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Superannuation administration made simple!
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LIS TIVATRY

Accessing the pension RBL through a
Market Linked Pension

With restrictions placed on the existing defined benefit income
streams paid from a SMSF, common pension Reasonable
Benefit Limit strategies using these pensions will become a
thing of the past, if they haven't already.

The new market linked income stream has significant
favourable characteristics over the existing defined benefit
pensions — the two main benefits are the calculation of annual
amount that is received from the pension, which is based on
the market value of the assets supporting the pension rather
than a fixed amount (as per the existing defined benefit
pensions), and the payment of death benefits does not involve
the complicated issue of reserves.

The market linked income stream (also referred to as a TAP
— Term Allocated Pension, a "hybrid’ pension, growth pension
and a market linked pension) has become available from 20
September 2004, and provides for an income stream with
extremely friendly characteristics that will also enable SMSF
retirees to access the much higher pension RBL.

Reasonable Benefit Limits are the levels set by the ATO which
determine the amount of superannuation benefits a taxpayer
can receive throughout their lifetime on a concessionally
taxed basis. The portion of a pension which exceeds this limit
will not be entitled to receive the 15% tax rebate on the
pension payments. Complying pensions (ie. the market linked
pensions and most defined benefit pensions from which lump
sums cannot be drawn) are entitled to access the higher
pension RBL, whereas the more common allocated pensions
will only be able to utilise the lower lump sum RBL, due to
the ability to draw lump sums from the balance. For 2004/2005
the standard lump sum RBL is $619,223 and the pension RBL
is $1,238,440.

In order to access the higher pension RBL, a taxpayer must

commence a ‘complying pension’ with either at least 50%

of the qualifying portion of all their RBL assessable benefits,
or with at least 50% of their pension RBL.

Case Study

Mr Bone has $1,000,000 of RBL assessable benefits in his
superannuation fund, and is set to retire at the age of 64.
Mr Bone has no transitional RBL, and his wife, Mrs Bone is
62 years old.

Mr Bone decides that he wants a pension that will provide
him and his wife an income stream for their retirement, with
the option to have additional access to cash to go on holidays
while they are still physically able to.

As the ‘Bone Superannuation Fund’ was established on
1 July 2004, the fund does not have the ability to pay defined
benefit pensions.

Option One:

Commence an allocated pension within the lump sum RBL,
and a second allocated pension which is entirely in excess of
the lump sum RBL:

Allocated Pension 1 balance (entitled to full 15% tax rebate):
$619,223

Allocated Pension 2 (not entitled to rebate):
$380,777

Assuming Mr Bone has no other income, the initial annualised
minimum and maximum pension calculations, and tax payable
will be as follows:

Minimum Maximum
Pension Pension
(pension factor (pension factor
=16.2) =8.3)
Gross Allocated
Pension 1 $38,224 $74,605
Gross Allocated
Pension 2 $23,505 $45,877
Total Gross
Pension: $61,729 $120,482
Tax Payable
(before rebate) $16,064 $44,146
Rebatable
amount $38,224 $74,605
15% Tax Rebate $5,734 $11,191
Net Tax (after
rebate) $10,330 $32,955
Total Net
Pension: $51,399 $87,527
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Mr Bone can choose between the minimum and maximum

pension amounts. He also has the option to take lump sum
withdrawals from either pension account, however a lump

sum withdrawal from Allocated Pension 2 will result in excess
benefits tax of up to 48.5% applied to the withdrawal.

Option 2:
Commence a market linked income stream and an allocated
pension.

As market linked pensions are considered ‘complying’, Mr
Bone will satisfy the requirements to access the pension RBL,
if he commences the market linked pension with either at
least 50% of the qualifying portion of all his RBL assessable
benefits, or with at least 50% of his pension RBL.

50% of RBL assessable benefit

= $1,000,000 x 50% = $500,000

50% of pension RBL

=$1,238,440 x 50% = $619,220.

Therefore Mr Bone needs only to put at least $500,000 into
the market linked pension, and the balance can go into the
allocated pension, both pensions falling well within the
pension RBL. It is preferable to have a minimal amount in the
market linked pension as they are more restrictive than the
allocated pension.

$500,000

$500,000

Market Linked Pension:

Allocated Pension:

The term of the market linked pension can be between Mr
Bones life expectancy, and his life expectancy if he was 5
years younger (rounded up). As Mr Bone wishes for the
pension to be reversionary, he may also choose a term between
Mrs Bone’s life expectancy, and her life expectancy if she was
5 years younger (rounded up).

This provides Mr Bone with an option to choose a term
between 19 and 29 years. As Mr Bone and Mrs Bone believe
they will need more money in their early stages of retirement
than later in life, they opt to take the shortest term possible
(19 years) to exhaust the market linked pension at a higher
rate and a quicker period, and live off the remaining allocated
pension thereafter.

Assuming Mr Bone has no other income, the initial annualised
pension payable will be as follows:

Maximum
Pension

(AP factor =8.3)
(MLIS factor

Minimum
Pension

(AP factor =16.2)
(MLIS factor

=13.71) =13.71)
Gross Allocated
Pension $30,864 $60,240
Gross Marked
Linked Pension $36,470 $36,470
Total Gross
Pension: $67,334 $96,710
Tax Payable
(before rebate) $18,502 $32,616

cont’d

Minimum Maximum
Rebatable
amount $67,334 $96,710
15% Tax Rebate $10,100 $14,507
Net Tax (after
rebate) $8,402 $18,109
Total Net
Pension: $58,931 $78,601

Mr Bone can choose between the minimum and maximum
amounts. If he wishes, he can take lump sums from the
allocated pension balance and not be subject to excess
benefits tax.

It is clear from this illustration that there are significant tax
benefits in accessing the pension RBL and gaining the full
15% tax rebate through more restrictive forms of income
streams from which lump sums cannot be drawn.

Although the calculations behind the examples above are
complex, the tax benefits are significant. We would encourage
all Trustees seek professional advice when considering how
to structure their pensions.

Choice of Super Countdown

With the opportunity for most employees to choose where
to invest their superannuation, many will wonder what the
benefits are in running a Self Managed Super Fund (SMSF).

Stay tuned for our December issue where we detail the
benefits of running your own superannuation fund.

Until then, feel free to contact Olivia Molina on
1300 787 576 for more information.

If there are any aspects of this newsletter you would like to
discuss, please call Phil Jaquillard or Ed Bernard on
1300 787 576.
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