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Update – what’s new
& what’s ‘in the pipeline’
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Contribute to superannuation to age 67
• If you are aged 65 and 66, you may now be eligible to contribute to super
without meeting the work test
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Voluntary contributions before 1 July 2020

Your 65th birthday

No work test

28 days after end of
month you turn 75

Work test / Work test exemption
40 hours in 30 days
or
Work test met last financial year &
super < $300,000 at previous 30 June
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Voluntary contributions from 1 July 2020 –
No work test extended!
Your 67th birthday

No work test

28 days after end of
month you turn 75

Work test /
Work test exemption
40 hours in 30 days
or
Work test met last financial year &
super < $300,000 at previous 30 June
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Voluntary contributions
• Concessional (pre-tax) contributions
– Personal deductible contributions
– Salary sacrifice contributions – generally, you’d be meeting the work
test to make these contributions with your employer
• Non-concessional (after-tax) contributions

– Personal after-tax contributions
– Spouse contributions
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The super nest-egg

Accumulation
phase
Pre-retirement –
wealth creation

Pension
phase
Income stream
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Concessional (pre-tax)

Contributions

− Tax deduction
− 15%/30% contributions tax
− Capped at $25,000 pa (indexed)
/ catch-up may be available

Accumulation
phase

Non-concessional (after-tax)
− NO tax deduction
− NO contributions tax
− Capped at $100,000 pa / up to $300,000 over 3 years (indexed)
− Conditional upon how much you have in super
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Extension of the ‘no work test’ to age 67
Great News!
• If you:
– are retired
– work less than 10 hours a week
– volunteer
• Aligns work test with Age Pension age scheduled to reach 67 from 1 July 2023
– Allows voluntary contributions up to Age Pension, regardless of work status
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Non-concessional contributions bring-forward rule
to be extended
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Concessional (pre-tax)

Contributions

− Tax deduction
− 15%/30% contributions tax
− Capped at $25,000 pa (indexed)
/ catch-up may be available

Accumulation
phase

Non-concessional (after-tax)
− NO tax deduction
− NO contributions tax
− Capped at $100,000 pa / up to $300,000 over 3 years (indexed)
− Conditional upon how much you have in super
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Bring-forward rule to be extended
• From 1 July 2020, the government is proposing to extend the non-concessional
(after-tax) contributions bring-forward rule to people aged 65 and 66

• If you’re under age 67 during the financial year, you may be able to contribute up
to $300,000 – even if you don’t work from 1 July 2020
• Subject to how much you have in super at previous 30 June
• Retiree couples aged 65 or 66 selling their home may be able to contribute up to
$1.2 million from the sale proceeds
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Spouse contributions extended – it’s LAW!
• From 1 July 2020, the age limit for spouse contributions increased from
age 69 to 74
– Previously, you could not contribute for your spouse if they were 70+
• Receiving spouse must meet the work test or work test exemption from
age 67
• Making spouse contributions for a further 5 years extends:
– the period you may be able to claim a tax offset
– opportunity to equalise super balances between spouses
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Minimum pension drawdown rates remain halved
for 2020-21

Applies to:
• Account-based pensions
• Transition-to-retirement
pensions
• Allocated pensions
• Market-linked pensions,
e.g. term allocated
pensions

Does NOT apply to:
• Complying lifetime
pensions
• Complying life expectancy
pensions
• Flexi pensions
• Any pension requiring a
defined benefit actuarial
certificate
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How it works for an account-based pension
• Rochelle (65) has an account-based pension
• On 1 July 2020, the balance was $640,220
‘Normal’ minimum

‘New’ minimum

Not …

5% x $640,220 =
$32,010
(rounded to nearest
$10)

2.5% x $640,220 =
$16,010
(rounded to nearest
$10)

50% x $32,010
(‘normal’ minimum) =
$16,005
Underpaid!
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If you wish to take more than the ‘new’ reduced
minimum …
• Depending upon your circumstances, consider taking the amount above the
‘new’ minimum as a lump sum withdrawal(s) rather than pension payments, i.e.
partial commutation(s)
Why?
• It reduces the amount that counts towards your transfer balance cap, i.e. the
maximum amount you can move into the tax-free retirement phase
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$1.6 million ‘transfer balance cap’

Taxable
accumulation
phase
Unlimited amount can remain in
accumulation phase

Tax-free
retirement
phase
Income stream
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If you wish to take more than the ‘new’ reduced
minimum …
• Depending upon your circumstances, consider taking the amount above the
‘new’ minimum as a lump sum withdrawal(s) rather than pension payments, i.e.
partial commutation(s)
Why?
• It reduces the amount counting towards your transfer balance cap, i.e. the
maximum amount you can move into the tax-free retirement phase
So what?
• It may allow you to transfer more into the tax-free retirement phase
How?
• Money in accumulation phase you’ve been unable to transfer into a pension
because of the transfer balance cap
• New contributions, such as a Downsizer Contribution from selling your home
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Back to Rochelle …
• Rochelle’s ‘normal’ minimum is $32,010
• Her ‘new’ reduced minimum is $16,010, but she needs the ‘normal’ minimum
amount to meet her day-to-day living expenses
• She can take:
– $32,010 in pension payments
OR
– $16,010 as pension income and $16,000 as a lump sum withdrawal(s), i.e. a
partial commutation(s)
• Either way she gets $32,010
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So, what’s the difference?
Transfer balance cap – maximum amount Rochelle can move into the tax-free
retirement phase
• Rochelle has a defined benefit pension currently paying $45,000 pa, but it
started at $41,000 pa
– $656,000 (16 x $41,000) counted towards her transfer balance cap
• Starting value of her account-based pension was $660,000, so this amount
counted towards her transfer balance cap

• Total amount counting towards her transfer balance cap is $1,316,000
($656,000 + $660,000)
• Transfer balance cap is currently $1.6 million
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What’s the difference?
Back to Rochelle’s options
1. $32,010 in pension payments

OR
2. $16,010 as pension income and $16,000 as a lump sum withdrawal(s), i.e. a
partial commutation(s)
Option 1
•

Amount counting towards Rochelle’s transfer balance cap remains at
$1,316,000

Option 2
•

Amount counting towards her transfer balance cap reduces to $1.3 million
($1,316,000 - $16,000)
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What’s the difference?
Later
• Rochelle sells her home and makes a Downsizer Contribution of $300,000
Option 1
•

Rochelle can only transfer $284,000 into an account-based pension
($1,316,000 + $284,000 = $1.6 million) and $16,000 must remain in the
taxable accumulation phase

Option 2
•

She can transfer the entire $300,000 into an account-based pension
($1,300,000 + $300,000 = $1.6 million)
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Selling your home and aged 65+?

Super

You may be able to contribute some/all the proceeds into super
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Boost your super when you’re normally ineligible to
contribute
• No age criteria or work test
• Contribution caps do not apply
• Contribution not restricted by how much you have in super
• You do not have to downsize your home and you don’t have to purchase
another property
− Sell your home and:
• purchase any new property, or
• move into another property you own,
e.g. investment property or holiday home
− Continue living in your home and sell another
property previously your main residence
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Can I contribute to super?
• Aged 65+ when contributing – must be within 90 days of change of
ownership (property settlement)
• Contribution must be from disposal of a property in Australia owned by you
or your spouse for a continuous period of 10+ years
− Spouse may contribute even if not on title
• Property was your main residence for tax purposes

− Does not need to have been your main residence:
• when you sell it
• for 10 years
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Can I contribute to super?
• Contribution is lesser of sale proceeds and $300,000 per individual
− Couple may be eligible to contribute $600,000
• Contribution can only be made with sale proceeds from one eligible property

Once in a lifetime opportunity only!
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Low interest rate environment …
‘Deeming’
• Under the social security deeming rules, you are ‘deemed’ to earn a
government-set annual rate of return on your financial assets, regardless of
the actual return
– Financial assets include savings accounts and term deposits, shares
and managed funds, gifts made above certain thresholds,
superannuation in accumulation phase from Age Pension age, and
some income streams, including account-based pensions
• The current low deeming rates – may reduce further if interest rates go lower
– may help you:
– Qualify for government income support payments, e.g. Age Pension, or
– Receive increased government income support payments, or
– Qualify for the Commonwealth Seniors Health Card (CSHC)

28

Do you have a ‘grandfathered’ account-based
pension?
What is a ‘grandfathered’ account-based pension?
• If you have an account-based pension that started before 1 January 2015 and
you’ve been on the Age Pension – or held the CSHC – since that date, then the
income test applying on 31 December 2014 continues to be used, i.e. the old
income test rules apply instead of deeming – they are ‘grandfathered’
• For the Age Pension, a non-assessable portion offsets account-based pension
income, reducing the amount counted under the income test
• For the CSHC, no income from the account-based pension counts towards the
card’s income test
• ‘Grandfathering’ may apply to reversionary pensions
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Keeping a ‘grandfathered’ account-based pension
• Two-limb test must be met, otherwise ‘grandfathering’ is lost and deeming
applies

1. You must maintain the ‘grandfathered’ account-based pension, but you can
make lump sum withdrawals
2. You cannot lose the Age Pension – or the CSHC – even if you later re-qualify
Does losing ‘grandfathering’ on an account-based pension mean losing
government benefits?
• No, not necessarily
• Low deeming rates have helped
• For the Age Pension, if you’ve made lump sum withdrawals from your accountbased pension in addition to your regular pension payments, deemed income
on a new account-based pension may be lower than the old assessable amount
– meaning your benefits could increase by changing account-based pensions
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Keeping a ‘grandfathered’ account-based pension
• Losing ‘grandfathering’ on an account-based pension does not mean you
automatically lose the CSHC

• Only if deemed income on a new account-based pension – together with your
adjusted taxable income – pushes you over the income threshold for the card
will you lose it
• You’re OK if you’re under:
– For singles – $55,808 a year
– For couples – $89,290 a year
– For couples separated by illness – $111,616 a year
• There is no assets test
So, ‘run the numbers’ with deeming on a new account-based pension and
you may find you’re not trapped in a ‘grandfathered’ account-based pension
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2020-21 Federal Budget
Removing capital gains tax (CGT) from granny flat arrangements
• From 1 July 2021, the government is proposing to provide a CGT exemption for
granny flat arrangements where a formal written agreement is in place
• The social security granny flat rules allow people – typically older social security
recipients – to transfer assets – typically their home or cash – to another person
– typically their child(ren) – in exchange for a right of occupancy for life in a
residential property, without being subject to the deprivation rules
• For example, a parent transfers the title of their home to an adult child in
exchange for a lifetime right to reside in the home
• Depending on the facts, typically:
– there is no deprivation with social security
– the parent continues to be treated as homeowner with the value of the
asset transferred exempt from social security assessment
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Removing CGT from granny flat arrangements
• Importantly, social security does not require a formal agreement to qualify
for these granny flat provisions
• CGT on granny flats is complex and an impediment to the creation of formal
and legally enforceable granny flat arrangements
• To avoid CGT, families often opt for informal arrangements – consequently,
many arrangements are currently undocumented
• This may leave older or disabled people vulnerable after transferring the asset
to another person, i.e. it can lead to financial abuse and exploitation in the
event the family relationship breaks down
• To address this concern, the government is proposing a CGT exemption when
a granny flat arrangement is created, varied or terminated under a formal
agreement providing accommodation for older Australians or people with
disabilities
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Removing CGT from granny flat arrangements
• Only applies to agreements between family members or other personal ties
and will not apply to commercial rental arrangements
• When law, it will:
– remove one of the complexities associated with establishing a granny
flat interest, i.e. CGT
– reduce the risk of abuse to vulnerable Australians
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Granny flat arrangements & gifting rules
• Under social security ‘gifting’ rules, you can give away assets or money up to
$10,000 a year, or $30,000 over a 5-year rolling period
– Financial years
• Centrelink allows a greater amount – within specified limits – to be given away
where you pay for a granny flat arrangement
• Payment for construction costs to provide accommodation, or the transfer of
property – e.g. family home to the grantor of the right – is not considered
‘gifting’, BUT if the amount paid exceeds the construction costs, or is additional
to the property transferred, Centrelink applies a reasonableness test
• Any amount exceeding the limit falls under the deprivation rules
– It is a ‘deprived asset’ counted under the assets test and deemed under
the income test for 5 years
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The reasonableness test
• The value of the granny flat interest is the greater of the reasonableness test
amount and:
– the value of the property transferred, or
– the value of property purchased for the grantor, or
– construction costs
• The reasonableness test values the granny flat interest by using a conversion
factor based on the person’s age next birthday and maximum partnered
pension rate when the granny flat arrangement is entered into:
Annual combined maximum partnered rate x conversion factor
– Calculation is the same whether single or partnered
– For couples, the conversion factor is based on younger spouse’s age next
birthday
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Meet June
• June (69) pays her son David $800,000 for the right to live in a granny flat to
be built in David’s backyard
• Construction costs are $150,000
• Accordingly, the reasonableness test applies as the amount paid for the
granny flat arrangement exceeds $150,000

• Conversion factor for age 70 is 17.36 and the annual combined maximum
partnered rate at that time is $37,013.60
• The reasonableness test is calculated as $37,013.60 x 17.36 = $642,556.10
• The value of the granny flat interest is $642,556.10
– Greater of the reasonableness test amount and construction costs
• $157,443.90 ($800,000 – $642,556.10) is a ‘gift’
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Terminating a granny flat arrangement within
5 years
• ‘Gifting’ applies where a granny flat arrangement is terminated if it was
expected at the time of commencement the person would leave within 5 years
– For example, where the person needs aged care
• The value of the granny flat arrangement is assessed for the remainder of the
5 years

Back to June
• If June left after say 3 years, Centrelink may include $642,556.10 for the next
2 years in her means test calculations
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Word of warning
• Apart from the social security and CGT aspects, there are other matters that
should be considered before establishing a granny flat interest
• Consideration should be given to the potential costs, tax, estate planning and
future residential aged care issues
When it comes ‘gifting’ generally …
Pensioners
• If you depend on social security, think carefully before gifting large amounts of
cash or other assets
• Pensioners who ‘gift’ to retain, or gain more, Age Pension may receive less than
what they give away
Self-funded retirees
• ‘Gifting’ may be an option if who have the financial resources to spare
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The Answer to the Ultimate Question of Life,
The Universe, and Everything
Calculated by the enormous supercomputer – Deep Thought – over a period of 7.5 million years
The Hitchhiker’s Guide to the Galaxy by Douglas Adams
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First, the most important step …
You need to do a Budget
• Determine how much you spend each year to live a comfortable lifestyle
− Work out your living expenses and capital requirements – after-tax
• Food & drink, clothing, shelter – house repairs, renovations & improvements,
utilities & insurances, health insurance, health care costs & medical expenses,
haircuts, motor vehicle expenses – car replacement, travel – domestic &
international, holidays, hobbies & activities – sporting, leisure, theatre, etc.
− Whatever you spend your money on – it’s YOUR Budget

• Be realistic!
• This exercise may also help you see where your money is going!
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The Association of Superannuation Funds of
Australia (ASFA) Retirement Standard
Useful guide
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ASFA Retirement Standard – Retirement lifestyle
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Retirement lifestyle
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Retirement lifestyle
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ASFA Retirement Standard
September quarter 2020 figures
Budgets for people aged 65
Modest Lifestyle

Comfortable Lifestyle

Single

Couple

Single

Couple

$27,987 pa

$40,440 pa

$43,901 pa

$62,083 pa

Budgets for people aged 85
Modest Lifestyle

Comfortable Lifestyle

Single

Couple

Single

Couple

$26,609 pa

$38,077 pa

$42,065 pa

$58,345 pa

•

Assumes retiree(s) own their own home, are relatively healthy and live to an average life expectancy of 85

•

The budgets relate to household expenditure which can be greater than household income after tax where there is a
drawdown on capital over retirement
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Alternative rule of thumb …
Retirement income needs
• Assume you require two-thirds (67%) of your pre-retirement income to
maintain the same standard of living in retirement
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Then …
• Multiple your after-tax living expenses and annualised capital requirements by:
Age at retirement

Multiple

55

15

60

13

65

11

• For example, say you’re a couple age 65 needing to spend $62,083 a year,
then you’ll require $682,913 ($62,083 x 11)
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But …
• This assumed long term earnings rate of 8% pa (comprising income and
growth)

• However, the economic environment has changed and investment experts are
telling us that lower earnings is the ‘new normal’
• Accordingly, the multiples have been revised
Age at retirement

Multiple

55

17

60

15

65

13

• So, a couple age 65 needing to spend $62,083 a year will now require
$807,079 ($62,083 x 13)
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ASFA Retirement Standard
Superannuation lump sum balances to achieve:
Comfortable retirement

•

Couple

$640,000

Single

$545,000

Assumes retiree(s) will draw down all their capital and receive a part Age Pension

Modest retirement

•

Couple

$70,000

Single

$70,000

Relatively low because the base rate of Age Pension (plus various pension supplements) is sufficient to meet much of the
expenditure required

51

Considerations
• All figures assume:
− You receive at least part Age Pension at some stage
− You draw down all your capital
• Leave nothing to the kids
• If your estate planning goals and objectives are to leave property to
your child(ren), other beneficiaries and/or charity then you need to
factor this into your figures
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Considerations - investing
• Understandably, many retirees invest conservatively to preserve their capital
• However, someone in their mid-60’s may live through another 4 or more
investment cycles
• Accordingly, a conservative investor may be giving up a lot of market upside
Should you invest conservatively for the rest of you life?
• Arguably, you can invest more aggressively given the timeframe
• Strategies to mitigate risk, e.g. fund several years worth of pension income by
investing in cash and fixed interest – avoids the fire sale of growth assets in a
market downturn to make pension payments
• Also, the Age Pension acts as a safety net to fall back on if things go wrong
However, do not take on ‘unnecessary’ risk – remember Storm Financial!
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Disclaimer
This information is prepared by Fitzpatricks Private Wealth Pty Ltd (Fitzpatricks)
ABN 33 093 667 595 AFSL No. 247 429 and, where relevant, its related bodies
corporate. The information in this publication is of a general nature only. All
information has been prepared without taking into account your objectives,
financial situation or needs. Because of this, we recommend you consider, with
or without the assistance of a financial adviser, whether the information is
appropriate for you.
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Thank You

