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Borrowing in your SMSF 

The general rule is that your self-managed super fund can’t borrow money, although like all 
rules the ‘no borrowing’ rule has some exceptions. You also need to consider whether 
borrowing to invest is an appropriate investment strategy taking into account the risk and 
return of the underlying investment and the risk profile of the fund members, the cash flow 
considerations for the SMSF and whether the fund is sufficiently diversified to meet its long-
term investment objectives. 

Direct vs Indirect Borrowing 

SMSF trustees need to understand the difference between direct borrowing and indirect 
borrowing and the special rules that apply to each exception. Your fund can’t directly 
borrow money, except in two instances: if you need cash to pay a member’s benefit, or if 
you need cash urgently to settle a share transaction. 

Your super fund can also indirectly borrow money. A SMSF can invest in managed funds that 
borrow money (geared managed funds), or even invest in instalment warrants, warrants, 
options or contracts for differences (CFDs).  SMSFs can also indirectly borrow to purchase 
assets, typically an investment property, using a limited recourse borrowing arrangement. 

Limited Recourse Borrowing Arrangement (LRBA) 

A LRBA means that any recourse the lender has under the borrowing arrangement is limited 
to the single asset purchased using the LRBA.  When a SMSF uses an LRBA to purchase an 
asset, then the arrangement must satisfy the following conditions: 

• The SMSF uses the borrowed monies to purchase a single asset, or a collection of 
identical assets (such as a parcel of identical shares) that have the same market 
value. 

• The SMSF can’t use the LRBA monies to ‘improve’ a purchased asset, although the 
borrowed money can be used to ‘repair’ or ‘maintain’ an asset. The practical 
implications of this distinction are explained later in the article. 

• The SMSF trustees receive the beneficial interest in the purchased asset but the legal 
ownership of the asset is held on trust (the holding trust). 

• The SMSF trustees have the right to acquire the legal ownership of the asset by 
making one or more payments. 

• Any recourse that the lender has under the LRBA against the SMSF trustees is limited 
to the single fund asset (including rights to income). Lenders can legally demand an 
individual to provide a personal guarantee as long as the guarantor’s rights against 
the principal debtor (as SMSF trustee) are limited to rights relating to the asset 
acquired under the LRBA. What this means is that the lender has a right to call on 
the personal guarantor for any shortfall after disposal of the original asset. 

• Replacing the asset subject to the LRBA is possible only in very specific 
circumstances. 

If you’d like to know more, give us a call on 07 38838999 

Our Finance Manager can meet with you to discuss your SMSF’s borrowing needs 


