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The trouble with ageing SMSF trustees
SMSF trustees - who don’t plan for the possibility of becoming mentally or physically incapacitated or dying prematurely - run the risk of leaving their funds rudderless and without direction, says SMSF expert, Martin Murden.
Mr Murden is director of Partners Superannuation Services - part of the Partners Group of businesses.

He says the problem – while not with us yet – is looming. “According to Australian Taxation Office statistics, around half of SMSF members are currently over the age of 55 and almost 18 per cent are over 64.

“What this means is that more than half of Australia’s SMSF trustees will in the next 5-10 years enter that period of their lives when they become increasingly more susceptible to heart attacks, strokes and other conditions affecting an ageing population. 
“Too many of us think we’re in great shape and that unlikely to be a candidate for a serious illness. Unfortunately these things have a nasty habit of sneaking up on us so my advice to trustees is: plan ahead and be prepared. 

“Don’t leave your ageing spouse or partner in charge of a fund they have little or no understanding of and don’t leave your children unnecessarily exposed to tax problems should both parents die suddenly.” 
He says the emerging problem stems from the fact that the majority of SMSFs only have one member who truly understands the workings of the fund and makes all the decisions.

“What this means is that should this key person become incapacitated or die, the remaining member may not be in a position to keep up with what is important – that tax returns are lodged, that the fund complies with legislation and that there are regular meetings with accountants and investment advisers. 

“Those taking over the reigns may also lack the business acumen to take full advantage of great investment opportunities, missing out on further building up the value of the fund.”

What can be done?

There are several options available:
· Rollover to a public offer or industry fund.

Mr Murden says this would involve cashing in the fund’s assets and shifting these assets to the other fund. However, he warns that the sale or redemption of investments could result in a capital gains tax liability for the SMSF.

When to rollover is very much up to the individual SMSF member, says Mr Murden. 

“There is no right time because you never know when ill health will occur. However, as a rule of thumb, the majority of people change over when they find they are increasingly unable to manage their affairs.”
He says before shifting funds, trustees need to fully evaluate the advantages and disadvantages of SMSFs versus other types of funds and whether or not the change is worthwhile.  
“For some, moving to a public offer or industry fund means loss of control over investment decision making. While you may get to decide what investment options to use and you may get to choose from a range of investments, you will not have the final say about what is purchased.”
Mr Murden says when choosing a fund it is important to be aware that there are differing costs and potential investment returns associated with differing superannuation funds.

“These costs also include things which are not readily apparent so do your homework before you make your move.”

· Appoint a professional corporate trustee for your SMSF 

By appointing a professional trustee you are effectively handing over total responsibility for the running of the fund, stepping away from further involvement in its operation, says Mr Murden.
“The downside for some members is once again that loss of control in that corporate trustees will be making decisions about investments.”

Mr Murden recommends that prior to appointing a corporate trustee; careful consideration should also be given to the costs involved and the impact of the change on lifestyle.
“By way of example, a retiree running his or her own SMSF and who is suddenly in need of additional money can write out a cheque from the SMSF bank account. This could be made out as an extra pension payment. 
“However, if a professional trustee controlled the fund, there could be a delay of several days before receiving the money.”
· Appoint a power of attorney (POA) for your fund

Partners Legal managing partner, Peter Gandolfo, says another option is to appoint an “attorney” who would have the Power of Attorney (POA) to take full control of the fund. Partners Legal is part of the Partners Group of businesses.

Says Mr Gandolfo: “An attorney must act in the best interests of trustees and where possible, make the same decision trustees would normally make. The attorney would also be responsible for keeping accurate records of SMSF dealings and transactions and avoid situations where there is a conflict of interest.”
Mr Gandolfo says the appointment of the attorney could take effect immediately or once ill health prevented trustees from conducting this role.
 “POA could be given to a trusted family member or friend, basically someone who has a good understanding of business and investment markets. In fact, to ensure consistency of estate planning, it would be worthwhile giving your POA to the executor of your estate,” he says.
· Include your children in your fund
Mr Murden suggests that SMSF members consider bringing their children into their fund as members and trustees.  
“Instead of waiting for mum and dad to retire, children could be brought in leading up to retirement or when trustees feel their children are mature enough to take on this role.

“If they join, get them to be involved in the decision making from day one which would mean attending meetings with the fund’s accountant and investment advisor. This assists children understand what their parents are looking to achieve with their fund – are they looking at increasing their income or are they growing their capital?”
Because an SMSF can only comprise four family members, this may be problematic for families with more than two children. Peter Gandolfo says that to avoid ill feeling among family members, parents could make use a non lapsing binding death nomination when allocating SMSF funds to beneficiaries.

“What this would ensure is that ‘new’ family members or trustees could not interfere or make alterations to parents’ bequests and that all monies would go to exactly who their parents intended them.”

For many SMSFs, the fund’s trust deed will have to be amended to allow for this type of nomination.

More about Partners Group ……

It is a multi-disciplinary financial services company providing the full raft of services required by accountants and business - retirement planning and investment advice, self managed super fund advice and administration, legal advice, personal and business insurance and mortgage and lending services.
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