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Superannuation –

The Tinkering Continues

Over the past two decades successive Federal
Governments have seemed unable to settle on a
single, consistent model for superannuation in terms
of contribution rates, pension and benefit structures,
withdrawals and applicable tax rates.

Despite the uncertainty constant legislative tinkering
generates, the Australian superannuation base has
grown to provide an important component of a
retirement income mix which, in many ways, is the
envy of other developed economies.

Retirement incomes in Australia are buffered by the
capacity to combine income from multiple sources
which interact in a friendly way for tax and Age
Pension purposes. Retirement income can be
efficiently structured from a combination of
superannuation income streams, Age Pension
entitlement, non-super savings and in some cases
part-time or casual employment income.

The present Federal Government has continued to
propose changes. Two of those of interest to clients
relate to contributions to superannuation.

Super Guarantee Contributions (SGC)

As most of you will be aware, employers are currently
required to contribute a minimum of 9% p.a. of an
employee’s gross salary to superannuation.

The Government has now moved to increase the
compulsory rate of SGC contributions from 9% p.a. to
12% p.a. The increase will be phased in over six
financial years, beginning with a 0.25% increase to
9.25% p.a. in 2013/14.

The changes will significantly benefit the retirement
superannuation pool of younger employees over the
longer term, but will mean little to those within a
decade or so of retirement.

Concessional Contributions Update

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

Limits apply to the total concessional contributions
that can be made to superannuation in a financial
year - $25,000 per person this financial year with a
transitional cap of $50,000 for those aged 50 or
above. This transitional cap is scheduled to

expire on 30 June 2012. A reduced cap was then
scheduled to come into effect.

The Government has yet to develop a coherent,
practical model for concessional contribution limits for
the future (See Client News Winter 2011) .

We will address the issue again in the 2012 Winter
edition of Client News. The outcome is clearly of
importance to clients wishing to continue salary
sacrifice to superannuation in the years ahead.

Tax penalties for exceeding the cap can be onerous.
If you have concerns that your 2011/12 contributions
might exceed your cap you should contact your RV
adviser.

Thank you for your support over the past year.
We look forward to working with you in 2012.

Best Wishes for the holiday period and
the year ahead – from everyone at RV.

CLIENT NEWS
SUMMER EDITION – 2011/12
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ESSSuper Pensions-

Estate Planning and Age Pension

Many of our clients are in receipt of ESSSuper
Pensions. Their strength is that they are lifetime
indexed income streams which are tax and Age
Pension friendly.

Their potential weakness is that the capital invested
in them can be lost with the early death of the
recipient. Attention to issues of estate planning and
Age Pension can be important in seeking to protect
embedded capital.

Where a member dies as a pensioner, or prior to
becoming a pensioner, and has an ‘eligible partner’
or ‘eligible child’, then a reversionary pension will be
payable to the dependant(s).

However, where there is no eligible beneficiary,
ESSSuper will pay only the total of contributions and
interest, less any pensions already paid, to the estate
of the deceased pensioner.

Where such a deceased member has already
received a resignation benefit, such as a 54/11
refund of contributions and interest, no further benefit
is payable. There is thus the potential for early death
to result in the loss of the five- sevenths of the super
capital which is embedded in prospective pensions.

For some clients this prospect can be a significant
concern. Most commonly this is the case where they
would like to leave capital to their estate for the
benefit of adult children. Child pensions are payable
only to children to age 18 or to age 25 if they are full-
time students.

Options to Commute Pension

ESSSuper Revised Scheme (Pension Scheme)
members have the option to commute (convert) part
or all of their ESSSuper pension to a lump sum.

Exercise of a commutation option can only happen
once. There are, however, two occasions on which
the opportunity to commute part or all of a pension to
a lump sum arises.

The first is at retirement. This may be at 54.11 or
subsequently. Importantly the receipt of a refund of
contributions and interest at 54.11 is not considered
to be the exercise of a commutation option. Thus a
person who receives a 54.11 pension and a refund of
contributions and interest still retains the option to
commute part or all of their pension to a lump sum.

Where a member has not exercised the option to
commute part or all of their pension to a lump sum at

retirement, the option arises again in conjunction with
their reaching age 65.

Thus a member could receive their full ESSSuper
pension from age 55 to 65, then exercise a
commutation option at Age Pension age.

Age Pension Opportunity

For some clients the opportunity to convert part of
their ESSSuper pension to a lump sum at Age 65 can
be particularly attractive. A member may be able to
improve their Age Pension entitlement by so doing.

This can occur where the determining test for Age
Pension entitlement is the Income Test. Reducing
ESSSuper pension income can raise Age Pension
entitlement by as much as 50 cents for every dollar of
ESSSuper pension commuted.

And in addition the member will have the
commutation lump sum. This might be used to
generate additional income, to provide capital for
lifestyle, or to form part of a future estate benefit.

A word of caution. Only in rare circumstances is it
considered beneficial to commute all ESSSuper
pension to lump sum. This is most commonly the
case where terminal illness intervenes or where life
expectancy is seriously diminished.

The issues which influence a decision to commute
part or all of an ESSSuper pension to lump sum can
be complex. The purpose of this note is to draw your
attention to some of them.

Discuss the issues with your RV Adviser, particularly
at the time of retirement or resignation and in the run
up to your reaching age 65.
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Families at Risk-

Income Protection

In the previous edition of Client News we wrote about
the increasing need for insurance – income
protection, life, disability and trauma insurance-
among clients and their families.

In this edition we focus on one area where families
are particularly vulnerable – the area of income
protection.

That vulnerability is apparent increasingly among
clients who have not yet reached retirement age and
among the children of our existing clients with
families of their own.

Loss of family income resulting from an inability to
work as a consequence of illness or injury can place
an entire family’s financial fabric at risk.

Have you considered how
your family or your adult
children’s families would
meet their living expenses
in such circumstances -
mortgage, rent, food,
utilities, rates, education,
clothes, recreation, medical,
dental and so on- if income
stops?
Perhaps surprisingly, illness
is the more common cause
of loss of income,
significantly more common
than injury.
Income protection insurance
can provide the
replacement income to
relieve financial pressure
during such a period,
allowing you and your family
to focus on recovery and
return to work.

How Does It Work?

If you cannot work because of illness or injury,
income protection insurance can provide financial
security by paying a monthly benefit of up to 75% of
your gross income.
Most insurers offer a variety of waiting periods - for
example 30 days, 90 days, 180 days, 1 year or 2
years, before a benefit commences.

And there are options with respect to the desired
length of the benefit payment period – for example up
to 2 years, up to 5 years, or through to age 65.

Decisions as to the waiting period chosen and the
benefit payment period desired will depend on issues
such as the existing level of accrued sick leave,
superannuation situation, overall expenses and
capital position and the affordability of the insurance.

Who Needs It?
Anyone who relies on ongoing employment income to
cover their living expenses and their family
commitments is vulnerable to loss of income.
If you have limited backup capital, limited sick leave
entitlements, limited income protection provided by
superannuation or no income protection then you
should seek advice.

If your children have families of their own, you may
need to consider the potential financial impact on
your capital, or your retirement plans, in the event
that they were unable to work for an extended period
due to illness or injury and thus required your
financial support.

Many superannuation funds
offer default levels of
income protection, provided
the premium is paid, but it is
typically limited in scope.

There are legislative
constraints, the income
benefit is often less than
75% of gross income and
the benefit period is typically
a maximum of two years
with a ninety day waiting
period.

Income Protection insurance
can be structured to
complement existing sick
leave and superannuation
protection, can be
surprisingly affordable and
is tax deductible outside of
superannuation.

Seek Advice

Retirement Victoria offers a personal insurance
advisory service to clients and their families. The
service integrates with RV’s financial and retirement
planning services where desired.

You may wish to review an existing policy, be
concerned about premium costs or wish to find a
better featured policy.

To review income protection needs, an existing policy
or other personal cover needs for your family, contact
Scott Plunkett at Retirement Victoria (9820 8088).

You will find him knowledgeable, easy to talk to and
the review comes without obligation or cost.
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Health Care Cards
Planning should incorporate the range of benefits
available from State and Federal Governments. Here
we look at two types Health Care Card.

Low Income Health Care Card (HCC)

The Low Income Health
Care Card is available to
people under Age Pension
age who satisfy the relevant
income test.

The card provides access to cheaper prescription
medicines under the Pharmaceutical Benefits
Scheme (PBS). Some extra concessions apply
which include reductions in the cost of out-of-hospital
medical expenses (above a threshold), hearing
services and mail re-direction.

The State Government and local councils may offer
additional concessions which in Victoria include
discounts on electricity and water. For a full list of
concessions see www.dhs.vic.gov.au

The HCC is available if your assessable income is
below the following limits for the eight weeks prior to
application

Single $480 per week ($3,840 over eight weeks)
Couple $834 per week ($6,674 over eight weeks)

The income test assessment is not a taxable income
assessment. It is a Centrelink income assessment.
This can be advantageous in assessing eligibility.

There is no assets test for the HCC

Commonwealth Seniors Health Card
(CSHC)

The CSHC is available to
people of Age or Service
Pension age who are not
eligible to receive a Pension
because they do not qualify
under the relevant income or

assets test.

The card provides access to cheaper prescription
medicines under the Pharmaceutical Benefits
Scheme (PBS) and also offers the Seniors
Supplement which is paid quarterly.

Single Rate $837 per annum
Couple Rate (each) $632 per annum

Additional concessions may also be available
through local government and private providers at
their discretion.

CSHC eligibility is determined by annual adjusted
Taxable Income.

The taxable income limits are-

Single $50,000 p.a.
Couple $80,000 p.a.

Eligibility for benefits can be enhanced by strategic
planning. There is no assets test

You may wish to discuss your eligibility for the above
concessions, or others, with your Retirement Victoria
adviser during your next update meeting.
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AEU/RV Seminars
Retirement 2012

At the AEU Offices
112 Trenerry Cres.Abbotsford

Tuesday seminars are in School Holidays.
Saturday seminars are during Terms 1&2.

Tues. 17th Jan. 2012
Tues. 24th Jan. 2012
Sat. 17th Mar. 2012
Sat. 19th May 2012
Tues. 3rd July 2012

All Seminars run from
10.00am – 12.00 midday

Bookings:

Via the booking portal on the AEU Website
or

Via the Links section of the Retirement Victoria
website which has a direct link to the AEU booking
portal.

If you have any difficulty booking, ring Melanie
Brown at Retirement Victoria on 03 9820 8088.


