SMSF Audit Resource Library	Real property

GUIDE 07
How to audit real property and related party leases
Ownership, market value and the related party rules for property


	Who this guide is for
Approved SMSF auditors and audit staff auditing residential and commercial property, including property leased to a related party.



Property is often the largest asset in a fund and carries several distinct audit risks: ownership, market value, and, where it is leased to a related party, compliance with the in-house asset and arm's-length rules. This guide works through each.
1. Confirm ownership and existence
1. Obtain title or ownership evidence showing the property is held by the fund or by the trustee as trustee for the fund.
1. Where a limited recourse borrowing arrangement applies, the property is held by the holding trust, so confirm the bare trust deed and that the fund has the beneficial interest.
1. Where acquired during the year, agree the cost to the contract and settlement statement.
2. Test market value
Value at 30 June must be supported by objective evidence, and for property that means more than one source. Acceptable sources include comparable recent sales, a rates notice, an independent appraisal or a registered valuation. A single kerbside appraisal on its own is not sufficient. Where the value is unchanged from the prior year, obtain evidence that the market has not materially moved.
3. Business real property and related party leases
A fund can own property leased to a related party only where the property is business real property, meaning it is used wholly and exclusively in a business. Where a related party leases fund property, test the following.
1. The property meets the business real property definition.
1. There is a written lease on arm's-length terms, with rent at market rate.
1. Rent is actually paid, in full and on time. Unpaid or below-market rent is a common breach and can be financial assistance to a related party.
1. A formal valuation supports the property value, which is expected for commercial property leased to a related party.
4. In-house asset interaction
Business real property leased to a related party on arm's-length terms is exempt from the in-house asset rules. If the property does not meet the business real property test, or the lease is not arm's length, the lease becomes an in-house asset and counts towards the 5% limit, and may breach it.
5. Property development warning signs
Property development inside a fund is permitted but draws regulatory attention. Watch for non-arm's-length dealings, the diversion of income to or from related parties, joint ventures or related trusts that fail their conditions and become in-house assets, and arrangements that look like they provide a present-day benefit. Where you see these features, test them carefully against the sole purpose test, the in-house asset rules and the non-arm's-length income rules.
6. A note on borrowing to buy property
A fund can borrow to buy property only through a limited recourse borrowing arrangement. From 2026 a new restriction applies. The government legislated in June 2026 to prohibit SMSFs from entering into a new limited recourse borrowing arrangement to acquire residential property, expected to commence around mid-August 2026, being 45 days after Royal Assent. Business real property is not affected, and existing arrangements are grandfathered, including refinancing. Where you audit a property acquired with borrowing, confirm that a residential acquisition under a new arrangement was entered into before commencement, or that the property is business real property. Confirm the commencement date before relying on it. The LRBA guide covers the structure and the safe harbour in detail.
Common pitfalls
1. A single appraisal used as the only evidence of value.
1. A related party lease with no written agreement or with rent unpaid.
1. Assuming residential property leased to a related party is permitted, which it is not.
1. Missing that a failed development structure has become an in-house asset.

In short, prove ownership, support value from more than one source, and where a related party is involved, confirm the property qualifies as business real property and the lease is genuinely arm's length and paid.
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