special report

Dramatic changes to
superannuation take effect
from next July. How can
property investors take

advantage of them?
Prue Moodie

, uperannuation is now looking more attractive than it
, did a year ago. No tax post-retirement and the right
Bad” of many people to contribute more salary sacrifice
(pre-tax) income into superannuation than before has
given Australians renewed hope in the system.

The category of property investor to benefit most from
the changes will be those who are aged under 50 and have
a self-managed superannuation fund.

If you're in this group, from July you'll be able to
contribute a tax deductible $50,000 & year into your fund,
compared with the previous $15,000 for the under-35s and
$42.000 for 35s to 50s.

That will help you accumulate money faster in your
superannuation fund to invest In property.

You may be helped by a new kind of instalment warrant
that allows super funds a deferred payment for property.

But the big pay-off is at the end. Whatever assels you
accumulate in your superannuation fund, you'll pay zero
tax on either the income they produce or any saleg you
might make when you reach retirement.

No capital gains tax! It's a revolution in how we think
about residential property, which has a relatively low yield
and a relatively high rate of capital growth.

In this respect, residential property can be seen as a
particularly tax-effective investment for & self-managed

super fund, as most of its total return is in its capital gain -

which won't be taxed as long as the property isn’t sold
until at least retivtement.

The flip side is that the new rules may have at least a
short-term negative effect on residential property.

Of course if you were sure it was only a short-term
effect, you could consider the next few months an
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excellent buying opportunity, However, some are saying
the effect may be more lasting.

Setting the scene

Lets lock at these two scenarios - the short-term and the
long-term effect of the changes on residential property
markets.

The firgt impact will come from the government’s
provision of & window of epportunity for people to
liquidate holdings outside super, and shovel up to $1
million worth of contributions into their superannuation
funds pricr to June 30, 2007.

After july 2007 there will be limits to such after-tax
contributions.

“We haven't really had limits to undeducted {the
technical word for after-tax) contributions since 1988,
Philip La Greca, technical services director for
superannuation administrator Multiport, points out.

Will that encourage property investors to sell invesiment
assets, including residential property, before june?

“People are selling residential property, yes it's
happening,” says Rowan Wall, managing director of
Sydney’s Eclipse Property Group.

“Residential property will decline in the short-term.”

Here's the reason.

Most people belong to pooled superannuation funds, in
which they have no control over the assets bought by the
manager.

They can’t transfer existing investments into their super
fund, so in order to take advantage of the $1 million
opportunity by the end of this financial year, they’ll have
to seli non-super assets and contribute cash.
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Even people with a self-managed super fund can’t
iransfer an existing residential property into it.

This 1s one of superannuation’s iron-clad rules. Only
business properties - retail, commercial and industrial -
can be transferred inte a self-managed superannuation
fund.

The sprint to sell is one reason residential property
prices may stall in the short-term.,

sut before getting seriously alarmed about whether you,
too, must join the race, you should know that in future the
limit to after-tax contributions will be $450,000 in a three-
year period, plus $50,000 a year in pre-tax contributions -
not exactly stifling bounds. And both amounts will be
indexed to weekly earnings.

The bigger guestion is, will the new attractiveness of
super, combined with the fact that people in peoled funds
can't invest in residential property through their
superannuation fund, reduce investor demand for
residential property longer term?

“I do think that some money previously earmarked for
property will now go into super,” says Rod Cornish, head of
Macqguarie Property Research,

“WWe think the changes mean the recovery in
mvestment demand will be slower than it would have
been otherwise.

“But a lot of people still want control of thelr investment.

“The changes could take some money out of the
residential property sector, but I don’t think we'll have a
huge surge in supply and that's what would be most
worrying”

And, as Rowan Wall observes: “The market is self-
correcting. If no-one's investing in residential property
there'll be a shortage of rental properties and rents will
rise.”

Wall and Cornish both think large superannuation funds
will increase their holdings of industrial and commercial
real estate, thereby boosting those markets.

“Macquarie believes the inflow of investable funds into
the institutional grade real estate sector from
superannuation will be an average of $4.4 billion per
annum between now and june 2012 says Cornish, adding
that the actual effect would be larger than this figure
because the listed property trusts in which super funds
invest are geared (borrowed money).

Scott Marcellos, managing director of The Super Group,
doesn't argue against the theory that large super funds
prefer non-residential property. But according to his take
on the subject, large super funds may not be the ultimate
determinant of fundamental investor demand.

He predicts the superannuation market is going to

The Midweod Queensland
frwestment Report

The Midwead Queensland Investarent Repot
ives you a talally independent and accuate
soview of all the issues affecting investment and
development in Australia’s fastest growing state.

It takes you behind the headlings to present the
faest statistics affecting population giowth,
aconomic pesformance, housing aclivity,
cammesclal building developrment, unit sales,
iourism trends, visitor numbets as weli as
comprehensive and authoritative reviews of
cuenl and future tends in each of Queenstand’s
main growth cenlres fom the Geld Coast to Caims.

As & spedial introductory offer” you'll receive
yaur firstissue of the Midwood Quecenstand
Investment Report absolutely hee - that's five
issues for the price of faur during yous first

The Matusik Snapshot

in today’s fast and ever-changing environment you need to knew what is happening nows
Some truslworthy guidance as o what the future may hold would also be a hig honus.

Matusik Propenty Insights spedialises in residential propety intelligence with a fotus on
fueensland. As & result of our research into the residential property market and our exlensive
expedence in this area we've developed The Matusik Snapshot,

The Matusik Snapshoris an independent fonightly publication, available only by subscription,
it cuts thiough all the statistical clutter to reveal the major residential propery lends acress Austialia,

Subscribing to The Matusik Snapshot is lke having your own propery matket analyst Gur
analysis and sepoding is not woolly ~ it's biting pithy, to the point and independent,

Substibe now —~ the frst manth is fael”
As a special introduciory offer for nevr subsaibers youll eeceive your fist morth of

The Matusik Snapshor absolaely free - that's 13 months for the price of 12 during your
first subscriplion yearl

= Howr subsehess oy offer nop appficable o renewals
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