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In this spring edition of Investment Solutions magazine, we
consider the benefits of estate planning through an SMSF.

Tim Rocks, Head of Market Research and Strategy, BT
Investment Solutions looks at what could happen to markets
should Donald Trump win the race to the White House.

BT Financial Group Investment Specialist, Riccardo Briganti,
provides an update on the world economy.

Finally, Elizabeth Granger, mindfulness expert, shares some
tips on how to achieve balance, clarity and serenity through

mindfulness.

Until next time —happy reading.
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—CoONnoMIC outlook

Hopes rate cuts will bolster growth

The Reserve Bank of Australia (RBA)
cut the official cash rate by 0.25% to
1.5% at its August board meeting,
having last cut rates by the same
amount in May. As with the previous
easing, it follows lower than expected
inflation figures which show inflation
at 1%, well below the Bank's target
of 2-3%. The RBA made specific
reference to low wages growth and
subdued inflation in Australia and the
rest of the world, and the likelihood
this would persist for some time.

With interest rates so low, an area
of concern for the RBA has been
housing construction and house
prices. This concern appears to
have receded with the statement
accompanying the rate cut noting
that “dwelling prices have been
rising only moderately over the
course of this year” and that bank
lending has been more cautious in
certain segments, namely multi-unit
developments. As a result, the RBA
does not believe the rate cut will
increase risks in the housing market.

The Australian growth outlook
remains constrained by still sluggish
consumer spending and investment.
Consumer sentiment has been
lacklustre for some time with a lack
of wages growth and a desire by
households to control debt limiting
spending, despite the extremely
low interest rates. Nevertheless,
GDP growth is likely to be
maintained above 2.5%, with
exports providing support.

Internationally, the most significant
news of the past quarter was the UK
vote to leave the European Union.
While the logistics of the exit are likely
to take up to 2 years, the economic
impacts are expected to be felt
sooner. The International Monetary
Fund (IMF) believes UK growth

is likely to be only 1.3% in 2017,
compared to their previous forecast
0of 2.9%. In contrast, European
growth was downgraded only slightly
to 1.4%, while global growth was left
largely unchanged at 3.4%.

Reflecting the heightened risks to
UK economic growth and the need
to support confidence, the Bank of

England cut interest rates 10 0.25%

in early August — the lowest level in
the Bank's 300 year history. This is
also the first rate decrease in seven
years and follows expectations earlier
in the year the Bank was actually on
the verge of increasing interest rates.
Clearly, Brexit has changed things
significantly for the UK.

In the US, GDP growth for the June
quarter was lower than expected
showing the economy growing at
little more than 1% compared to a
year ago. This likely provides an overly
pessimistic view of the underlying
growth rate of the US and reflects the
volatility seen over the past few years
which has seen growth slump to
around 1% a number of times before
rebounding to 3% . Other economic
data such as the ISM manufacturing
survey, consumer confidence and
employment suggest US growth

of 2-2.5% in the immediate future.
Expected interest rate increases in
response to improving growth have
been delayed, but it is still possible
the US Federal Reserve will increase
rates before the end of the year.
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VWhen death doesn't
have to do us part

One of the features of a self-managed
super fund (SMSF) that is often
touted is its flexibility. This exists
both in accumulation and retirement
phase, and arises in a number of
contexts, such as investment choice
and pooling of balances. It's also
important to remember that this
flexibility also exists when it comes
to estate planning, or more
importantly, death benefit planning.
Death benefit planningin a
superannuation context relates to
the discussion of who you want your
remaining super benefits paid to in
the event of your death. In a standard
superannuation environment, death
benefits are normally dealt with in
one of three ways depending on the
type of nomination that exists. These
same three options exist in the
SMSF environment.
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3 standard beneficiary
options of super still apply

First, a binding death benefit
nomination is in place. If a binding
nomination is in place, it will set out
who the death benefit is to be paid
to, and how much of the balance
they are to receive. If the binding
nomination is valid (for example,

the beneficiaries named are eligible
under super law to be paid a benefit),
it must be followed.

Second, a discretionary death benefit
nomination is in place. Like a binding
nomination, it will indicate who the
death benefit is to be paid to, and
how much. The difference is that the
trustee of the fund, which in the case
of an SMSF are any remaining
trustees plus your legal personal
representative (often the executor

of your estate), are not bound to
follow the nomination. Whilst in

most situations the wishes left in

a discretionary nomination are
followed, trustees often need to take
more care as inappropriate allocations
can be challenged.
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Third, there is no nomination in place.
In these circumstances the remaining
trustees have full discretion as to who
is paid and how much, provided the
distributions are made in accordance
with super law. As the deceased’s
will is often seen as a guide to where
payments should be made, a number
of trustees may be inclined to take the
“easy” way out and pay the death
benefit to the estate, and therefore
allow the executor to handle the
allocation. Of course, this means your
super suddenly becomes an estate
asset and may be subject to potential
challenge from beneficiaries.

Of these three options, a binding
nomination appears to be the safest,
andis in most cases. But there are
issues to be aware of.

Beware of the 3 year expiry...

In most superannuation funds, a
binding nomination is only valid for a
maximum of three years. Unless it is
renewed at least every three years, it
ceases to be binding for the trustees.
Whilst it may then give an indication
of where you wanted the benefits to
go, the trustees aren’'t bound to
follow it and even if they did, they
could be challenged by other possible
superannuation beneficiaries.




SMSF has an alternative solution

This is where a SMSF can offer
some advantages. With a properly
drafted Trust Deed, it is possible to
establish a non-lapsing binding
nomination within your SMSF.
This means that you can forgo the
three year renewal for it to be binding
upon your death. While there is no
requirement for its renewal,

this should be regularly revisited,
just as you would, your Will.

As an example, if your original intent
was for your benefits to be paid to
your spouse and you outlived your
spouse, your otherwise binding
(and non-lapsing nomination) will be
invalid as your benefit can no longer
be paid as intended.

Beyond this, it is also possible to
deal with your death benefits in
another way. This particularly arises
when you move to retirement and
commence drawing a pension from
your SMSF. Whilst your death benefit
nominations can still deal to your
wishes, you could gain additional
certainty by commencing pensions
with binding reversionary
nominations.

With a properly drafted Trust Deed,
it Is possible to establish a non-lapsing
binding nomination within your SMISF

In its strictest sense, a true binding
reversionary nomination will mean
that if you were to pass away before
your pension account was exhausted,
the pension will continue to be paid to
your nominated beneficiary after your
death. This means the beneficiary
doesn't have a choice about how to
receive the benefit — it will continue
to be paid in the form of a pension. A
discretionary reversionary nomination
on the other hand may indicate and
confirm who the benefit will be paid
to, but not be binding on the “how”
—that is, the beneficiary could choose
between a lump sum or a pension.

This ability to put in place a valid
binding reversionary nomination may
increase in importance in the future
as aresult of the Government’s 2016
Budget announcements placing a
cap on the amount that can be placed
into a pension. Depending on the
implementation of the budget
measures, having a valid binding
reversionary nomination is in place
may allow your beneficiary to
continue to receive your pension
without it impacting on how much

of their own super benefits can be
transferred to a pension in the future.

Do the ground work now for
a well planned retirement

Whilst the main aim of super is to
save for your own retirement and
then, hopefully, be able to spend
those savings in retirement, it's
vitally important to plan and be
aware of what could happen if you
were to pass away earlier than
expected. A well-crafted SMSF Trust
Deed can give you added flexibility
and greater certainty. To ensure your
SMSF Trust Deed is drafted properly,
please contact us today.
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