Understanding the $3M Superannuation Tax: Implications and Strategies for Large SMSFs
Starting from 1 July 2025, the new $3M accruals tax on superannuation will impose an additional 15% tax on earnings associated with balances exceeding $3 million. This change presents significant challenges, especially for large self-managed super funds (SMSFs) with high-value assets and limited liquidity. Let’s explore the impact on an SMSF with a sole member and practical strategies to mitigate the tax burden.
Scenario Overview: Single-Member SMSF and $3M Tax
Consider an SMSF with a single member holding a $4 million balance, split equally between accumulation ($2 million) and pension ($2 million) accounts. If the fund experiences $1 million in growth for the financial year ending 30 June 2026, here's how the new tax would apply:
1. Calculate the Earnings: The SMSF's growth for the year totals $1 million.
2. Proportion Over $3 Million: The amount exceeding the $3M threshold is $1 million ($4 million - $3 million), representing 25% of the total balance.
3. Tax Calculation: The tax is applied at 15% on the earnings attributable to the excess over $3 million. This results in a $37,500 tax liability (15% x $1 million x 25%).
Additional Implications Upon Death
If the SMSF member dies and leaves the superannuation to their 45-year-old daughter, who is a non-tax dependent, the situation becomes more complex due to death benefit taxes and capital gains tax (CGT) on unrealised gains:
· Super Components: The $4 million balance consists of 20% tax-free ($800,000) and 80% taxable ($3.2 million) components.
· Existing Capital Gains: The fund has $2 million in unrealised capital gains.
Step 1: Calculate Capital Gains Tax Before Distributing Benefits
When distributing the death benefit, the SMSF must first account for CGT. Assuming the assets have been held for more than 12 months, a discounted CGT rate of 10% applies:
· CGT Liability: $200,000 (10% of $2 million)
This CGT amount is deducted from the total SMSF balance before calculating the death benefits. The fund's balance is now $3.8 million.
Step 2: Death Benefit Tax on the Remaining Balance
Death benefit tax applies to the taxable portion left to the daughter. The tax-free component ($800,000) is exempt, while the taxable component ($3 million) is taxed at 17% (including the 2% Medicare levy):
· Death Benefit Tax: 17% x $3 million = $510,000
Step 3: Total Tax Liability
Combining the CGT and death benefit taxes results in a significant reduction in the daughter's inheritance:
· Capital Gains Tax: $200,000
· Death Benefit Tax: $510,000
· Total Taxes: $710,000
Five Strategies to Mitigate the $3M Accruals Tax and Minimise Taxation on Death
Given the potential tax burdens, it’s essential to adopt strategies that reduce exposure to the new superannuation taxes. Here are four approaches to consider:
1. Transfer Assets to a Family Protection Trust (FPT)
· Moving some SMSF assets to a Family Protection Trust can be an effective way to manage wealth outside of the super environment. The FPT can provide income or loans to beneficiaries, such as the daughter, without being subject to superannuation taxes. This approach ensures that the assets are protected while still benefiting the intended heirs.
2. Withdraw Funds Gradually to Stay Below the $3M Threshold
· By making withdrawals over time to keep the super balance under $3 million, you can avoid the accruals tax altogether. This strategy may involve taking out lump sums or rolling over portions of the balance into other investment structures, such as family trusts.
3. Financial Collars
· Using financial instruments like options can help manage an SMSF's growth and limit exposure to the new $3M accruals tax. Strategies such as writing covered calls or implementing collar strategies (buying protective puts while selling call options) can cap potential upside while providing downside protection. This approach effectively stabilizes the fund's value, potentially keeping the balance below the $3M threshold and reducing the tax burden. These techniques offer a controlled way to generate income and manage capital growth without triggering excessive tax liabilities.
4. Invest Outside Superannuation to Limit Exposure
· For large SMSFs, allocating some future investments outside the super system can minimise exposure to the accruals tax. Investments held in family trusts or personal names may have different tax implications, potentially reducing the overall tax burden.
Conclusion
The $3M accruals tax and associated death taxes pose significant challenges for SMSF members with large balances, particularly when leaving super to non-tax dependents. By planning proactively and employing strategies such as using Family Protection Trusts, strategic withdrawals, and reversionary pensions, SMSF trustees can minimize the tax impact and ensure a smoother wealth transfer.
Understanding these new rules and their potential implications is crucial for safeguarding your SMSF’s legacy. Engaging with professional advisors to implement tailored strategies can help optimize tax outcomes and protect your family's financial future.

