents, Frank
(79) and Grace (77), eight years earlier. But like a lot of small
business owners who get caught up in their own entrepre-
neurial bubble, the Zahras had reached a point where errant
disregard for money management was making a mockery of
their success.

While they were sitting on a growing war chest of cash,
the Zahras' singular dedication to the business had left them
overly exposed to varying degrees of personal and business
risk. In addition to lacking a coherent wealth creation strat-
egy, their half-baked use of tax structures did little to protect
their wealth or tominimise future tax liabilities.

Having had their fingers burnt with a bad investment in
Timber Corp years earlier, their faith in financial advice was
understandably low. Nevertheless, they had already started
to seek out advice when they unexpectedly crossed paths
withlocal financial adviser Robert Falconer.
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Being naturally fearful

of changes he didn't
understand, Joe's father was
reluctant to acquiesce to
proposed plans

Costly complacency

The Zahras got to know Falconer as a plumbing client early in
2011, and eventually succumbed to his offer of a complimen-
taryreview of their financial affairs.

"“Joe and Carle weren't the sort of couple to be cocky about
their success, asthey'd worked hard for it," says Falconer.

"“But the sheer volume of their cash flow, culminating in
profit of $175,000 annually, had simply made them overly
complacent.”

AsFalconer was todiscover, significant remedial work was
requiredto get theZahras'financesandinvestmentsin order.

Joesaysalot of the problems started with the family's self-
managed superannuation fund (SMSF).

“The SMSF fundhadbeenlimping along without expert ad-
vice ever since being set up by the company's accountant in
1996," says Joe.

“In the last few years, following my parents' retirement, it
had by default drifted into cash.”

Poor drafting
To make matters worse, a poorly drafted trust deed meant
that Joe's parents each retained one share in the plumbing
business that they'd started 38 years earlier. And since the
company was the corporate trustee of the SMSF, Joe's parents
- along with Joe and Carle - were also members of the SMSF,
giving them a say in both changes to the business and thein-
vestment strategy of the SMSF.

Being naturally fearful of changes he didn't understand,
Joe'sfather wasreluctant to acquiesce to proposed plans, and
evenlessinterestedin signing over power of attorney to Joe.

Overduerestructuring
Faced with these issues, the Zahras' immediate goal was to
get Falconer to correct anomalies within the existing struc-
tures.

He advised them of the need to appoint a new corporate
trustee to the SMSF, with all members being directors and
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professional planner
Hillross Financial Services, Melbourne

Anauthorisedrepresentative of Hillross Financial Services, Fal-
coner has more than 30 years' experience providing financial advice.
He founded Falconer Financial Services Pty Ltd in 1975 with officesin

both Melbourne and Hobart. A foundation member of the Financial Plan-
ning Association (FPA) and a past chairman of the Hobart chapter, Falconer

is a Certified Financial Planner who specialises in wealth creation/protec-
tion, superannuation planning, plus SMSF structure and administration.

Advice structure
Falconer Financial Services operatesin a strictly fee-for-service
environment. In addition to a set rate for aninitial consultation, fees
reflect a project-based estimate of the time required to provide
the necessary level of strategic advice, care and manage-
ment to meet client expectations.

trustees. That way, Frank and Grace could resign as directors
of the trading company and sell their shares to Joe and Carle
at market value.

To significantly streamline the SMSF administration and
reduce therisk of non-compliance, the administration of the
fund - including auditing and annual tax returns - was out-
sourced toa third party provider.

Meanwhile, Falconer quickly recognised that the pen-
sion being drawn from Frank's superannuation account
was clearly unsustainable over the longer haul. Grace's ac-
count, which was stillin the accumulation phase, was swiftly
moved into pension phase.

Maximising super
Falconer questioned Joe's tactic of withdrawing $34,000 cash
from the company each year as a fully franked divided.

Instead, he recommended that Joe pay himself a salary of
up to $37,000 and increase employer super contributions for
himself and Carle, to capitalise on the current $50,000 con-
cessional contribution cap.

With Joe and Carle having both reached the preservation
age of 55last year, Falconer also recommended commencing
a transition-to-retirement (TTR) strategy as of
January 1, 2012 to deliver further tax savings.
Given that Joe and Carle's super funds were
worth $490,000 and $265,000 respectively, Fal-
coner saysit made sense to transfer their super
balancesto TTR allocated pensions within their
super fund.

Under the proposed allocated pension strat-
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IT’S ANEW WORLD.

RETURNS ARE LOW.
MARKETS ARE VOLATILE.
UNCERTAINTY IS EVERYWHERE.

One question is on everyone’s mind:
“So what do | do with my money?”

You hear it from your clients every day—and it affects
the answers to so many of their other questions: When
will | be able to retire? Will | be able to pay for my children’s
education? Will | outlive my savings?

Your professional advice has never been
more important.
In this age of low returns and erratic growth, the efforts

you've been making to help your clients build more
dynamic, diverse portfolios take on new importance.

That’s why BlackRock is championing five key ideas to
‘ inspire even more robust conversations—and help you

give investors the confidence to act.

FIVE PRACTICAL ACTIONS FOR A MORE
DYNAMIC, DIVERSE PORTFOLIO

1 Rethink the Cost of Cash

2 Seek Income in Different Places
3 Open Your Eyes to Alternatives
4 Be Active About Passive

5 Use Your Longevity

BLACKROCK WAS BUILT FOR THESE TIMES.

In a world that is shifting and changing faster than ever
before, we have embraced a new standard of analytical
rigor. In vast oceans of data, we seek the insights that can
change outcomes. And to help you provide your clients
with the breadth and depth these times require, we bring
together capabilities and expertise across asset classes,
geographies and active and passive strategies.

To access information about these strategies that you can
use with your clients, go to blackrock.com/newworld or
call 1800 222 331 to contact a BlackRock representative.

BLACKROCK"

INVESTING FOR A NEW WORLD™
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Issued in Australia by BlackRock Investment Management (Australia) Limited ABN 13 006 165 975 AFSL 230523 (BlackRock). This document contains general information
only,is subject to change and does not take into account an individual's objectives, financial situation or needs and consideration should be given to talking to a financial
orother professional adviser before making aninvestment decision. BlackRock believes that the informationin this documentis correct at the time of publication however
no warranty of accuracy or reliability is given. Investing involves risk including loss of principal. No guarantee as to the capital value of investments nor future returns
is made by BlackRock or any company in the BlackRock group. Past performance is not a reliable indicator of future performance. A Product Disclosure Statement
(PDS) for any managed fund referred to in this document is available from BlackRock. You should consider the PDS in deciding whether to acquire, or to continue to hold,
the product. Please visit our website www.blackrock.com/au to obtain a copy of the PDS for the relevant managed fund. An iShares exchange traded fund (iShares ETF) is
not sponsored, endorsed, issued, sold or promoted by the provider of the index which a particular iShares ETF seeks to track. No index provider makes any representation
regarding the advisability of investing in an iShares ETF. The applicable prospectus or PDS for an iShares ETF is available at iShares.com.au. You should consider the
applicable prospectus or PDS in deciding whether to acquire, or to continue to hold an iShares ETF. © 2012 BlackRock, Inc. All Rights reserved. BLACKROCK, BLACKROCK
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trademarks of BlackRock, Inc. or its subsidiaries in the United States and elsewhere. All other trademarks are those of their respective owners.OMHKO00274_I_PP1



advice in action

KEY OUTCOMIES

= Parents both movedinto pension phase.

= TTRstrategy established for Joe and Carle.

= SMSF trust deed updated.

= Reduced exposure to cash.

= Qutsourcing SMSF administration.

= |nvestments now actively managed.

= Parents de-coupled from business.

= $14,100in tax savings annually.

= Maximised concessional contribution cap
of $50,000.

= Marginloan account closed.

= Joe'sloan to company repaid.

=  Franking credits to reduce contributions tax.

= Moving majority of fund to tax-free
pension phase.

egy, the Zahras will each draw the minimum pension from
January to June 2012 from the wrap platform's cash account,
plus salary of $9000 each from their plumbing business.

“This will allow them to meet their [half-yearly] living ex-
penses of $35,000 and annual tax liability of around $8000,"
saysFalconer.

Redeploying cash
Falconer's next challenge was to optimise returns from the
Zahra family's growing mountain of cash, while minimising
their tax exposure.Inaddition to $220,000 sitting on term de-
posit, the Zahras also had $520,000 in cash sitting in a com-
pany account, following the sale of aninvestment propertyin
2005.

The company also owed Joe an additional $166,000 - an
outstandingloan dating back several years.

The plan was to close an existing margin loan account
- with a credit balance of $123,600 - and use these funds,
together with the repayment of the company loan, to each
make a personal non-concessional super contribution of
$144,800. Within super, earnings will be taxed at amaximum
rate of 15 per cent, compared to a maximum rate of 38.5 per
cent outside super.

Company restructuring
WhileJoeand Carlenowhaveacoherentand moredisciplined
investment plan, Joe's parents' continuing involvement as
directors casts an overhang on future business direction.
The plan, as mentioned earlier, is toresign Frank and Grace
as directors and pay a fair market value for their two shares
in the business, which has a net asset value (NAV) of around
S1.3million.
Falconer says this will also help with any future claims for
Centrelink entitlements, which they had never contemplated
applying for before.

Wrap account solution

While Joe and Carle were quick to embrace Falconer's pro-
posed changes, they wanted a better understanding of how
re-allocating surplus cash to a wrap platform - combining
managed funds, cash and direct share investments - could
improvereturns,relative to the fees they would be paying,.

Also, with all the changes in super regulations since the
SMSF was established, Joe and Carle wanted to be sure that
retaining an SMSF stillmade sense.

Falconer eventually convinced them that a wrap platform
was abetter option for the SMSF investments than having so
much of their assets parked in cash at a notional 4.9 per cent
return.

"Robert also reminded us that current market valuations
made it an opportune time to buy in, even if there's further
short-term weakness," adds Joe.

Sense of direction

Both Joe and Carle alwaysliked theidea of involving an inde-
pendent third party financial adviser. They also liked the fact
that Falconer's advice took into account therisk profiles of all
four SMSF members.

Compared to a year ago, Falconer says the Zahras have
much greater clarity as to how pension income payments
and employment salary will deliver their stated goal of hav-
ing $70,000 income annually.

“Investing through super lets the Zahras access numer-
ous tax-advantaged income streams on retirement - such
as allocated pensions - that are unavailable using non-super
money,"'Falconer says. m

If youhave anexample of advice inaction that you would like considered for
publicationin Professional Planner, please e-mail details of the case study to
simon.hoyle@conexusfinancial.com.au
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