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Superannuation administration made simple!

The question on everybody’s
lips this month seems to be -

Why The Rush on
Complying Pensions?

What may be the final chance for high net worth individuals
to access Centrelink Benefits is fast approaching. As discussed
in previous newsletters, from 20 September 2004, the asset
test exempt status of complying pensions commenced from
this date will be reduced from 100% to 50%.

An example of how an individual may benefit from establishing
a complying pension prior to 20 September is detailed in the
following case study:

Pre 20 September 2004

Mr Brown (65 years old) and Mrs Brown (63) have $2,500,000
of assets (excluding their house) sitting outside of
superannuation, and Mrs Brown has other assets of $500,000
in superannuation. Neither Mr or Mrs Brown have any income.
As Mr and Mrs Brown have reached pension age, they may
be eligible to receive the age pension subject to Centrelink’s
assets and income tests.

In order to access these age pension benefits, Mrs Brown
may contribute $2,285,000 into her Self Managed
Superannuation Fund (SMSF) as an undeducted contribution
(avoiding any RBL issue), and commence a complying pension
with the entire balance of her fund.

The complying pension assets are considered ““asset test
exempt” (ATE), and her pension balance of $2,785,000
provides her with an initial income of $200,000* per annum,
which will be indexed in line with the CPI each year, for a
15 year term. (*This income has been estimated for the
purposes of this illustration. An Actuary is required to
provide the pension level for a complying life time or life
expectancy pension).

Mr and Mrs Brown now have $215,000 of assets excluding
their house, remaining outside of superannuation.

This pension now effectively means that Mr and Mrs Brown'’s
assets do not exceed the assets test threshold to receive the
full age pension.

The Asset Test
Asset test threshold at 1/7/04 $217,500
(couple homeowners for full pension)
Assessable assets $215,000

However, there is still Centrelink’s Income Test to take
into account.

Quite favourably, unlike the tax deductible amount, the
deduction amount for Centrelink income test purposes is:

TOTAL purchase price
term of the pension

(applicable for pensions with an identifiable
account balance)

Mrs Brown’s Centrelink deduction amount is therefore:

2,785,000

= $185,667
15 years

The Income Test

Total Annual Income $200,000*
Centrelink Deduction Amount $185,667
Income Test Assessable Income $14,333
Assessable Income per fortnight $551

Income test threshold
(couple homeowners for full pension) = $216 / fortnight.

Assessable Income = $551

As the assessable income is $335 in excess of the threshold,
this will reduce the payment by 20c for each excessive dollar.
(i.e. 20c x $335 = $67 per fortnight reduction).

Therefore Mr and Mrs Brown will receive the maximum age
pension, minus this reduction:

$387.60
- $67.00

$320.60

This is $320.60 per fortnight each, or $641.20 for Mr and
Mrs Brown combined.

As well as possibly receiving other Centrelink benefits
(pharmaceutical allowance, concession card etc), by
establishing a complying pension prior to 20 September,
Mr and Mrs Brown may now be eligible to receive $16,671
per year from Centrelink.
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Post 20 September 2004

If Mrs Brown commences a complying pension after the

20 September deadline, only 50% will be asset test exempt,
hence deeming Mr and Mrs Brown ineligible for any Age
Pension benefits due to exceeding the asset threshold in the
assets test.

The ability of higher net worth individuals to access Centrelink
benefits through complying pensions has heavily influenced
the Governments decision to reduce the assets test exemption.

Although this seems clear, there are many other considerations
to take into account, such as the event of “deprivation”
(when the Australian Government Actuary decides that the
income received from the ATE pension is too low for the level
of actual supporting assets, hence some of the assets set
aside for the pension are included in the assets test).

Anyone considering commencing a complying pension should
also be aware of the restrictive characteristics of the pensions,
particularly that lump sums cannot be drawn from the account,
and they may not be as tax friendly when paying a death
benefit as other pensions. Anyone considering commencing
a complying pension should first seek professional advice.

For further details on complying pensions, please contact Ed
Bernard on 1300 787 576.

The asset test and income test rates used are sourced from
the Centrelink web site www.centrelink.gov.au and are

correct as at 1 July 2004. Please consult a Centrelink
representative for a more comprehensive and detailed
calculation of the Centrelink benefits available.

Good News

One of the key characteristics of a complying pension is that
it has strict rules for commuting (or stopping) the pension.
The pensions can only generally be commuted in the event
of death of the pensioner, or within six months of
commencement, or if the proceeds are used to purchase a
new pension which complies with the pension standards.

Good news is that the new market linked income stream is
considered “complying”, and therefore any existing life
expectancy based complying pensions will be able to be
stopped, and the proceeds used to commence a market
linked complying pension, which have some favourable
characteristics over the existing pensions.

Before this change is adopted however, we recommend
that you consult an accountant or financial advisor to
determine the Reasonable Benefit Limit, reserve account
generation, and Centrelink concession impacts on the change.
The trust deed for the fund must also allow for the payment
of this pension.

Iséue‘: ‘
Green Light to Re-contribute

Common sense has once again triumphed! The popular
strategy of withdrawing superannuation benefits, paying
the appropriate tax, and re-contributing the proceeds as
an undeducted contribution to super prior to pension
commencement, has been given the all clear from the
ATO. No doubt this has provided some relief for the
thousands of pension recipients who have performed this
process in the past.

So long as the strategy is uncomplicated, not continuously
repeated, and complies with SIS legislation, there should be
no problem. The ATO will release a Draft Ruling on the topic
in the near future.

Did You Know?

The average
account
balance of a
Self Managed
Super Fund
is $235,000

Next Month

Can super funds invest in art?

We’ll give you the full rundown in our October
YourGuardian issue.

If there are any aspects of this newsletter you wish to discuss
further, please contact Ed Bernard or Cheryl Williss on
1300 787 576.
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