
Superannuation Contributions-

The Shambles Continues
What a muddle the Federal Government has
created in the area of the superannuation
concessional contributions cap. In successive
Budgets from 2009 onwards it has created
confusion and dysfunction, accompanied by
punitive tax risk for those who inadvertently
exceed their concessional cap. And the cap
can be exceeded as a consequence of such
events as a late employer contribution to
superannuation, or 27 pay days falling in a
financial year rather than 26.

The decision announced in this year’s Budget
amplifies the risk for those aged 50 and above of
exceeding a halved 2012/13 cap, and incurring a
significant tax penalty as a result.

It will be important for those salary sacrificing to
superannuation in 2012/13 to ensure that their
levels of contribution are such that they will not
exceed the new concessional cap.

Background

Concessional contributions to super comprise
employer contributions, salary sacrifice
contributions and, for some people, personal tax
deductible contributions to super.

Under the rules introduced from 1st July 2009 the
maximum total of annual ‘concessional’
contributions to super became $50,000 p.a. for
those aged 50 and above, and $25,000 p.a. for
those below age 50.

The maximum for those aged 50 and above was
scheduled to reduce to $25,000 p.a. from 1st July
this year. As a response to criticism of the
proposed reduction, the Government later decided
the $50,000 cap would continue for those with less
than $500,000 in total in their superannuation
funds.

It was, and remained, an unworkable proposal.
When or how this total would be determined was
unstated. How defined benefit entitlements, such
as ESSSuper pensions, would be assessed was
also unstated, as was the issue of market
movements, pension payments, contributions or
withdrawals taking people over, or bringing them
under, the $500,000 limit.

Cap Now To Be $25,000 p.a.

For 2012/13 and 2013/14 the Government has
now decided that the maximum concessional
contribution cap for all, including those 50 and
over, will be $25,000 p.a. This constitutes a
halving of the present cap for those 50 and over
for the next two years. What will happen beyond
that time is impossible to know at this point.

ESSSuper Members

Members of the New Scheme and Revised
Scheme who are salary sacrificing to
superannuation will need to review their situation
with their adviser. Concessional Contributions for
these members comprise their own
pre-tax contributions to ESSSuper, a
notional contribution amount, representing the
employer contribution to ESSSuper, and the
member’s additional salary sacrifice contributions
to super.

The following examples summarise the situation
for top of the salary scale (E-4) members, aged 50
or above, and contributing their member
contributions to ESSSuper pre-tax.

Salary E-4
$84,056 pa

ESSSuper
Concessional
Contributions

Headroom for
Salary Sacrifice
to Super 2012/13

Revised Scheme $12,104 $12,896
New Scheme
0% Contributor

$4,035 $20,965

New 3.6% Cont. $6,052 $18,948
New 5.9% Cont. $8,069 $16,931
New 8.3% Cont. $10,087 $14,913

Obtaining Advice

RV Staff have written to clients who are currently
salary sacrificing to superannuation as the first
step to ensuring that their concessional
contributions for 2012/13 fall within the new cap.

Transition to Retirement clients need to be
aware that their level of salary sacrifice may have
to be significantly reduced to ensure that their total
concessional contributions for 2012/13 do not
exceed $25,000.

If you are unsure of your personal situation, or
wish to commence salary sacrifice in 2012/13,
contact RV and seek advice appropriate to your
situation. Tax penalties for exceeding the cap can
be onerous.
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from Federal Budget 2012/13

Account Based Pensions

The decision by Government to introduce a
temporary reduction in minimum pension
requirements was made in the aftermath of the
GFC three years ago.

For the past year the minimum pensions payable
from Account Based Pensions have been set at
75% of the normal minima.

This will continue for 2012/13. The Government
has decided to defer the return to the normal
pension minima for another year - until 2013/14.

Minimum pensions payable based on age, for
2012/13, are set out below.

Age Band Min. Pension
2012/13

Ages 55-64 3.00% p.a.
Ages 65-74 3.75% p.a.
Ages 75-79 4.50% p.a.
Ages 80-84 5.25% p.a.

The minimum pension payable for the year is
based on your account value at 1st July 2012.

In the event that you wish to review or modify your
income, or if you would like further clarification
please contact your RV Adviser.

54.11 Remains a Strong Option

With the reduction in the concessional contribution
cap for 2012/13, a number of prospective 54.11
retirees have questioned the value of proceeding
with the 54.11 option and a Transition to
Retirement (TTR) strategy.

The use of enhanced salary sacrifice to super is
only one component of the benefits which can
accrue from the exercise of the 54.11 option, and a
return to work on either a full-time or part-time
basis.

The exercise of 54.11 can represent a late career
opportunity to generate a large increase in
available capital for retirement through the
combination of the 54.11 refund benefit and the
subsequent nest egg built through enhanced
savings capacity.

The combination of ESSSuper pension, transition
pension and contract teaching income, for
example, provides three incomes and generates

the option for a high level of additional annual
savings in the years to ultimate retirement.

The issues can be complex and the situation,
needs and objectives of members differ widely. We
encourage you to make an appointment well in
advance of age 55 to ensure you fully understand
your options in deciding what will best serve your
interests over time.

New Marginal Tax Rates

New marginal tax rates come into effect as of 1st
July 2012. The rates are set out in the tables
below. They exclude the Medicare levy (1.5%).
The flood levy ends on 30 June 2012.

The tax cuts are modest indeed, with the primary
benefit accruing to those on very low incomes.

New Tax Thresholds
(from 1 July 2012)

Tax Rate %

$0 - $18,200 0%
$18201 - $37,000 19%
$37,001 - $80,000 32.5%
$80,001 - $180,000 37%
$180,001 + 45%

Low Income Tax
Offset (LITO)

From 1 July 2012

Maximum Tax Offset $445 p.a.

Lower Income Threshold
(maximum LITO)

$37,000 p.a.

Upper Income Threshold
(No LITO)

$66,667 p.a.

Rate at which LITO
Reduces

1.5c per $1 of income
above $37,000 p.a.

Implications-

 The effective tax free income threshold rises
from $16,000 p.a. in 2011/12 to $20,542 p.a. in
2012/13.

 A person with a taxable income of $20,000 p.a.
will pay $0 tax ($600 p.a. less tax).

 A person with a taxable income of $60,000 p.a.
will pay $11,046 tax ($304 p.a. less tax).

 A person with a taxable income of $80,000 p.a.
will pay $17,546 Tax ($4 p.a. less tax).

 The marginal tax rate from $37,000 - $80,000
p.a. rises from 30% to 32.5%, increasing the
tax efficiency of salary sacrifice to super from
income in this range.
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Aged Care Overhaul

Currently over one million Australians receive
Aged Care services and as the bulge of baby
boomers reach old age, the demand will increase.
According to the Productivity Commission Report
released last year, by 2050, over 3.5 million
Australians are expected to use Aged Care
services each year.

We have reported Aged Care changes in previous
editions of RV Client News and shown the
complexity associated with Aged Care costs.

In April this year, the Government released a
range of proposed changes to apply from 1 July
2014 and confirmed its commitment to these
proposals in the Federal Budget.

The proposals include an overhaul to the way in
which Aged Care costs are means-tested by
requiring care recipients with greater financial
means to make a greater contribution. (Politics will
drive future decisions about how much of the cost
should be subsidised by Government and how
much should be borne by individual care
recipients.)

Methods of Payment for Care

The proposals also include a change to the way in
which accommodation costs are paid by providing
a choice of a fully refundable lump sum, rental
style periodic payments or a combination of both.

This is a change to the current system whereby
the payment of a partly refundable lump sum
accommodation bond or a periodic
accommodation charge depends on whether the
resident is in low level or high level care.

Planning for Future Decisions

Our clients are increasingly seeking advice for
ageing relatives to determine efficient structuring
of assets and income. Without advice, decisions
can be made in haste in an effort to secure a place
without considering the full impact on the resident.

For example, selling the family home could lead to
means-testing exemptions being missed and as a
consequence, Age Pension entitlements being
reduced or lost entirely.

For baby boomers, the proposed changes to
funding Aged Care costs makes it important to
seek advice well in advance of moving into Aged
Care. Identifying how the required capital and
income will be generated then becomes an integral
part of long term retirement planning.

Age Pension and the Work Bonus

Clients receiving part or full Age Pension will be
aware that the assessment of entitlement is
subject to both an Income Test and an Assets
Test.

Where the constraining test is the Income Test, the
work bonus can be significant in allowing an Age
Pension recipient to minimise the impact of
employment income on their fortnightly Age
Pension income.

Work Bonus

The first $250 per fortnight of employment income
is exempt from income testing. Be aware that
employment income is income arising from work. It
does not include investment or other income,
which are subject to the normal Income Test rules.

For example, where a teacher’s only employment
income arose from one day of CRT work per
fortnight ($256), only $6 would be counted in
determining their Age Pension entitlement.

In addition an employment ‘income bank’ allows
Age Pensioners to accrue unused amounts of the
fortnightly work bonus up to a maximum of $6,500.
This income bank can then be used to offset
employment income in future fortnights or future
years.

If you would like further information or clarification
contact your RV Adviser.

AEU/RV Seminars 2012
At the AEU Offices

112 Trenerry Cres, Abbotsford

Retirement:
Tues. 3rd July 2012

(Term Hols)

Sat. 11th Aug. 2012

Tues. 25th Sept. 2012
(Term Hols)

All Seminars run from
10.00am – 12.00 midday

Bookings via portal on the AEU Website
www.aeuvic.asn.au , the Links section of the RV
Website, or ring Bella at Retirement Victoria on
03 9820 8088.
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A Pocket Summary-

Greece, Europe, and Australia

Greece is a small player in the world economy.
Why should it matter to the rest of the world if
Greece defaults on its debts? Is it likely? And
what would be the potential implications for us?

The Present Position

Writedowns have left Greece with around €100 billion
of private sector debt. An 80% loss to the lenders
would be likely in the event that Greece decided to
leave the Eurozone and start printing its own
currency, a New Drachma. The impact of such a
depreciation internationally would be manageable.

However, the European public sector could lose
much more. It has a €300 billion exposure to Greece
via the European Central Bank and European Union
(EU) loans.

While the cost to Europe associated with these
amounts could be €300 billion, it would be much
more if there were a flow on to other countries.

If Greece exits, fears will grow that Portugal, Ireland
and Spain will do the same. The combined impact of
a boost in their borrowing costs and runs on their
banks (as citizens start to fear a euro exit) could be
severe. A consequent deep recession in Europe
would affect the rest of the world.

Is a Greek Exit likely?

Exit depends on the outcome of the 17 June election
in Greece and the political scenarios which arise from
it, both in Greece and the EU. Recent opinion polls
suggest sentiment drifting to and fro between support
for the main anti-bailout parties and those which
favour Greece remaining within the Eurozone.

If the pro-bailout parties win and are able to negotiate
a further writedown of debt, to a sustainable level, the
cost to Europe is estimated at €60 billion to €100
billion. So it would be much cheaper for Europe if
Greece stayed in the Eurozone.

Cost to Greece

The short term cost to Greece of exiting and
introducing a New Drachma would be massive.
Perhaps 50% to 80% currency depreciation, a period
of hyperinflation, increased austerity and
unemployment, and a likely Greek banking collapse
as depositors rushed to withdraw Euros before the
currency change.

The resultant lockout of Greece from global capital
markets would be likely to last many years. In
summary it would be a decade long disaster for the
Greek people.

Whatever the outcome, there are tough years ahead
for Greece. Thirty years in the Eurozone have seen
its GDP move from 40% manufacturing and mining to
75% consumption – to the consumption of German
exports on credit.

The Rest of Europe

Clearly it makes economic sense for Greece to
remain with the euro.

Probably the most effective set of responses would
involve an easing of monetary policy in the Eurozone
(quantitative easing has headed off funding problems
elsewhere in the world), cutting the Greeks a bit more
slack in their austerity programs, and recapitalisation
of European banks through a central mechanism.

In the end the politics of Greece and Germany are
likely to be the major factors in determining the path
ahead. Germany has so far been rigid on austerity
but if it comes down to saving the euro that is likely to
change.

Where to Australia?

The primary impact of a deep recession in Europe
would be through our trading partners such as China.

Fortunately, Australia is in a better position than most
to withstand any onslaught. There is scope to cut
interest rates and to provide a budgetary stimulus if
needed. A consequent lower A$ would boost
international competitiveness. Corporate gearing
(borrowing) is low, household saving is high and
mining investment projects have a long way to go to
completion. Our banking system is strong and has
been further strengthened in recent years.

Signals from Europe over the coming months are
likely to remain confused - until Greece’s situation is
clarified and European policy makers have
determined their course.

At the time of writing (early June) the odds seem to
be drifting in favour of Greece remaining a member of
the Eurozone. Time will tell.
[Thanks is expressed to Dr Shane Oliver, Chief Economist
at AMP Capital for background information he provided. Dr
Oliver is not responsible for the way in which information
has been used in this summary.]
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