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FINANCIAL EDUCATION GUIDE 

1. Financial Planning Basics 

1.1 What is Financial Planning? 

Financial planning involves working with a professional to navigate through the complexities of 

investment, taxation and changing rules and regulations. By working together you can navigate a 

pathway to reach your specific goals, preferences and aspirations. 

Financial planning can help you through all stages of your life. The financial planning process involves 

the following six steps: 
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To gain the most value out of the financial planning process there are three fundamental issues that are 

important for you to consider and understand. These key components are discussed below. 

1.2 Goal Setting 

The starting point for any plan is to set your personal goals. Financial goals are likely to be different for 

each person and need to reflect your specific preferences, aspirations and needs. Your goals may vary 

from short-term goals (less than one year) like buying a car, paying off your debt or going on a holiday, 

medium term goals (1-3 years) such as saving for your children’s’ education or long-term goals (5 years 

or more) like saving for a comfortable retirement and leaving behind a legacy.   

Your goals will be more real and achievable if you can apply the following attributes: 

• Specific: Make them specific to you and your family. 

• Measurable: Ensure there is a measurement in place to determine whether the goals have been 

met. 

• Achievable: The goals need to be achievable so while you may set a stretched target which 

requires you to be diligent don’t set the target too high. 

• Realistic: Your goals can be an aspiration but must still be grounded. 

• Time-targeted: You need to set time targets to achieve your goals. 

Once you have determined where you are heading, you can work with your financial planner to develop 

the pathway to achieving your goals.   

1.3 Budgeting 

To put you on the path to building your wealth you need to start saving money. This may mean working 

out how to find more money. The best way to do this is to set yourself a budget.  

Setting a budget is important for everyone no matter your age or how much money you have. It is 

especially important for people who are struggling to meet their goals or who keep building up debt. 

A budget is not about just cutting expenses. It is about finding a good balance between your income 

and your expenses and deciding what is important to you so that you have money left over to save. A 

budget is not a fixed forever plan. You can continue to make adjustments over time until you reach a 

comfortable outcome and have a good strategy in place that will meet your goals. 

There are two sides to a budget: 

• Your income – includes income from all sources such as salary, interest, rental income and 

dividends, but only include your regular income and make sure you use after-tax income or 

allow for tax payable in your expenses. 

• Your expenses – includes mortgage repayments, bills and general living expenses. 

Tip 

Go through the following documents to check you have captured all of your income and expenses: 

• Bank account statements 

• Credit card statements 

• Pay slips (for both income and deductions) 
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• Cheque book details 

• Expense receipts 

• Bills and insurance certificates 

You could also consider keeping a diary to record all your expenses – and don’t forget all the little ones 

as this is where you can often make some significant savings. 

Setting a budget is a simple step but sticking to the budget can be harder.  

Below are ten tips for setting a good budget: 

1. Make it realistic or you will never stick to it 

2. Budget an amount for fun, leisure and personal expenses so you can avoid impulse buying 

3. Save your pay rises, bonuses, special payments or tax refund 

4. Look for small savings – for example, take your lunch to work, or use internet banking to reduce 

bank fees. 

5. Pay by cash or EFTPOS to avoid credit card fees (and also avoid accumulating debt) 

6. Reduce fees and charges – combine bank accounts to reduce fees 

7. Put your change into a savings jar at the end of every day 

8. Shop around and compare prices on insurance policies. Look for companies that offer discounts 

for multiple policies 

9. Use lay-by options instead of debt and credit cards 

10. Update your budget each year 

1.4 Understanding Debt 

When used properly, debt can be an effective tool that may help you to achieve your financial goals. 

Debt can be used to purchase a range of items before you have saved the full purchase price.   

It is important to understand the difference between 'good' debt and 'bad' debt. Debt can help you buy 

the family home, purchase a car or consumer goods and also enable you to purchase investment assets 

such as shares, managed funds or a rental property.  

Where debt is used to acquire investments such as shares or property, this is known as gearing. This is 

often referred to as 'good' debt because it gives you the potential to claim a tax deduction for borrowing 

expenses and assets that will hopefully appreciate in value over time. 

Borrowing to invest (gearing) simply allows you to use a combination of your own money and borrowed 

funds to accelerate wealth over the long-term. However it is a higher risk strategy that magnifies both 

the gains and losses from your portfolio. The higher the proportion of borrowed funds compared to 

your equity, the greater the associated risks. Options to gear into investments include margin lending, 

home equity loans or geared managed funds that borrow internally. 

'Bad' debt is non-deductible debt like borrowings for consumer goods such as cars and holidays. Even 

though a loan for the family home is non-deductible, it should not necessarily be viewed as 'bad' debt 

because the value of the home has the ability to grow over time. But looking at strategies to pay off this 

debt as quickly as possible will increase your wealth. 

In any case, paying off non-deductible debt before deductible debt will usually be the most appropriate 

course of action for many people. 
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The cost of borrowing can be high so you need to be disciplined and consider strategies to reduce the 

total interest cost, reduce the term of the loan and improve your cash flows.   

Some of these strategies may include:  

• Making loan repayments more often 

• Making additional payments 

• Repaying non-deductible debt first 

• Combining loans into one account with a lower interest rate 

2. Investment 

2.1 Investments 

2.1.1 Building a Portfolio 

There are a number of steps to follow to build a portfolio that suits your financial goals and preferences. 

These steps are illustrated in the diagram below: 

 

An explanation of these key steps is provided below.   

2.1.2 Understand the Key Asset classes 

It is important to understand the main asset classes and how they can affect the returns and risk of your 

portfolio.  The types of asset classes include:  

• Shares  

• Property 

• Bonds (or fixed interest as they are often called) 

• Cash 

There may be asset types within each asset class. For example, within shares, there is a choice of 

Australian and international shares and within international shares, there is choice of specific regions or 

countries like China or emerging market shares.   

Generally ‘growth’ assets like shares and property provide the prospect of higher returns over the long 

term compared to ‘safer’ assets like bonds and cash. However growth assets have a higher level of risk 

Determine the most suitable investment strategy for your circumstances

Determine the structure for holding the investments

Access investments directly, via a managed fund or in combination

Manage the risk in your portfolio using diversification

Choose the appropriate asset allocation to suit your risk profile

Determine your objectives and preferences (including your risk profile)

Understand the key asset classes
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including the risk of capital loss and more ups and downs in returns particularly over the short term. 

‘Growth’ assets are only appropriate if you have an investment time horizon of at least five years due to 

their higher level of inherent risk.   

Shares: Shares represent part ownership in a company and usually provide income payments through 

dividends and can produce growth if the share price increases.  

For Australian companies, these dividends can be franked, which means that you receive a tax credit for 

the tax already paid by the company so that you are not taxed twice (once at the company tax rate and 

again at your marginal tax rate). If your tax rate is less than the company tax rate (currently 30%) you 

will receive a refund for the extra tax paid by the company. If your tax rate is higher you may need to 

pay some extra tax. 

Property: An investment in property provides you with ownership in a property or a number of 

properties through a managed structure. Property investments allow you to benefit from the rent 

received by the properties as well as the change in the valuation of the property over time. The returns 

of these properties will depend on the quality of the tenant and the rent paid as well as the location 

and type of property such as residential, industrial or commercial. 

Bonds (fixed interest): A bond is a tradeable debt security, usually issued by a government, semi-

government or corporate body to raise money. Investors in the bond have effectively lent money, for 

which they receive a fixed rate of interest over a set period of time. The bond is repaid with interest on 

the predetermined maturity date.  

For example, if you invest in a 5 year bond paying 6% coupon you will pay $1,000 to invest in the bond. 

In return, you will receive $60 (6% of $1,000) each year. At year 5, you receive the coupon of $60 plus 

the original $1,000 outlay.   

It is possible to experience capital losses from a bond investment if it is cashed before maturity and 

interest rates have risen or capital gains if the reverse occurs. They are not as safe as cash.   

Cash: Cash is one of the safest investments. Cash compared to other assets tends to provide lower 

variability in returns, high level of security on the capital invested and acts as a more defensive 

investment. This reduces investment risk so the money is available when you need it, with a minimal 

potential for capital loss.   

2.1.3 Income and Growth 

The returns from the various asset classes are provided in the form of income and/or growth resulting 

from a change in the price of the investment.  Some investments like cash will only provide income 

returns while the return from other investments may include a mix of income and capital growth.   

Income returns can include interest from cash and bonds, rental income from property and dividends 

from shares. Managed fund may also pay realised capital gains as part of the income return.  

This income is included in your tax return and is taxed at your marginal tax rate. If franking credits have 

been derived these will be passed onto you and can help to reduce tax payable.  

If an investment is sold, this may create a capital gain or loss depending on whether the price of the 

security or unit price of managed funds has changed since investment. If a capital gain has been realised 

on units held for more than 12 months a 50% capital gains tax discount will apply unless the units were 

owned by a company. 
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2.1.4 Diversification 

You can invest in a mix of asset classes or securities as a means of ‘diversifying’ your portfolio.  

Diversification is a key investment principle used to manage the risks of a portfolio and involves 

investing in a variety of assets and investments that perform differently to each other over time. It is 

often described by the proverb “Don’t put all your eggs in one basket”.  

It also allows you to have an exposure to a spread of assets and securities including both ‘growth’ and 

‘defensive’ assets. It means that you avoid taking big bets in one or a few asset class and/or investments 

that may adversely affect your returns if it underperforms.   

Diversification can reduce the risk in your portfolio but it will not eliminate the risks. Your portfolio is 

likely to experience ups and downs in returns over time but by a lower level of variability.  

2.1.5 Direct versus Managed Funds 

You can access assets and/or securities by buying the investment directly or via a managed trust.  Direct 

investments involve buying the security such as a specific share or property such that you are a part or 

full owner of the security. As an example, you can become an owner in a specific company by buying 

its shares on the Stock Exchange which entitles you to receive dividends and vote at General Meetings 

(depending on your share structure).   

An alternative means of gaining exposure to assets is via a managed fund. A managed fund is a 

professionally managed investment portfolio that pools the money of multiple investors. A fund 

manager is appointed to manage the fund including selection of the underlying investments and 

maintaining client records.  By pooling money with other investors you may gain access to investments 

not normally available if you invested directly or enable you to achieve a greater level of diversification.  

If you invest money into a managed fund you will receive a number of ‘units’ in that fund. The number 

of units you receive is calculated as the amount of money you invest divided by the unit price on that 

day. This is why managed funds are also often called “unit trusts”. The unit price may increase or 

decrease in line with the value of the underlying investments.   

Each investment approach has its advantages and disadvantages that you should consider.  These will 

include the implications for fees and investment control.  

Investing directly in securities may require you to actively review and manage the investments in your 

portfolio on a regular basis.  You may be required to make decisions and changes to account for 

corporate action events in the case of buying shares directly such as takeovers, rights issues and share 

purchase plans.  This can require you to have the time and inclination to manage your direct investments 

portfolio.  On the flip side, the advantage provided by a managed fund is that you do not need to 

devote the time to be actively involved in the investment decisions.  

2.1.6 Risk Profiling 

There are a number of factors that you need to consider to determine the most appropriate investment 

for your personal preferences and financial goals. A key driver of this decision is your risk profile which 

measures your attitude towards risk.  Your risk profile will depend on how you feel about a range of 

different issues such as: 

• Your comfort and knowledge of investment markets. The higher your knowledge, the more 

comfortable you may be investing in riskier assets like shares and property 
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• Your preference for capital growth (compared to capital preservation and/or income). The 

higher your preference for growth may be better suited to investing in riskier assets that offer 

a higher potential for capital growth. 

• Your level of concern when markets suffer a loss. If you are likely to sell and feel stressed from 

this loss, then a lower exposure to risky assets may be suitable 

• How important it is to you for your investments to keep pace with inflation. If this is important 

to you, then shares and property are more likely to meet this need 

• Your investment time horizon. If you are investing for the long term (at least 5-7 years), then 

you may consider investing in shares and property. Generally, risky assets are not suitable if you 

are investing for shorter periods of time and a higher level of investment in cash and bonds 

may be more suitable 

2.1.7 Structures for Holding Investments  

There are various ways of owning investments and these can include in your own name, in your spouse 

or kids’ names, via a family trust, superannuation or private company.  There are a number of issues to 

consider when determining the most appropriate structure to hold the investments and these include 

the following:  

• Tax  

• Fees and costs  

• Liabilities and responsibilities 

• Flexibility and complexity 

• Estate planning 

2.1.8 Investment Strategies 

Once you have decided on your portfolio, there are various approaches to investing and withdrawing 

your money.   

If you are concerned about the ups and downs in financial markets and are unsure about whether it is 

a good time to invest in risky assets, you can consider investing using a ‘dollar cost averaging’ approach. 

This involves investing a set amount regularly over a period of time rather than investing the full amount 

at a single point in time.  In this way, you can avoid trying to time your entry into financial markets.  By 

making regular investments over time you may be able to minimise the risk of investing all your money 

during a market peak.  This can help to minimise investment risk and average the purchase price of your 

investments by buying more assets when prices are low and fewer assets when prices are high. 

If you are withdrawing funds from your portfolio, you can use a regular drawdown strategy that has 

similar benefits to dollar cost averaging (but in reverse).  That is, you can withdraw funds over time 

rather than withdrawing the full amount at a point in time.  In this way, you can minimise the risk of 

withdrawing all your funds from financial markets at the bottom of the market. 

You may use a combination of your own money and borrowed funds to accelerate wealth over the long-

term.  ‘Gearing’ is a higher risk strategy that magnifies both the gains and losses from your portfolio.  

The higher the proportion of borrowed funds compared to your equity, the greater the associated risks.   

You can combine dollar cost averaging and gearing by using ‘instalment gearing’. Instalment gearing is 

a margin loan facility incorporating a regular savings option.  You make an initial investment using your 

own funds and then also borrow additional funds.  Thereafter, each contribution you make matched by 

borrowed funds to make further investments. 
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Your portfolio can benefit from ‘compounding interest’ particularly if you reinvest your income returns. 

If the interest you receive is added to your initial investment, you can receive interest on the total 

amount and effectively receive interest on the interest reinvested.  This is called ‘compound interest’ 

and has the effect of increasing your overall returns.  The more frequently that interest is calculated, the 

higher will be the compounded returns. 

 

2.2 Diversification 

2.2.1 Understanding Diversification 

Diversification is a key investment strategy used to manage investment risk and price volatility within a 

portfolio whilst still providing an appropriate level of return. 

The goal of diversification is however not to boost performance.  It won’t ensure gains or guarantee 

against losses, but it can help set the appropriate level of risk for an investor’s timeframe, financial goals, 

and tolerance for portfolio volatility. 

To diversify an investment portfolio means to invest in a variety of assets and investments that perform 

differently to each other over time.  

You can diversify your portfolio in different ways. Examples of diversification include investing: 

• across a range of asset classes including growth assets like shares and property and defensive 

assets like fixed interest (bonds) and cash 

• across different countries and regions such as Australian and international assets, Asia and 

emerging markets 

• across different securities that provide you access to a range of companies and sectors. 

2.2.2 The Value of Diversification 

Diversification allows you to participate in the growth and performance of financial markets while 

reducing risk in your portfolio by moderating the ups and downs in returns over time. This means that 

you avoid taking big bets in one asset class and/or a few investments that may adversely affect your 

returns if it that asset class or investment performs badly. 

Diversification avoids having your investment fortunes tied to the performance of a small number of 

securities or assets. It also allows you to have an exposure to a spread of assets and securities and 

different strategies including both growth and defensive assets.  

In essence, diversification provides a greater chance that your portfolio will experience smoother returns 

over time, by minimising the effects of volatile markets where possible, particularly over shorter periods.   

2.2.3 How Diversification Works 

The key to diversification is to invest in assets that have different characteristics and perform differently 

in varying market conditions.  

History shows that no one asset class has consistently out-performed year after year. This is illustrated 

in the table below which shows the one year (calendar year) return from the various asset classes over 

the last 20 years. 
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Calendar Returns 1998 to 2017: The best and worst performing asset classes  

Year end Cash 
Australian 

Fixed Interest 

International 

Fixed Interest 

Australian 

Shares 

International 

Shares 

Australian 

Listed  

Property 

Morningstar 

Multisector 

Balanced  

Index 

Dec-17 1.74% 3.66% 3.68% 11.80% 13.38% 6.44% 7.72% 

Dec-16 1.99% 2.92% 5.24% 11.80% 7.92% 13.18% 6.71% 

Dec-15 2.25% 2.59% 3.35% 2.56% 11.80% 14.38% 5.60% 

Dec-14 2.68% 9.81% 10.37% 5.61% 15.01% 26.79% 9.76% 

Dec-13 2.78% 1.99% 2.27% 20.20% 48.03% 7.27% 15.65% 

Dec-12 3.74% 7.70% 9.66% 20.26% 14.14% 32.79% 13.51% 

Dec-11 4.85% 11.37% 10.51% -11.54% -5.34% -1.56% -0.35% 

Dec-10 4.68% 6.04% 9.28% 1.57% -2.04% -0.68% 3.28% 

Dec-09 3.43% 1.73% 8.03% 37.03% -0.30% 9.56% 12.70% 

Dec-08 6.98% 14.95% 9.23% -38.44% -24.92% -55.31% -19.99% 

Dec-07 6.66% 3.50% 6.63% 16.07% -2.60% -8.36% 6.49% 

Dec-06 5.99% 3.12% 5.40% 24.22% 11.49% 34.05% 14.30% 

Dec-05 5.64% 5.79% 3.81% 22.83% 16.84% 12.70% 13.68% 

Dec-04 5.49% 6.96% 8.92% 27.99% 9.94% 32.18% 16.27% 

Dec-03 4.89% 3.05% 6.59% 14.61% -0.76% 8.81% 7.59% 

Dec-02 4.74% 8.81% 11.57% -8.77% -27.44% 11.81% -3.59% 

Dec-01 4.89% 5.48% 8.29% 10.36% -9.97% 14.84% 5.83% 

Dec-00 6.19% 12.04% 11.65% 5.22% 2.19% 18.87% 8.00% 

Dec-99 5.01% -1.22% 0.28% 16.10% 17.19% -4.20% 8.15% 

Dec-98 5.00% 9.54% 10.08% 11.63% 32.34% 18.37% 13.98% 

Average 20 

year return 
4.48% 5.99% 7.24% 10.10% 6.35% 9.60% 7.26% 

Volatility 1.56% 4.11% 3.29% 16.26% 17.29% 19.40% 8.28% 

Number of 

negative 

years 

0 1 0 3 7 5 3 

Lowest return 1.74% -1.22% 0.28% -38.44% -27.44% -55.31% -19.99% 

Highest 

return 
6.98% 14.95% 11.65% 37.03% 48.03% 34.05% 16.27% 
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Related market benchmarks for each asset class 

Australian Shares S&P/ASX 200 TR 

International Shares MSCI World ex Australia 

A-REITs  

(Australian Real Estate 

Investment Trusts) 

S&P/ASX 200 A-REIT TR 

Australian Fixed interest Bloomberg AusBond Composite 0+ Yr Index 

International Fixed Interest Barclays Global Aggregate TR Hdg AUD 

Cash Bloomberg AusBond Bank Bill Index 

 

The table above demonstrates that the worst performing asset class one year may be the best 

performing the following year. For example, in 2011 Australian equities were one of the worst 

performing asset classes but the following year (in 2012) it was the second best performing asset class. 

This shows the risks of assuming that last year’s winners/losers will again be this year’s winners/losers 

and investing based on that theory. It also demonstrates the value of diversification. 

Having a mix of assets as noted by the Multi-Sector Balanced Index has historically allowed an investor 

to perform around the middle of the table in most years. That is, it shows that historically, a diversified 

portfolio of assets has allowed an investor to participate in good performing asset classes while reducing 

the risk of performing at the bottom of the table. It also demonstrates that a well-diversified portfolio 

provides the opportunity to outperform inflation on a more consistent basis year-on-year.  

2.2.4 Effectiveness of Diversification 

Diversification can reduce the risk in your portfolio but it will not eliminate the risks. 

Your portfolio is still likely to experience ups and downs in returns over time, but with a lower level of 

variability. Your portfolio may have exposure to specific investments that perform poorly at times and 

you are unlikely to avoid investing in poor performing investments. When reviewing the effectiveness 

of diversification, you should consider the performance of your total portfolio.    

The benefits of diversification will vary over different time periods. Historically, in some periods when 

the broad financial markets decline, the effectiveness of diversification has reduced. Diversification 

should therefore be measured over medium to long term periods. 

2.3 Risk 

2.3.1 Understanding Risk and Return 

Generally, risk and return are positively correlated. That is, the higher the risk associated with an 

investment, the higher the expected return and vice versa (however this is not always the case). This 

relationship is called the ‘Risk versus Return Trade Off’ (see Chart 1 below) and is a factor that is taken 

into consideration in defining your tolerance to risk.  

Investments such as shares may offer higher returns over the longer term, but there is a greater inherent 

risk. In contrast, cash and fixed interest investments are considered to be less risky, but offer lower 

returns. 
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Chart 1: Long-term asset class risk-return trade-off  

 

*Risk is measured by standard deviation. 

Source: Morningstar Investment Management Australia Limited – June 2015 Capital Market Assumptions 

(20-year investment timeframe) 

When deciding on an investment, it is important to understand the expected risk and likely returns from 

the investment and determine how this fits with your personal situation and financial needs. 

Investments are expected to provide a return, but this return will come with a certain level of risk. Risk 

means different things to different people and typically it is referred to as either the uncertainty of the 

return or the risk of losing your capital. 

The relationship between risk and return is demonstrated in the graph below.  

As a general rule, the higher the potential return from an investment, the greater is the investment risk 

and the probability of experiencing capital losses. 
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The first step in determining whether an investment is appropriate is to understand the relationship 

between risk and return, and then to determine the level of risk and return that you are comfortable 

with. This also requires an understanding of the level of risk you may need to accept to generate the 

likely returns required to meet your financial goals.  

2.3.2 What is Risk? 

Risk means different things to different people. Most people think of risk as the chance of losing their 

capital.  

However, in investment terms, risk is often described as the level of unpredictability of returns or the 

chance that returns will be different (higher or lower) than expected.   

There are many kinds of risk. Some of these include: 

• Capital risk: losing your invested capital 

• Market risk: needing to sell an investment at a time when the price is low  

• Inflation risk: the investment’s rate of return does not keep pace with inflation 

• Interest rate risk: a drop in the investment’s interest rate 

• Liquidity risk: limitations on access to funds for a period of time 

• Legislative risk: changes in laws including tax and superannuation which may make investments 

less attractive 

• Default risk: the failure of an institution in which an investment has been made 

Risk can also be described as the chance that you will not achieve the investment returns needed to 

meet your financial objectives. While some people may be more comfortable with accepting low levels 

of risk, the potential consequence may be that the returns achieved are insufficient to meet their 

financial objectives. For example, this may mean that the required level of savings is not available when 

needed to pay for items, such as retirement or children’s education expenses.   
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Example 

Amy has $400,000 to invest. She plans to use the funds in 10 years’ time and needs her investment to 

grow to at least $800,000.  

If Amy decides to invest in defensive (low risk) assets that are expected to return 5% per annum after 

fees, her portfolio is expected to grow to $651,558. This is not enough to meet her goals.  

Alternatively, Amy could invest in higher risk assets that are expected to return 8% per annum after fees. 

In this scenario, Amy’s portfolio is expected to grow to $863,570 and be sufficient to meet her goals. 

This represents a difference of $212,012 and the potential to meet her goals.  

The higher risk investments are more likely to help Amy achieve her financial goals. However, Amy needs 

to accept the trade-off of greater unpredictability of returns over the 10 year period and the potential 

for capital losses or poor performance. 

2.3.3 Investment Time Horizons 

One way of looking at risk is to look at the possibility of negative returns from the investment. The 

probability of negative returns from an investment will also depend on how long the investment is held. 

The probability of losses reduces the longer the ‘risky’ investment is held. 

Below is a graph that uses one-year returns in financial years over a 20 year period and plots the best 

and worst one year return as well as the average return over this period. 

Calendar Returns 1998 to 2017: The best and worst performing asset classes  

Year end Cash 
Australian 

Fixed Interest 

International 

Fixed Interest 

Australian 

Shares 

International 

Shares 

Australian 

Listed  

Property 

Morningstar 

Multisector 

Balanced  

Index 

Dec-17 1.74% 3.66% 3.68% 11.80% 13.38% 6.44% 7.72% 

Dec-16 1.99% 2.92% 5.24% 11.80% 7.92% 13.18% 6.71% 

Dec-15 2.25% 2.59% 3.35% 2.56% 11.80% 14.38% 5.60% 

Dec-14 2.68% 9.81% 10.37% 5.61% 15.01% 26.79% 9.76% 

Dec-13 2.78% 1.99% 2.27% 20.20% 48.03% 7.27% 15.65% 

Dec-12 3.74% 7.70% 9.66% 20.26% 14.14% 32.79% 13.51% 

Dec-11 4.85% 11.37% 10.51% -11.54% -5.34% -1.56% -0.35% 

Dec-10 4.68% 6.04% 9.28% 1.57% -2.04% -0.68% 3.28% 

Dec-09 3.43% 1.73% 8.03% 37.03% -0.30% 9.56% 12.70% 

Dec-08 6.98% 14.95% 9.23% -38.44% -24.92% -55.31% -19.99% 

Dec-07 6.66% 3.50% 6.63% 16.07% -2.60% -8.36% 6.49% 

Dec-06 5.99% 3.12% 5.40% 24.22% 11.49% 34.05% 14.30% 

Dec-05 5.64% 5.79% 3.81% 22.83% 16.84% 12.70% 13.68% 

Dec-04 5.49% 6.96% 8.92% 27.99% 9.94% 32.18% 16.27% 
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Dec-03 4.89% 3.05% 6.59% 14.61% -0.76% 8.81% 7.59% 

Dec-02 4.74% 8.81% 11.57% -8.77% -27.44% 11.81% -3.59% 

Dec-01 4.89% 5.48% 8.29% 10.36% -9.97% 14.84% 5.83% 

Dec-00 6.19% 12.04% 11.65% 5.22% 2.19% 18.87% 8.00% 

Dec-99 5.01% -1.22% 0.28% 16.10% 17.19% -4.20% 8.15% 

Dec-98 5.00% 9.54% 10.08% 11.63% 32.34% 18.37% 13.98% 

Average 20 

year return 
4.48% 5.99% 7.24% 10.10% 6.35% 9.60% 7.26% 

Volatility 1.56% 4.11% 3.29% 16.26% 17.29% 19.40% 8.28% 

Number of 

negative years 
0 1 0 3 7 5 3 

Lowest return 1.74% -1.22% 0.28% -38.44% -27.44% -55.31% -19.99% 

Highest 

return 
6.98% 14.95% 11.65% 37.03% 48.03% 34.05% 16.27% 

Related market benchmarks for each asset class 

Australian Shares S&P/ASX 200 TR 

International Shares MSCI World ex Australia 

A-REITs  

(Australian Real Estate 

Investment Trusts) 

S&P/ASX 200 A-REIT TR 

Australian Fixed interest Bloomberg AusBond Composite 0+ Yr Index 

International Fixed 

Interest 

Barclays Global Aggregate TR Hdg AUD 

Cash Bloomberg AusBond Bank Bill Index 

 

The above table (calendar year returns) demonstrates that investments with a higher level of risk, such 

as shares and property (as measured by standard deviation), can have vastly different returns over short 

one year periods when compared with relatively low risk investments like cash and fixed interest. Over 

this 20 year period however, returns from more ’risky’ investments tend to be higher than returns from 

more conservative investments. 

For this reason, it is recommended that more risky investments be held with the intention of staying 

invested for a long term, such as five years plus. Generally the higher the level of risk of an investment, 

the greater is the recommended investment time horizon. 

Example 

Taylor is investing for her retirement within a superannuation fund. She is at least 20 years away from 

retirement. Taylor is also saving to buy a new car in 12 months’ time. 

Taylor has different investment timeframes for the two financial goals.  
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She may wish to choose investments that have a higher level of risk in her superannuation fund because 

she has a long term investment time horizon and is in a position to ride out the ups and downs of 

financial markets. However, the savings needed to buy the car have a shorter investment time horizon 

and Taylor may prefer more conservative investments for this part of her savings. 

2.4 Capital Gains Tax 

2.4.1 Individual Taxpayers 

Most investments (assets) generally provide you with income on a regular basis. But some investments, 

like shares and property, can also increase in value. This increase is called growth or capital gain. 

If you sell your investment for more than you paid for it then you realise a capital gain and you may 

have to pay tax on this gain. Capital Gains Tax (CGT) is payable on the taxable portion of a capital gain 

if you acquired the investment  

 

2.4.2 Pre-CGT Assets 

If you bought or acquired an asset before 20 September 1985, the CGT rules do not apply. Any capital 

gain can be received by you tax-free. 

2.4.3 Acquisition and Disposal 

You are deemed to acquire an asset if you: 

• Buy it 

• Inherit it 

• Build it, or 

• Receive it as a gift 

You are deemed to dispose of an asset if you: 

• Sell it 

• Give it away, or 

• It is lost or destroyed 

If the transaction is done at a price lower than the asset’s market value, the market value will be deemed 

to be the acquisition or disposal price, even though this is not the amount of cash you received. 

Example 

Horace purchased a parcel of shares for $10,000 in May 2004. The shares increased in value and were 

worth $24,000 in November 2009 when he decided to gift the shares to his son.  

Horace did not receive any payment for the shares, but for CGT purposes the shares are deemed to 

have been sold for $24,000. This means he has realised a capital gain of $14,000 and needs to calculate 

how much tax is payable on this gain. 

Gains on the following assets acquired on or after 20 September 1985 are likely to be subject to CGT: 

• Shares 

• Managed funds  
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• Property investments 

2.4.4 CGT Exemptions 

Not all assets which increase in value will be subject to CGT. Two main assets that are exempt from CGT 

are: 

• Your principal home, and 

• Assets purchased before 20 September 1985 (pre-CGT assets) 

Your home can continue to be exempt from CGT for up to six years after you move out, provided you 

do not buy another home that you elect to claim the exemption on. 

2.4.5 Taxation of a Capital Gain 

The taxation of a capital gain depends on how long you have owned the asset. 

If you have held the asset for less than 12 months the full amount of the gain less any capital losses 

(from current year or carried forward from previous years) is added to your assessable income in your 

tax return. This amount is taxed at your marginal tax rate. 

If you have held the asset for 12 months or more, capital losses (from current year or carried forward 

from previous years) are deducted from the capital gain, then only 50% of the net gain is added to your 

assessable income and taxed at your marginal tax rate. 

Note: if your asset was purchased before 21 September 1999 you could choose to calculate the taxable 

portion of the gain using an indexation method, but tax advice should be sought. 

Example 

Horace (in example above) had held the shares for more than 12 months. So his taxable capital gain is 

reduced by 50% to $7,000. This amount is added to his other assessable income and is taxed at his 

marginal tax rate. 

If Horace had only owned the shares for less than 12 months, tax would be payable on the full $14,000. 

If the asset is owned in the name of a company, the 50% exemption does not apply. Further tax 

concessions may apply if it is a business asset. 

2.4.6 Capital Losses 

If you sell an asset for less than you paid for it, you may realise a capital loss. A capital loss can reduce 

your taxable capital gains on other assets (as explained above) but cannot be used to reduce tax on 

other income sources. The reduction is done before you claim the 50% exemption. 

Example 

Last year Horace sold an asset which realised a capital loss of $2,000. This can be used to reduce his 

taxable capital gain as follows:  

Taxable capital gain = ($14,000 - $2,000) x 50% = $6,000 

Horace will only add $6,000 to his assessable income and pay tax at his marginal tax rate on this amount. 

If you cannot use the loss in the year that it is realised, the loss can be carried forward to reduce taxable 

capital gains in future years. However, it is better to use losses as quickly as possible because the value 

of the loss diminishes over time with inflation. 
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2.5 Managed Funds 

2.5.1 Managed Funds 

A managed fund is one type of ‘managed investment scheme’ (MIS), which is a professionally managed 

investment portfolio that pools the money of multiple investors. Investment/fund managers are 

appointed to manage the money within the fund including the selection, buying and selling of the 

underlying investments.  

By pooling money with other investors you may gain access to investments not normally available if you 

invested directly or enable you to achieve a greater level of diversification. The managed fund structure 

also allows for the professional management of your money. 

If you invest money into a managed fund you will receive a number of ‘units’ in that fund. The number 

of units you receive is calculated as the amount of money you invest divided by the ‘entry’ unit price on 

that day. This is why managed funds are also often called ‘unit trusts’. The unit price may increase or 

decrease in line with the value of the underlying assets. 

2.5.2 Investment Options 

The investment/fund manager or administrator of the fund, may offer a range of investment options 

that you can choose to invest in. Each option has different investment goals, timeframes, risk profiles 

and underlying assets.  

Some managed funds may provide a diversified allocation to asset classes based on a risk level. 

Examples of these include a ‘balanced’ fund which invests approximately half of the money within the 

portfolio in growth assets such as share and property, with the remainder in more defensive assets such 

as cash and bonds. 

Other funds might invest in a specific type of asset (e.g. Australian shares, international shares, property 

or cash). There may be different investment styles used to manage the portfolios such as value or growth 

investing.   

When investing in a managed fund you need to choose which options are best suited to your personal 

preferences and financial goals. This includes consideration for: 

• Your risk profile 

• Your investment time horizon 

• Your need for diversification across asset classes 

• Your preference to invest in a particular type of investment or asset class 

The Product Disclosure Statement (PDS) provides you with information on the investment options and 

may help you to determine the suitability.  

2.5.3 Investment Returns and Taxation 

The underlying assets of the managed fund might produce income (including interest, rental income, 

realised capital gains and dividends) and/or capital growth.  

The fund manager will deduct any applicable fees and expenses from the income generated and the 

remainder is more often than not, distributed to investors (unit holders). 

This income is included in the investor’s own tax return and is taxed at the investor’s own marginal tax 

rate. If franking credits have been derived these will be passed onto investors and can help to reduce 

tax payable.  
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If units are sold, this may create a capital gain or loss depending on how the fund unit price has changed 

since your initial investment and any investment thereafter. If a capital gain has been realised on units 

held for more than 12 months a 50% capital gains tax discount will apply unless the units were owned 

by a company. 

2.5.4 Benefits of Managed Funds 

Managed funds have a number of advantages that allow you to select options that suit your specific 

needs and objectives. These benefits may include: 

• Diversification: Managed funds can provide you with a diversified portfolio that may invest 

across a range of asset classes and securities 

• Wide choice of investments: Wide choice of asset classes and diversified portfolios 

• Specialists: Access to specialist investments and investment styles 

• Tailored portfolio: Can have a tailored portfolio where specialist managed funds are chosen 

(e.g. infrastructure, emerging markets, small caps) 

• Professional investment manager: Team of professional investment managers responsible for 

the investment selection, review and monitoring. This also includes risk management 

• Active performance: Active managed funds will actively manage investments to take advantage 

of the changing market outlook and therefore have the potential to outperform their index 

• Low level of participation: There is a low level of participation and time involvement required 

by you in the management of the managed fund compared to investing directly 

• Regular investments: Many managed funds allow regular investments including small minimum 

amounts. This can assist you if you are investing using a ‘Dollar cost averaging’ approach and/or 

a regular savings plan 

• Tax statements: Managed funds provide tax statements to assist with you with completing your 

tax returns 

2.5.5 Disadvantages and Risks of Managed Funds 

There are a number of risks and disadvantages of managed funds to be aware of. The key risks will be 

determined by the nature of the managed fund including the asset classes and securities that it invests 

in. The risks and disadvantages include: 

• Market risk: The performance of the managed fund will be affected by the assets and securities 

that it invests into. If it invests in ‘growth’ assets like shares and property, it has the potential to 

provide higher returns over the long term but will also have a higher level of risk including the 

risk of capital losses compared to more secure investments like cash and bonds.    

• Limited control: You have no control over the individual investments that are bought and sold. 

• Tax management: You have no control over the timing of sales and purchases of assets or assets 

selected to be sold. This may affect the capital gains tax outcome of the managed fund.   

• Capital gains in distributions: The distributions paid from a managed fund may include a return 

of capital which can be less tax effective for investors. 

• Limited transparency: There is limited transparency of the underlying portfolio and investments. 

A managed fund will tend to report of the securities and assets held in the portfolio but this 

tends to be reported with a lag. 

• Higher fees: Fees can be high due to the management and administration fees and buy-sell 

spreads. 
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• Currency risk: Movements in the relative value of international currencies can influence the value 

of international assets. 

Gearing risk: Some managed funds may borrow funds to increase potential returns. This gearing can 

magnify both gains and losses. 

2.5.6 Investment styles 

Investors must consider whether they prefer to invest in fast-growing firms or underpriced industry 

leaders. Each will have varying risk and return characteristics and will perform differently at different 

times in a market cycle. Investors must determine which strategy best suit their individual needs. 

The growth style of investing looks for high-quality companies that have high earnings growth rates, 

high return on equity, high profit margins and low dividend yields. There are however no guarantees 

going forward. Companies that have all of these characteristics are often innovators within their 

field/industry and make lots of money. It is thus growing very quickly, and reinvesting most or all of its 

earnings to fuel continued growth in the future.  

The value style of investing is focused on buying strong companies at reasonable prices. Their price 

however has fallen due to the company or industry falling out of favour with investors or perhaps the 

economic cycle not favouring a particular industry at that point in time. Investment managers look for 

a low price to earnings ratio, low price to sales ratio, and generally a higher dividend yield. The main 

ratios for the value style show how this style is very concerned about the price at which investors buy 

in. The idea behind value investing is that stocks of good companies will bounce back in time when the 

true value is recognised by other investors and the market. 

2.6 Investment Bonds 

2.6.1 Investment Bonds 

Investment bonds, or insurance bonds as they are also known, are issued by life insurance companies. 

They have features similar to a managed fund combined with a life insurance policy. They can be a tax 

effective way to invest if certain rules about contributions and withdrawals are followed.  

Investment bonds are used for a range of purposes including: 

• A medium to long term lump-sum or regular savings plan 

• A tax effective investment for investors on high income earners  

• Investment bonds can be taken out by parents, grandparents and the like on the life of a child. 

The bond can be structured to automatically be transferred into the child’s name at a pre-

determined age. This is referred to as ‘child advancement’. 

• Estate planning. Because an investment bond is in essence a life insurance policy, it is subject 

to life insurance rules. This includes the ability of the owner of the investment bond to nominate 

one or more beneficiaries to receive the proceeds of the bond in the event of the death of the 

bond owner. By nominating beneficiaries under an investment bond, the bond does not form 

part of the estate of the bond owner and may be administered separately to their estate.   

• Deceased estates that are required to invest bequests that will vest with beneficiaries at a later 

date. 
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2.6.2 Parties to an investment bond 

There three parties to an investment bond; the owner - who subscribes the investment funds, the life 

insured – who may be the bond owner, or someone else, and the issuer of the bond – the life insurance 

company. 

Some bonds may include fourth party, being a nominated beneficiary. The bond owner may nominate 

a beneficiary to receive the bond proceeds in the event of the death of the life insured. 

2.6.3 Child Advancement Conditions 

Where a bond is issued on the life of a child, and its ownership is to vest in the name of the child at a 

future date, the bond is subject to Child Advancement Conditions. The owner of the bond may nominate 

an age, up to 25, at which the ownership of the bond will transfer to the child. 

2.6.4 10 year rule 

Insurance bonds are tax paid investments. This means earnings on the investment are taxed in the hands 

of the life insurance company at the corporate tax rate. Insurance companies are generally taxed at a 

rate of 30% however the actual rate of tax payable may be less than 30% when tax deductions, tax 

offsets, and tax credits available to the life insurer are taken into account.  

Investment bonds can be tax effective for long term investors with a marginal tax rate higher than 30%. 

An investment bond is designed to be held for at least 10 years. If you hold the bond for at least 10 

years, the returns on the investment, including additional contributions that meet the 125% rule, will be 

tax free. In some circumstances, investing in an investment bond for a shorter period may be an 

appropriate strategy.  

2.6.5 Withdrawals 

If you withdraw money before 10 years is up, some or all of the income will be taxable and included in 

the investor’s assessable income. This amount is taxed at the investor’s marginal tax rate - however a 

30% tax offset is allowed to compensate for the tax already paid by the life insurance company. Where 

an investor’s personal tax rate is less than 30%, any unused portion of the tax offset can be used to 

reduce tax payable on other income in the same financial year. 

If you make a withdrawal within the first 10 years, the rate at which earnings in the investment bond are 

taxed will depend on when you make the withdrawal. 

2.6.6 Tax treatment of investment bond withdrawals 

Year withdrawal 

made 
Tax Treatment 

Within 8 years 100% of the earnings on the investment bond are included in the investor’s 

assessable income and a 30% tax offset applies. 

In the 9th year 2/3 of earnings on the investment are included in the investor’s assessable 

income and a 30% tax offset applies. 

In the 10th year 1/3 of earnings on the investment are included in the investor’s assessable 

income and a 30% tax offset applies. 

After the 10th year All earnings on the investment are tax free and do not need to be included 

in the investor’s assessable income. 

The investment earnings are calculated by referencing a formula contained in the Australian Taxation 

Office’s Income Tax Ruling 2346.  
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2.6.7 125% Rule 

While investment bonds are often described as a ‘single premium’ or lump sum investment, many 

investment bonds accept both regular and irregular additional investments. Provided the amount 

invested in any one year – based on the anniversary of the bond commencing – does not exceed the 

previous year’s investment by more than 125%, it will be considered part of the initial investment. 

If you exceeds 125% of the previous years’ investment, the 10 year period will reset. If you do not make 

a contribution in any one year, a contribution in following years will reset the 10 year rule.  

2.6.8 Investment Options 

The life office issuing the investment bond may offer a range of investment options such as single asset 

funds i.e. cash, fixed interest, shares, property or a range of diversified options. Each option has different 

investment goals, timeframes, risk profiles and underlying assets.  

2.6.9 Disadvantages and Risks of Investment Bonds 

The key risks are largely determined by the nature of the investment chosen. Risks to be aware of 

include:   

• Market risk: The performance of the investment bond will be affected by the assets and 

securities that it invests into.  

• Fees: These may vary depending on the investment bond and investment options 

chosen and include management and administration fees and buy-sell spreads. 

2.7 Debt Management 

2.7.1 Debt Management 

Borrowing money can help you to buy assets before you have saved the full purchase price. Most people 

borrow to buy personal assets like a home but you can also borrow to access investment opportunities 

to boost your wealth accumulation. 

The cost of borrowing can be high so you need to be disciplined and consider strategies to reduce the 

total interest cost. 

Repaying debt is considered a low risk strategy as you achieve savings through a lower interest cost. If 

you are disciplined, once your non-deductible debts have been repaid you should consider directing 

the repayment amount towards a savings strategy. 

2.7.2 How this Strategy Works 

Borrowing creates opportunities but it also requires discipline. You must be able to meet your loan 

repayments when they are due.   

The cost of a loan is primarily the interest rate charged but fees may also be charged on some loan 

accounts. The interest rate varies depending on the type of loan and the type of security used. For 

example, home loans generally have a lower interest rate than personal loans or credit cards.  

Strategies for how to manage your loans are important to not only help manage your cash flow but also 

to reduce the total interest payable. This may include strategies such as: 

• Making additional repayments 

• Repaying non-deductible debt first 

• Combining loans into one loan account with a lower interest rate 
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2.7.3 Making Additional Repayments 

A simple strategy to reduce your debt is to make additional repayments if you have some extra cash 

flow or savings. This benefits you in two ways: 

• Reduces the time to fully repay the debt 

• Achieves a saving by reducing the total interest payable 

This is a low risk strategy that can provide significant cost savings. However, you need to first check your 

loan contract to see if there are any restrictions on additional repayments. For example, some fixed term 

loans may not allow additional repayments or may charge a penalty.  

2.7.4 Debt Consolidation 

Debt consolidation involves combining several loans into one loan account. For example, you may 

increase your home loan to repay your car loan and credit card debt.  

This may provide advantages such as: 

• Ease cash flow – annual repayments may be less than the total previous repayments  

• Reduce fees – you will only have one loan account which may reduce account fees and 

transaction costs 

• Improve manageability – you will only have one monthly statement and one monthly repayment    

Potential disadvantages include: 

• Longer repayment period – a loan which might have been paid over a shorter period will now 

be extended unless total repayment levels are maintained 

• Increase interest cost – if the term of a loan is increased this may result in an increase in total 

interest cost over the term 

• Fees – the restructure may incur additional fees and charges 

You need to be disciplined when consolidating your debt to ensure that you do not simply re-

accumulate debt from other sources. In particular be careful with how you use credit cards. You may 

wish to lower your credit limit or make sure you pay off the balance every month.  

2.7.5 Repaying Debt with the Highest Interest Rate First 

You may hold a number of different types of loans such as: 

• Home mortgage 

• Personal loan 

• Credit card  

The interest rate is higher on some loans than on others. The quicker you pay loans with a higher interest 

rate, the greater your savings. 

Your credit card usually charges the highest rate of interest so you should aim to pay this debt off 

quickly by directing extra savings to additional repayments. Remember it is important to still make the 

required repayments on your other loans.  

2.7.6 Deductible versus Non-Deductible Debt 

If you borrow to buy an investment the interest cost and other expenses may be tax deductible. This 

can apply to loans used to buy a rental property, shares or managed funds.   
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The tax deduction provides you with a tax benefit to reduce the cost of borrowing. The value of the 

deduction will depend on your marginal tax rate. The higher your marginal tax rate, the higher is the 

deduction value. 

Example 

Tom borrows $100,000 to buy a portfolio of shares on an interest only loan. The interest rate is 9% per 

annum and Tom is on the 31.5% tax bracket (including Medicare).  

The interest payable each year is $100,000 x 9% = $9,000. Tom can claim this amount as a tax deduction 

to reduce assessable income from the investment or another source. This reduces his tax otherwise 

payable by $9,000 x 31.5% = $2,835. 

Tom has reduced his tax by $2,835 so the effective interest cost has been reduced to $6,165. 

The interest on loans to buy personal assets (such as your home and credit cards) is not deductible. 

Therefore it is worth considering paying these loans as quickly as possible.  

Some options to accelerate the repayment of non-deductible loans include: 

• Make additional repayments regardless of how small (check that you are able to make 

additional repayments) 

• Consolidate non-deductible loans into one loan if you can reduce the interest rate on some of 

the loans 

• If repayments are calculated monthly, halve this amount and make fortnightly repayments. 

There are 26 fortnights in a year compared to 12 months so you will make additional 

repayments across the year and reduce your total interest cost and the loan term 

2.7.7 Other Things You Should Know 

The fees to establish loans may depend on the type of loan. It is important to understand all the costs 

associated either charged by the lender or government. This includes the cost of making extra or 

increased repayments and the cost of any restructuring.  

All lending requires discipline to ensure that you do not over-commit yourself and are able to meet 

interest and loan repayments as these fall due. 

You should ensure that you have adequate life insurance (e.g. life, total and permanent disability and 

income protection) so that you can continue to meet your loan repayments or repay the debt if your 

income stops or reduces due to death or illness. 

2.8 Gearing 

2.8.1 Gearing 

Gearing involves borrowing money to invest in assets that produce both income and good growth 

potential. This can help to build your wealth.  

Gearing involves a higher level of risk because it places not only your investments at risk but if 

investments perform poorly you could also be paying interest on a debt for assets that have fallen in 

value. 

Gearing is generally more suited to people who: 

• Have a higher risk tolerance 
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• Want to invest for at least five to seven years 

• Have a stable and reliable cash flow sufficient to meet loan repayments  

• Have insurance to cover loan commitments in the event of illness or death 

2.8.2 How the Strategy Works 

Money is borrowed and added to your own savings to purchase an investment. The investment should 

produce assessable income (if you want to claim tax deductions for interest) but should also be a growth 

investment such as shares or property (including through a managed fund).  

The borrowing expenses reduce the earnings rate so investments that offer the potential to deliver 

higher growth are most effective. 

By borrowing, you have a larger amount to invest. This may provide greater potential to diversify and 

build wealth. However, gearing increases the risk of a portfolio. While investing more money can provide 

the opportunity to increase potential gains when markets are rising, gearing can also increase losses in 

falling markets. 

Interest and related borrowing costs are usually tax-deductible if used to purchase income-producing 

assets. If your loan is a principal and interest loan, only the interest component is tax deductible. You 

should consult your tax adviser to determine your specific taxation situation and what is appropriate for 

your circumstances. 

2.8.3 Levels of Gearing 

Your gearing arrangement could fall into one of the following categories depending on the costs of 

borrowing relative to the income generated from the investment.  

• Positive gearing – the loan expenses are less than the income generated 

• Neutral gearing – the loan expenses are approximately the same as the income generated  

• Negative gearing – the loan expenses are greater than the income generated. 

If your investment is negatively geared you need to have income from other sources to pay your loan 

commitments and investment costs. 

2.8.4 Benefits and Risks of Gearing 

Gearing to invest will provide you with the opportunity to: 

• Make larger investments as you have more money available 

• Reduce your current tax liability due to tax deductions for interest costs 

• Potentially achieve investment returns greater than the returns that could be achieved without 

gearing 

However, these benefits need to be considered with the following in mind:  

• Gearing will increase the risk attached to your portfolio 

• You need to ensure you have the financial ability to absorb the effect of potential falls in 

investment values and the ability to fund margin calls or rising interest payments 

• The assets purchased with borrowed funds may fall in value, even to a point where you may 

owe more than your investments are worth. 

As you are borrowing money, it is important to consider taking out appropriate insurance to cover 

repayment of the debt if you were to die, suffer a serious illness or become incapacitated.  
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2.8.5 Tax Implications of Gearing 

The taxable income from a geared investment is added to your assessable income. Generally, costs 

associated with borrowing such as interest and expenses are tax deductible. If the cost is an allowable 

tax deduction, it will be deducted from: 

• Income received from the investment 

• Other income if your investment is negatively geared. 

Tax minimisation should not be the reason for negative gearing. Any tax benefits that might accrue have 

secondary importance in this process.  

2.8.6 Loan Repayments 

If you borrow using an interest-only loan the amount borrowed will eventually still need to be repaid. 

Your financial planning strategy should make provision for this repayment. One option is for the loan 

to be repaid by selling investments. This may create a capital gains tax liability if the value of your 

investments has risen. 

Alternatively, you could choose to borrow using a principal and interest loan so you gradually pay off 

the loan amount and are able to keep the asset longer term. Or you may set up another savings strategy 

to accumulate money towards the loan repayment at a future date. For example, you could accumulate 

the savings using an insurance bond or managed fund. 

2.9 Margin Lending 

2.9.1 Margin Lending 

A margin loan can be used to borrow for investment in shares or managed funds using the investments 

as security for the loan. 

The amount you can borrow will be limited to a certain percentage of the investments used as security 

(loan value ratio). This is generally limited to 70% which means you need to also invest some of your 

own money. 

The loan can be borrowed as a lump sum. Alternatively, it can be borrowed in regular instalments to 

help take advantage of dollar cost averaging or if you want to gradually build your savings.  

Due to the volatile nature of shares and managed funds over the short term, the recommended 

investment term of a geared portfolio should be a minimum of five to seven years. 
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2.9.2 Loan to Value Ratio 

The maximum that you can borrow will be limited to a certain percentage of the investments used as 

security (generally up to 70%). This is called the Loan to Value Ratio (LVR). 

Your loan must stay below the LVR at all times. If the value of the loan goes over the allowed LVR either 

due to interest accumulating on the debt or falls in the market value of your investments, you will need 

to make a margin call to bring the ratio back into line. 

2.9.3 Margin Calls 

Regular repayments do not have to be paid on a margin loan but you must ensure the specified loan 

value ratio is not exceeded. 

If the market falls or interest is accumulating on the loan and the LVR is exceeded you will need to make 

a margin call to return the ratio to the appropriate level. A margin call request must generally be acted 

upon within 24 hours. 

To make a margin call you may need to: 

• Sell assets to repay some of the loan and reduce the level of debt 

• Add extra money to repay some of the loan 

• Add additional money/investments to the security pool to reduce the debt proportion 

Careful planning on how you will deal with a margin call is required. Selling underlying assets may result 

in selling assets at an unfavourable time and may give rise to a capital loss.  

If you take no action or are unable to meet a margin call, the lender can sell your assets to meet the 

margin call. 

The risk of a margin call arising can be reduced by: 

• Ensuring the loan is set at an appropriate level below the LVR to minimise the chance of having 

a margin call. 

• Diversifying your portfolio. 

• Reinvesting investment income to reduce the debt proportion. 

• Not allowing the interest to capitalize by making interest repayments on the loan. 

Example 

Troy has purchased a share portfolio of $200,000 using a margin loan. The maximum LVR is 60%. 

Troy needs to ensure that the value of his outstanding loan does not exceed 60% of his share portfolio 

at any time. This means his loan cannot exceed $120,000 at commencement.  

If the value of his investments falls to $150,000 Troy needs to ensure his loan is not more than $90,000. 

If the outstanding loan is higher he will need to meet a margin call. This will require him to either sell 

investments to pay off some debt or he will need to use other money to reduce the debt or to increase 

his share portfolio. 

2.9.4 Tax Implications of Gearing 

The taxable income generated by the investment is added to your assessable income. Generally, costs 

associated with borrowing, such as interest and expenses, are allowable tax deductions to reduce tax 

payable on income from the investment and/or other sources. 
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Tax minimisation should not be the reason for gearing. This is just an added advantage.  

2.9.5 Other Considerations 

Gearing must be considered in light of your investment risk profile. Given that investment returns are 

variable, it is essential to view a geared investment strategy as a long-term commitment, as this enables 

you to benefit from the returns of growth assets and to manage any short-term negative market 

fluctuations. 

Your investments are likely to provide you with income each year. This is added to your assessable 

income. Upon the sale of the investments you may have a taxable capital gain which is added to your 

assessable income and may impact your entitlements to other tax offsets or other benefits. 

2.10 Discretionary Family Trusts 

2.10.1 Discretionary Family Trusts 

A discretionary family trust is structure to hold assets in the name of an entity on behalf of family 

members.  

A trustee is appointed to manage the trust and the assets are all registered in the trustee’s name and 

are held by the trustee on behalf of the beneficiaries. Rules for how the trust can operate are included 

in a written document called a trust deed. 

The trustee has flexible powers to decide which beneficiaries will receive income and/or capital 

distributions each year. 

Family trusts may be useful for purposes such as asset protection, tax planning or estate planning. They 

can also provide benefits for family members who are unable to manage their own finances due to age, 

mental capacity or personal competencies. 

2.10.2 Setting up a Trust 

To set up a trust you need to work with a legal adviser to draft the trust deed and determine who will 

be potential beneficiaries and trustee.  

There are some key roles and you should seek legal advice to decide who is best suited to fill each role: 

• Settlor – makes the initial contribution to the trust 

• Trustee – holds the assets on behalf of the beneficiaries and makes decisions including how to 

distribute income and/or capital 

• Beneficiaries – are able to receive benefits from the trust 

• Appointer – can remove the trustee and appoint a new trustee 

Assets can be transferred into the trust. This will be a deemed disposal of the assets by the person 

transferring in the assets, and capital gains tax may be payable by that person.  

The assets are owned by the trustee on behalf of the beneficiaries of the trust. Income derived from the 

assets is paid to the trust and the trustee decides which beneficiaries will receive distributions of income 

and/or capital.  
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Assets held in a trust will not form part of your estate upon your death.  

You should seek legal and taxation advice to ensure your trust is established correctly. The trust deed 

should be drafted by a legal adviser to meet your needs. 

2.10.3 Advantages and Disadvantages of Family Trusts 

A family trust may have the following advantages and disadvantages: 

Advantages Disadvantages 

• Flexibility to decide how to distribute income 

and capital each year 

• Separation of legal ownership which may 

help to provide asset protection 

• All taxable income must be distributed or 

penalty tax (at the highest marginal tax 

rate plus Medicare Levy) will apply 

• Losses cannot be passed onto beneficiaries 

to reduce personal tax liability 

• Costs will be incurred to set up and 

managed the trust 

Assets held in a trust are not owned by any person. Instead they are held on behalf of all beneficiaries 

but with no fixed entitlements. This may provide protection against claims from events such as 

bankruptcy, divorce or legal claims. It may also provide protection for people who cannot manage their 

own finances. However, in some cases, the courts can overturn this principle and treat assets in a trust 

as if the person owned the assets directly. You should speak to your legal adviser to understand these 

risks. 

2.10.4 Taxation Rules 

Generally income of a trust (including franking credits) is distributed to beneficiaries and is taxable in 

the hands of the beneficiary at their marginal tax rate. The trust will pay tax on any undistributed income 

at the highest marginal tax rate plus Medicare levy. 

The trust must have its own Australian Business Number and Tax File number. Tax returns will need to 

be lodged each year, but if all income has been distributed the trust will not pay any tax.  

The trustee can consider the circumstances of individual beneficiaries when making the distribution. 

This means that overall tax may be minimised by making distributions to beneficiaries on lower marginal 

tax rates.  
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If the trust sells assets that have been held for at least 12 months, a 50% discount on realised capital 

gains can be claimed by individual beneficiaries who receive this distributed gain.  

You should seek taxation advice on how the income of a discretionary trust will be taxed and the optimal 

strategies for trust distributions each year. 

If you are transferring assets to the trust this will be deemed to be a disposal for capital gains tax 

purposes and you may need to pay tax on realised capital gains. You should seek taxation advice for 

the impact on your situation. 

2.10.5 Centrelink/Veterans’ Affairs (DVA) Rules 

If you have any involvement in a family trust (as trustee, appointer or beneficiary) Centrelink/DVA may 

deem you to be the ‘controller’ of the trust.  

If you are deemed to be the controller (or a close family member is the controller) the value of assets in 

the trust will be included as an assessable asset in your assets test assessment.  

Included in your income test will be the taxable income of the trust in the same proportion that you are 

deemed to own the assets. Who receives the distributions is irrelevant, however, if distributions are paid 

to someone other than the controller, Centrelink/DVA may consider this to be gifting. Amounts above 

the gifting limits will affect the controller’s income and assets tests assessment.  

If you transfer money into a trust this may be assessed as asset and income to you for Centrelink/DVA 

purposes under the “source test”.  

You should discuss your situation with Centrelink/DVA to determine the impact on your entitlements. 

2.11 How the MDA service works 

Zenith Representatives Pty Ltd offers Managed Discretionary Account (MDA) Services through an 

agreement with clients called a MDA Contract. 

By accepting the terms of a MDA Contract you will be granting your adviser an authority to take action 

on your investment portfolio (e.g buy or sell investments) without first consulting you. 

This will change the nature of the adviser-client relationship. 

Normally, your adviser provides you with advice and recommendations supported by research or other 

information to assist you to make an informed decision on those recommendations. Your adviser then 

implements whatever action you decide to take. 

If you accept the terms of an MDA Contract, you will, to some degree depending on the 

limitations/restrictions detailed in the MDA Contract, provide your adviser with the authority to make 

decisions on your investment portfolio and to implement investment transactions without consulting 

you. 

You may give instructions to your adviser on how rights relating to the financial products in your 

investment portfolio are to be exercised by providing those instructions to your adviser in writing. 

The decision to surrender full or partial control of your investment portfolio to your adviser is an 

important decision. 

You should not accept the terms of a MDA Contract provided by your adviser unless you are confident 

that he/she has a clear understanding of your circumstances, needs and objectives. 
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The significant risks of accepting the terms of a MDA Contract provided by your adviser are: 

• Your adviser may make investment decisions that you disagree with. Provided your 

adviser’s actions are within the law and the scope of the authority you have granted, and 

the adviser has acted efficiently, honestly and fairly, you will have no right of recourse. 

• This means that you will have to accept the tax consequences, transaction costs and any 

capital loss resulting from any transaction validly executed by your adviser and any 

“reversal” of that transaction that you may request. 

• If you do not promptly inform your adviser of any changes in your situation, needs and 

objectives, there is a risk that your adviser may make inappropriate investment decisions. 

You may only enter into a MDA Contract where your investment portfolio is held via a regulated 

platform such as an investor directed portfolio service (IDPS), IDPS-like scheme, superannuation wrap 

or master trust. The assets that will be managed under the terms of your MDA Contract will be held as 

part of your account on the relevant platform, and the MDA services may not include custodial or 

depository services. 

You must enter into the MDA Contract provided by your adviser before he/she can provide you with 

MDA services. Your MDA Contract will include an Investment Program prepared by your adviser that 

complies with Division 3 of Part 7.7 of the Corporations Act, and that will contain: 

• Statements about the nature and scope of the discretions your adviser will be 

authorised and/or required to exercise under the MDA Contract and the investment 

strategy that is to be applied in exercising those discretions; 

• Information about any significant risks associated with the MDA Contract; 

• The basis upon which your adviser considers the MDA Contract to be suitable for 

you; and 

• Warnings that the MDA Contract: 

▪ May not be suitable to you if you have provided limited or inaccurate 

information relating to your relevant personal circumstances; and 

▪ May cease to be suitable if your relevant personal circumstances change. 

Note that your adviser will exercise, on your behalf, all rights that relate to your portfolio arising from 

corporate actions and communications about your portfolio assets. 

Your adviser will be responsible for reviewing the suitability of the MDA Contract (including the 

Investment Program that forms part of it) to your relevant personal circumstances at least once every 

thirteen (13) months, unless the MDA Contract is terminated earlier. 

2.11.1  Risk of our MDA service 

The main risk of using the MDA service is that you will not know the changes we make to your 

investments before they are made.  However, we will only make adjustments which are consistent with 

the agreed investment strategy.  

Risks associated with investments made through the MDA service should be considered carefully.  Such 

risks are set out in the investment products profiles for the model portfolios or the offer documents for 

relevant investments.  Your financial adviser can provide access to or copies of documentation relevant 

to your investments.  

2.11.2   MDA fees and costs 

This section shows the fees and other costs you may be charged for using our MDA service. These fees 

and costs may be deducted from your money, from the returns on your investment or from the assets 

managed in connection with the MDA services. 
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You should read all the information about fees and costs because it is important to understand their 

impact on your investments managed in accordance with the MDA services. 

Managed Discretionary Account 

Establishment Fee 

The fee to open your investment 
Nil Not applicable 

Contribution Fee1 

The fee on each amount contributed to your investment 
Nil Not applicable 

Withdrawal Fee1 

The fee on each amount you take out of your investment 
Nil Not applicable 

Exit Fee1 

The fee to close your investment 
Nil Not applicable 

[MDA advice fee] Nil Not applicable 

Investment research fee 0.495%p.a. 
Directly from your 

investment monthly 

Switching fee 

The fee for changing investment options 
Nil Not applicable 

¹ This fee includes an amount payable to an adviser. 

2.11.3   Example of annual fees and costs for MDA services 

This table gives an example of how the fees and costs for the MDA Service can affect your investment 

over a 1-year period. You should use this table to compare this product with other similar investment 

products.  

EXAMPLE — MDA service BALANCE OF $50,000 WITH A CONTRIBUTION OF $5,000 

DURING YEAR 

Contribution 

Fees 

Nil For every additional $5,000 you put in, you will be charged $0 

Plus 

Management 

Costs 

0.495%p.a. And, for every $50,000 managed under the MDA service, you will 

be charged $247.50 each year. 

EQUALS Cost of 

MDA service 

272.25 If you had an investment of $50,000 at the beginning of the year 

and you put in an additional $5,000 during that year, you would be 

charged total fees of $272.25. 

 

What it costs you will depend on the investment option you 

choose and the fees you negotiate. 

This example is illustrative only and fees and costs may vary for your actual investment. This example 

only shows the fees and costs that relate to receiving the MDA services, which can only be received in 

connection with your platform account. The example does not include the fees and costs of the 

underlying investments acquired through that platform. Additional costs will be charged by the issuers 

of the products that may be acquired as part of your MDA service via your platform account. Refer to 

the disclosure document for your platform for an explanation of the fees payable in connection with 

your platform account. 

 



 

35 | P a g e  
 

3. Super and SMSF 

3.1 Superannuation 

3.1.1 Superannuation 

Superannuation is a tax advantaged way of saving for retirement and makes up two of the three “pillars” 

of the Government’s retirement income policy. The three pillars are: 

• A Government funded means-tested age pension 

• Compulsory superannuation contribution (i.e. the Superannuation Guarantee) 

• Voluntary superannuation contributions 

Superannuation is often simply referred to in everyday conversation as “super”. The Australian 

superannuation sector has grown to become one of the largest private pension funding arrangement 

in the world with assets exceeding $2.6 trillion as at December 2018. 

Superannuation consists of two distinct components: 

Compulsory Superannuation 

If you work in Australia, your employer may have to contribute to a superannuation fund for you under 

the Superannuation Guarantee system if you: 

• Are paid a salary or wages of $450 or more in a calendar month; 

• Are over 18 years of age, working on a full-time, part-time or casual basis; or 

• If under 18 years of age, you are employed for more than 30 hours per week. 

In certain limited situations, and industrial award or workplace agreement may impose additional 

superannuation obligations of an employer. 

Superannuation payments are paid by your employer in addition to the salary or wages you receive. If 

you are eligible for superannuation, your employer will pay your superannuation directly into a 

superannuation fund. 

Voluntary Superannuation 

In addition to compulsory superannuation contributions, individuals may make their own contributions 

from their “after-tax” income, self-employed and predominantly self-employed people may be able to 

make personal contributions that may be tax deductible to them, and employers may make additional 

contributions for an employee, generally structured under a “salary sacrifice” arrangement. Salary 

sacrificed contributions are made from an employee’s pre-tax salary 

3.1.2 Types of Funds 

There are a number of different types of superannuation funds. Knowing the different types of fund will 

make it easier for you to choose a fund that is appropriate for your purposes. Superannuation funds 

can be grouped into a number of categories. Features differ in each category. 

Retail Funds  

These are usually run by banks or investment companies, their general characteristic are as follows: 

• Anyone can join; 
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• They often have a large number of investment options, sometimes in the hundreds; 

• They are usually used by financial advisers who may receive a fee or commission; they offer 

both accumulation and pension fund options most Australians have their superannuation in an 

accumulation fund. They are called 'accumulation' funds because your money grows or 

'accumulates' over time, but with the ageing population, many Australians are now using their 

superannuation to provide regular income payments in retirement; 

• Most retail funds range from mid to high cost, but some are now offering a low cost alternative; 

• The company that owns the fund aims to retain some profit. 

Industry Superannuation Fund 

Larger industry superannuation funds are open for anyone to join. Some others are restricted to 

employees in a particular industry. The main features of an industry fund are: 

• They usually have a range of investment options, which will meet most people's needs; 

• They are generally low to mid cost funds although some have high fees; 

• They are 'not for profit' funds which means all profits are put back into the fund for the benefit 

of all members. 

Public Sector Funds 

Public sector funds were created for employees of Federal and State government departments. Most 

are only open to government employees. The main features are: 

• Some employers contribute more than the 9% minimum; 

• A modest range of investment choices that will meet most people's needs; 

• Many long-term members have defined benefits, newer members are usually in an 

accumulation fund; 

• They generally have very low fees; 

• Profits are put back into the fund for the benefit of all members. 

Corporate Superannuation Funds 

A corporate fund is arranged by an employer, for its employees. 

Some larger corporate funds are 'employer sponsored' funds where the employer also operates the 

fund under a board of trustees appointed by the employer and employees. 

Other corporate funds will be operated by a large retail or industry superannuation fund (especially for 

small and medium-sized employers). 

Features of these funds include: 

• Funds run by the employer or an industry fund will return all profits to members. Corporate 

funds run by retail companies will retain some profits; 

• If it is managed by a retail or industry fund it may offer a wide range of investment options; 

• They are generally low to mid cost funds for large employers but may be high cost for small 

employers; 

• Some older corporate funds have defined benefit members, most others are accumulation 

funds. 
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Eligible Rollover Fund 

An Eligible Rollover Fund (ERF) is a holding account for lost members or inactive members with low 

account balances. These funds often have low investment returns and may charge high fees. 

Your money is likely to grow faster if you consolidate your ERF with your active superannuation fund. 

Self-Managed Superannuation Fund (SMSF) 

SMSFs are essentially DIY superannuation for those that want the hands-on control with their 

superannuation. Of course, with added control comes added responsibility and workload. 

SMSFs can be suitable for people with significant superannuation savings and skills in financial and legal 

matters. You must be prepared to research and track your superannuation investments regularly if you 

want to manage them yourself.  

You can set up your own private superannuation fund and manage it yourself, but only under strict rules 

regulated by the Australian Taxation Office (ATO). 

A SMSF can have one to four members. Each member is a trustee (or director if there is a corporate 

trustee). 

Running your own fund is complex so think carefully before setting one up. If you set up a SMSF you 

must: 

• Carry out the role of trustee or director, which imposes important legal duties on you; 

• Use the money only to provide retirement benefits; 

• Set and follow an investment strategy that ensures the fund is likely to meet your retirement 

needs; 

• Keep comprehensive records and arrange an annual audit by an approved SMSF auditor. 

If you're running a SMSF, you will typically need: 

• A large amount of money in the fund to make set up and yearly running costs worthwhile - 

usually at least $200,000; 

• To budget for ongoing expenses such as professional accounting, tax, audit, legal and financial 

advice; 

• Plenty of time and energy to manage the fund; 

• Financial experience and skills so you are more likely to make sound investment decisions; 

• Separate life insurance, including income protection and total and permanent disability cover. 

You can pay an adviser a fee to do the administration or help with the investment decisions for your 

SMSF. However, you cannot pass on the responsibility of being a trustee or director. 

3.1.3 Types of Contributions 

When money is paid into a superannuation fund, it is referred to as a contribution. There are two types 

of contributions; concessional contributions and non-concessional contributions. Concessional 

contributions include contributions made by an employer, personal contributions that will be subject to 

a personal tax deduction, and any other contributions that are not a non-concessional contribution. 

A non-concessional contribution is one that is made by an individual on their own behalf, or for their 

spouse, or children under 18 years of age. 
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3.1.4 Investing Money within Superannuation 

Most superannuation funds will provide their members with some flexibility in deciding how they would 

like their superannuation savings invested. The range of investment options will vary between funds 

with some funds offering only a small number of options, through to other offering hundreds of 

different investment options. 

Unless you are an experienced investor, it would be prudent to seek specialist advice from a licensed 

financial planner before deciding where your superannuation savings are to be invested. 

3.1.5 Components of a Superannuation Benefit 

Accumulated superannuation benefits may be classed as a taxable component and/or a tax-free 

component. 

For those people with an accumulation account, the tax-free component will generally be made up of 

any non-concessional contributions they have made to the fund. The taxable component comprises of 

concessional contributions, and investment earnings that accrue of both concessional and non-

concessional contributions.   

When a person commences to draw an income stream from their superannuation fund, the taxable and 

tax-free components are crystallised at the time the pension commences. Future investment earnings 

are apportioned between the taxable and tax-free components.  

When withdrawing money from superannuation, benefits are apportioned between the taxable and tax-

free components in proportion. It is not possible to select that a partial withdrawal or income stream 

payment be tax from one component only.   

3.1.6 Taxation of Superannuation 

Superannuation is concessionally taxed but is not necessarily tax free, except in certain situations. 

• Non-concessional contributions are not taxed in the hands of the superannuation fund. 

However, non-concessional contributions that exceed the non-concessional contribution cap, 

are taxable in the hands of the person for whom the contributions are made. 

• Concessional contributions are taxed as income to the superannuation fund to which they are 

made. The rate of tax is 15%, however contributions for a person with an adjusted taxable 

income of more than $250,000 per annum, are taxed at a rate of 30%. This is referred to as 

Division 293 tax. 

• Income received by a superannuation fund on its investments is generally taxed at a rate of 

15%. Where the superannuation fund is paying an income stream to a member or members, 

the income derived from the investments being used to support the income payments is 

generally not taxed within the superannuation fund. The tax exemption on earnings does not 

apply to pensions being paid under transition to retirement rules. 

• Capital gains made by a superannuation fund, subject to meeting certain taxation conditions, 

are taxed as income to the fund (accumulation account interests) however they may be subject 

to a 33.33% discount. Capital gains derived from the disposal of pension or income stream 

assets are generally tax free to the superannuation fund. 

• Lump sum benefits paid by a superannuation fund to it members are tax free to the extent the 

benefit is derived from a members’ tax-free component. Benefits that comprise of a taxable 

component are tax free if paid after the member reaches age 60. If aged under 60, the tax-free 
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component of a benefit payment will be taxed on a sliding scale, depending on the age of the 

member at the time of withdrawing their benefit. 

• Where a benefit is paid in the form of an income stream or pension, the benefit will be tax-free 

once the member reaches age 60. When an income stream is paid to a person under age 60, 

the income may be taxable depending on the components of the benefit, and the age of the 

member at the time the benefit is paid. 

• For those who are members of older style public sector superannuation funds, and 

constitutionally protected funds are subject to taxation treatment that differs from that 

mentioned above. 

3.1.7 Getting Money Out of Superannuation 

Most superannuation benefits are preserved, meaning that they cannot be accessed until such time as 

a “condition of release” has been met. 

The most common conditions of release include: 

• Attaining age 65; 

• Retirement on or after reaching preservation age; 

• Death; 

• Diagnosis of a terminal illness; 

• Permanent incapacity; 

• Temporary incapacity; 

• Reaching preservation age and not retiring; 

• Severe financial hardship; 

• Compassionate grounds. 

Specific restrictions apply to the release of superannuation benefits on grounds of temporary incapacity, 

reaching preservation age but not having retired, and in cases of severe financial hardship and 

compassionate grounds. 

Preservation age is 55 for people, born before 1 July 1960. For those born after that date, preservation 

age is progressively increasing to 60 years of age, as set out in the following table: 

Date of Birth Preservation Age 

1 July 1960 – 30 June 1961 56 

1 July 1961 – 30 June 1962 57 

1 July 1962 – 30 June 1963 58 

1 July 1963 – 30 June 1964 59 

After 30 June 1964 60 

Your benefits can be paid as a lump sum or an income stream, depending on your circumstances and 

the fund. 

3.1.8 Lump Sum 

Lump sum withdrawals are usually tax-free if you are over 60. If you’re aged between your preservation 

and 59, or a public servant with untaxed super, you’ll probably pay tax.  

Some of the benefits from withdrawing a lump sum are: 

• Clear debts, or pay other necessary expenses, which will save you money in the long run; 
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• Invest outside of superannuation and put it in a simple savings or investment product, such as 

a low-fee savings account or term deposit, or another investment that suits your needs. This 

may help ensure you have some cash for short to medium-term needs; 

• You might be able to pay for something that wasn’t affordable before, such as travel, home 

improvements or a car. 

The drawbacks however are as follows; 

• You may be tempted to overspend or live beyond your means until the money runs out;  

• Spending now will reduce your retirement income in the future;  

• Tax may apply to investment earnings outside super. Investments can grow tax-free in a 

retirement income stream. 

3.1.9 Income Stream 

An income stream is paid when you commence to draw a pension from your superannuation fund or 

account. 

The benefits from an income stream are: 

• Pay less tax. By keeping your money in the superannuation system your investment earnings 

are tax-free, and for most people over 60, income payments are also tax-free; 

• Your money can be invested in a time frame that suits your needs; 

• Your money may last longer if you withdraw it in stages as an income stream, rather than all at 

once. 

The Government has set minimum amounts that must be withdrawn from your income stream each 

year. The minimum level of income you must draw is based on the balance of your superannuation fund 

at the beginning of the financial year, and a percentage factor based on your age. If you commence a 

pension part way through a financial year, the minimum income you must draw is pro-rated. 

There is no statutory maximum to the amount of income you draw in a financial year unless your income 

stream is being paid under the “transition to retirement” rules. Where you commence a pension at any 

time between your preservation age and age 65, and you have not retired, the maximum amount of 

income you can draw each year is limited to 10% of your pension account balance. 

The following table shows the minimum income payment that must be made on an annual basis: 

Age Minimum Withdrawal 

Under 65 4% 

65-74 5% 

75-79 6% 

80-84 7% 

85-89 9% 

90-94 11% 

95+ 14% 

3.2 Concessional contributions 

3.2.1 Concessional contributions 

Concessional contributions are contributions made to a super fund that are not treated as a non-

concessional contribution.  
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They include contributions made by an employer on behalf of an employee including the 9.5% super 

guarantee contributions, and contributions made under an effective salary sacrifice arrangement.  

Personal contributions may also be treated as concessional contributions where the person making the 

contribution claims a personal tax deduction for their contribution. 

Contributions made for the benefit of another person, including contributions made for relatives (other 

than a spouse) and children over the age of 18, are treated as concessional contributions, whether or 

not the person making the contribution is eligible to claim a tax deduction for the contribution. For 

example, a contribution made by a grandparent on behalf of a grandchild will generally be treated as a 

concessional contribution.  

3.2.2 Eligibility to contribute 

Concessional contributions can be made for or on behalf of a person under age 65 regardless of whether 

they work or not.  

Between age 65 and 75 a work test generally needs to be met in order for a super fund to be able to 

accept the contribution. The work test requires a person to have been gainfully employed for at least 

40 hours worked within a 30 consecutive day period in the financial year in which the contribution is to 

be made. It is customary for the work to have been done before the contribution is made. However, 

changes that took effect from 1 July 2019 allow a person aged between 65 and 75 to make a 

contribution in the year following that in which they last met the work test, provided their total 

superannuation balance at the end of the previous financial year was less than $300,000. 

Even where the work test has been met, concessional contributions cannot generally be made after the 

28th day of the month following that in which a person turns 75. There is one exception to the age limit. 

Mandated employer contributions (e.g. super guarantee contributions) can be made irrespective of age. 

3.2.3 Taxation of concessional contributions 

Concessional contributions are treated as assessable income of the super fund to which they are made. 

They are taxed within the fund at a rate of 15%. 

High income earners – people with an income of more than $250,000 per annum – pay an additional 

tax of 15% on their concessional contributions. This is referred to as Division 293 tax and is levied on 

the taxpayer personally, rather than on their super fund. 

Income for Division 293 purposes includes [taxable income + amounts subject to family trust 

distribution tax + reportable fringe benefits + net investment losses + ‘low tax contributions’ – the low 

rate part of a super lump sum received by a taxpayer under 60 but who has reached preservation age.] 

Low rate contributions are concessional contributions within the concessional contribution cap. It 

excludes excess contributions. 

3.2.4 Contribution Cap 

There is a limit of the amount of concessional contributions that may be made in a financial year. This 

is referred to as the concessional contribution cap. This is currently $25,000 per annum. 

3.2.5 Excess concessional contributions 

Where the concessional contribution cap is exceeded, the Australian Taxation Office will issue an excess 

concessional contribution determination.  The determination will include details of the excess 

concessional contribution together with an excess contribution charge. Excess contributions, together 

with the excess contribution charge may be released from super provided the individual makes an 
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election within 21 days of receiving the determination. Where an election is made, the Australian 

Taxation Office will issue a release authority allowing the excess to be withdrawn from super. The 

withdrawn amount is remitted by the super fund to the Australian Taxation Office. The excess 

contributions are taxed at the taxpayer’s marginal tax rate. A non-refundable 15% tax offset is applied 

to offset the tax already paid by the super fund. Any remaining amount, after deducting relevant tax, 

will be returned to the taxpayer. 

Excess contributions not withdrawn from super will also counted against a person’s non-concessional 

contribution cap. 

Responsibility for tracking the level of contributions rests with the member of the fund, and not with 

their super fund. 

Where any doubt exists regarding contributions made to super (including premiums paid for life 

insurance policies held through super) details should be checked with the super fund or financial adviser 

before making further contributions. 

3.2.6 Carry forward of unused cap 

From 1 July 2018, the unused portion of the concessional contribution cap that accrues from 1 July 2018 

may be carried forward for a period of up to 5 years. This measure on applies to those people with a 

total superannuation balance of less than $500,000. 

3.2.7 Salary sacrifice arrangements 

The Australian Taxation Office has set out its requirements for an effective salary sacrifice arrangement. 

The basic requirements for a salary sacrifice arrangement to be effective include: 

• The arrangement must be established before any work is performed that gives rise to 

remuneration. An arrangement established after work has been done may be regarded as 

ineffective. 

• There must be an agreement in place between the employer and employee. Preferably the 

agreement should be in writing. 

The sacrificed salary must be permanently forgone for the period of the agreement. 

3.2.8 Low income superannuation tax offset (LISTO) 

Where a person has adjusted taxable income of less than $37,000 the government will refund the 

contributions tax on the first $3,330 of concessional contributions. This provides a refund up to $500 

per year. This is paid automatically to the super fund to be credited to the person’s super account. 

To qualify for LISTO, at least 10% of total income must be derived from employment or self-

employment. 

3.3 Concessional Contribution Carry Forward 

3.3.1 Concessional Contribution Carry Forward 

One of an extensive range of superannuation reforms the Federal Government announced in its 2016 

Budget relates to the opportunity for eligible people to carry forward the unused portion of their 

concessional contribution cap. Now legislated, this initiative commenced from 1 July 2018. 

3.3.2 What is a concessional contribution? 

Concessional contributions comprise of: 



 

43 | P a g e  
 

• Contributions made by an employer on behalf of their employees to fulfil their Superannuation 

Guarantee obligations, 

• Contributions made under an effective salary sacrifice agreement between an employee and 

their employer,  

• Other discretionary contributions made by an employer.  

• Personal contributions made by an individual where a personal tax deduction is to be claimed, 

and  

• Contributions made by third parties, such as contributions made by a parent for their adult 

children. 

• Concessional contributions can be made for or on behalf of a person under age 65 regardless 

of whether they work or not.  

3.3.3 Concessional contribution cap 

From 1 July 2017, the maximum concessional contributions that could be made to superannuation in 

any one financial year was limited to a maximum of $25,000. This is referred to as the concessional 

contribution cap.  

Th cap will increase in the future in line with movements in Average Weekly Ordinary Time Earnings, in 

increments of $2,500. This means, it may be some year before the concessional contribution cap is 

increased to $27,500. 

3.3.4 Total Superannuation Balance 

To be eligible to carry forward the unused portion of the concessional contribution cap, a person must 

have a total superannuation balance of less than $500,000. The total superannuation balance is the total 

of all the money a person has in the superannuation system as at the previous 30 June.  

When calculating the total superannuation balance all amounts held in superannuation accumulation 

accounts, the balance of any accounts paying a pension, and amounts being transferred between 

superannuation, are included. 

For example, a person with $200,000 is a superannuation accumulation account and a pension account 

balance of $250,000, as at the previous 30 June, will have a total superannuation balance of $450,000. 

3.3.5 How the carry-forward opportunity works 

Any unused concessional contribution cap that accrues from 1 July 2018 may be carried forward for a 

period of up to five years.  

If the concessional contribution cap was not fully utilised in any financial year before 1 July 2018, the 

unused portion cannot be carried forward. 

Example 
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Elaine has a total superannuation balance of less than $500,000 as at 30 June 2018. 

Her employer makes concessional contributions of $8,000 in the 2018-19 financial year. She also makes a personal 

tax deductible contribution of $2,000, bringing her concessional contributions for the year to $10,000. 

Elaine’s unused concessional contribution cap is $15,000 (i.e. $25,000, less $10,000). 

She can carry the unused portion of her concessional contribution cap forward for up to 5 years.  

This means that in 2019-20, the maximum amount of concessional contributions that could be made, provided 

her total superannuation balance as at 30 June 2019 was less than $500,000 is $40,000 (the standard $25,000 

concessional contribution cap, plus $15,000 carried forward from 2018-19). 

The following table illustrates the application of the carry-forward opportunity: 

 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 

CC Cap* 
$25,000 $25,000 $25,000 $25,000 $25,000 $25,000 $25,000 

CCs Made 
$10,000 $10,000 $0 $35,000 $25,000 $25,000 $28,000 

Unused 

cap 

$15,000 $15,000 $25,000 $0 $0 $0 $0 

C/F 

applied 

N/A $0 $0 $10,000 $0 $0 $3,000 

Unused 

C/F 

$15,000 $30,000 $55,000 $45,000 $45,000 $45,000 $37,000** 

*   Indexation of the concessional contribution cap has been ignored 

** Remaining unused cap from 2018-19 of $5,000 has dropped off – 5 years have elapsed.    

3.4 Non-concessional Contributions 

3.4.1 Non-concessional Contribution 

A Non-concessional Contribution (NCC) is a personal contribution made to a superannuation fund by 

an individual for their own benefit or for the benefit of their spouse or children under 18 years of age. 

NCCs are generally made from after-tax income, from savings, and from the sale of other investments 

and assets. NCCs may also be made from inheritances, gifts and windfalls. 

Where a tax deduction will be claimed for personal contributions, they are treated as a concessional 

contribution.  

3.4.2 NCC Limits 

The annual limit or ‘cap’ that applies to NCCs is $100,000 per annum, however up to three years 

contributions may be made in a single year in certain circumstances. 

A NCC can only be made for an individual where they have a ‘total superannuation balance’ of less than 

$1.6m.  

The total superannuation balance is the sum of all amounts a person has in superannuation at the 

previous 30 June. This includes amounts held in both accumulation accounts and accounts paying a 
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pension for income stream. Where a person is a member of a defined benefit or constitutionally 

protected fund, special rules apply to determine their total superannuation balance. 

3.4.3 Three year bring forward rule 

Provided a person was under the age of 65 at the start of the financial year in which they intend to make 

a NCC, they may be able to bring forward up to three years contributions. The three year bring forward 

rule is triggered when NCCs in a financial year exceed $100,000. When this occurs, the maximum that 

may then be contributed over the course of the next two financial years is $300,000, less NCCs made in 

years 1 (and 2). 

People aged between 65 and 75 are unable to make contributions under the three year bring forward 

rule unless they triggered it before turning 65. If triggered in a previous year, the remaining balance of 

the three year cap may be contributed, subject to meeting the rules relating to contributions (e.g. 

meeting the ‘work test’). 

Where a person has a total superannuation balance of $1.4m or more, the amount that can be 

contributed under the three year bring forward rule is scaled back as shown in the following table: 

Total superannuation balance Maximum NCC 

Less than $1,400,000 $100,000 + 2 years = $300,000 

$1,400.000 to $1,499,999 $100,000 + 1 year   = $200,000 

$1,500,000 to $1,599,999 $100,000 

$1,600,000 or more $0 

3.4.4 Taxation of NCC’s 

When a NCC is made to a superannuation fund it is not taxable in the fund. 100% of the contribution, 

less any entry fee charged by the fund (if applicable) is invested for the benefit of the person form whom 

the contribution is made. 

NCC form part of an individual’s tax-free component within super. When the tax-free component is paid 

as either a lump sum or as an income stream, the benefit is tax-free in the hands of the recipient. 

Investment earnings that accrue on the tax-free component of a benefit are added to the taxable 

component where the fund is in the accumulation phase, and is apportioned between an individual’s 

taxable and tax-free components when the fund is paying an income stream. 

3.4.5 Exceeding the NCC cap 

If NCCs exceed the allowable cap, the Australian Taxation Office will issue an excess NCC determination. 

Provided an election is made to withdrawn the excess NCCs together with associated earnings, which 

are taxed at an individual’s marginal tax rate, no other penalty is applied. A 15% tax offset is provided 

to compensate for the tax paid by the superannuation fund on the associated earnings. 

Where an election is not made within the prescribed time (within 60 days of the date the determination 

was issued), the Australian Taxation Office will tax the excess NCCs at a rate of 47%. The Australian 

Taxation Office has the power to order the compulsory release of excess NCCs from a superannuation, 

where the election is not made by the member of the fund. 

3.4.6 Benefits of NCC’s 

Making NCCs to superannuation can assist increasing retirement savings and by adding a member’s 

tax-free component.  

This may result in a member receiving tax-free lump sum and income stream benefits from their fund. 

Where member of a superannuation passes away, the tax-free portion of their accumulated savings is 
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tax-free when paid to their legal personal representative (i.e. their Estate) or directly to other 

beneficiaries. 

People making NCCs may be eligible to receive a Government co-contribution and/or the spouse 

contribution tax offset. 

3.5 Downsizer Contributions 

3.5.1 Downsizer Contributions 

From 1 July 2018, eligible people who sell their main residence may contribute up to $300,000 of the 

sale proceeds to super without being constrained the usual restrictions that otherwise apply to 

contributions, including age limits and contribution caps. 

Contributions made to super under this arrangement are referred to as ‘downsizer contributions’ and 

are subject to specific rules. Downsizer contributions are treated separately to concessional and non-

concessional contributions. 

3.5.2 How it works? 

To be eligible to make downsizer contributions, a number of conditions need to be met, including: 

1. Contributions can only be made by a person aged 65 or over; 

2. The contributions arise from the sale of a residence that has, at some or all of the time of its 

ownership, qualified as the person’s main residence for capital gains tax purposes; 

3. The residence has been owned by the person and/or their spouse for at least 10 years; 

4. The contribution of up to $300,000 is made from the sale proceeds of the residence within 

90 days of change of ownership (settlement); 

5. The contract for sale of the property was entered into on or after 1 July 2018; 

6. An election to make a downsizer contribution is made in the approved form; and 

7. The person has not previously made a downsizer contribution. 

3.5.3 Qualifying residence 

To qualify as a downsizer contribution, the sale proceeds from which the contribution is to be made 

must be in respect of the sale of a property that has, at some time during its ownership, qualified for a 

capital gains tax exemption as the person’s, or their spouse’s main residence. 

Therefore, the sale proceeds from the sale of a commercial property, or an investment property that has 

never qualified for the main residence capital gains tax exemption, do not qualify as a downsizer 

contribution. 

Furthermore, a qualifying residence does not include a houseboat, caravan, or mobile home. 

Making a downsizer contribution is contingent upon selling a qualifying residence. However, there is no 

requirement that a replacement residence must be purchased. For example, a person selling their home 

and planning to rent a property, relocating to a retirement village or aged care facility, or moving in 

with family, may still make a downsizer contribution.    

3.5.4 How are contributions treated? 

A downsizer contribution will be treated as part of the contributor’s tax-free component of their 

superannuation. Therefore, it will not be subject to tax at the time the contribution is made to the super 

fund. 
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Contributions to super by made people aged 65 or older can generally only be made where they meet 

a work test. That is, they are gainfully employed or self-employed for a period of at least 40 hours, 

worked within 30 consecutive days, in the financial year in which the contribution is to be made.  

Furthermore, contributions can generally not be made after the 28th day of the month following that in 

which a person turns 75 years of age. 

People wishing to make downsizer contributions are not subject to either of the conditions mentioned 

in the previous two paragraphs. That is, they are not required to meet the work test, nor are 

contributions restricted to people under the age of 75. 

There are a number of restrictions that apply to non-concessional contributions to superannuation. 

These include: 

1. Contribution caps – a non-concessional contribution is currently limited to a maximum of 

$100,000 per annum. In certain circumstances, up to a further two years contributions may be 

brought forward, allowing a contribution of up to $300,000 to be made in one financial year.  

2. Total super balance – where a person has a total super balance (i.e. the total value of all 

their super interests) that exceeds $1.6m, they are unable to make non-concessional 

contributions. 

However, as downsizer contributions are not treated as non-concessional contributions, these 

restrictions don’t apply. The fact an individual may have exhausted their non-concessional contribution 

cap or have a total superannuation balance that exceeds $1.6m, does not preclude them from making 

a downsizer contribution provided the relevant conditions have been met.  

Downsizer contributions count towards a person’s total superannuation balance. This may impact on 

their ability to making future non-concessional contributions and receive other Government benefits 

such as the Government co-contribution and a tax offset for contributions they may make for an eligible 

spouse. 

3.5.5 Transfer balance cap and taxation 

The super reforms introduced from 1 July 2017 restrict the amount that a person may transfer to a super 

income stream or pension. This is known as the transfer balance cap. The transfer balance cap is currently 

$1.6m. 

As a consequence, even though a person is able to make a downsizer contribution, the contribution 

may not be able to the transferred to a pension account where the person has already exhausted their 

transfer balance cap. While the downsizer contribution remains in a super accumulation account, the 

investment earnings that accrue on the contribution will be taxed within the super fund at a rate of 15%. 

This is in contrast to the retirement phase where the investment earnings on super benefits that are 

supporting an income stream or pension are exempt from tax at the fund level. 

Furthermore, investment earnings that accrue on an accumulation account form part of the fund 

member’s taxable component of their benefit. This may have taxation implications where an individual’s 

superannuation benefit, on their death, is likely to pass to a ‘non-tax dependent’ such as an adult child 

of the deceased member.     

By contrast, if the downsizer contributions can be applied to a retirement phase pension, the investment 

earnings that accrue are exempt from tax and form part of the member’s tax-free component. 
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3.5.6 Social security 

A person’s main residence is generally exempt from the assets and income test when assessing 

entitlement for Social Security and Department of Veterans Affairs benefits, including the age pension 

or service pension. 

However, selling the main residence and depositing the surplus sales proceed to a bank account, 

allocating to other investments, or making a downsizer contribution to super may result in amounts 

that have previously been exempt from the assets and income tests now being assessed under these 

tests. This may result in the loss of, or a reduction in the amount of pension being paid.  

When the main residence is sold and the proceeds are to be applied to the purchase of a new main 

residence, that portion of the sales proceeds to be applied to the new purchase may continue to be 

exempt from the assets test for a period of time (generally 12 months). The amount to be applied to 

the purchase of the new home will however be included as deemed income under the income test, until 

such time as the new home is acquired. 

3.5.7 Case study 

Fred and Francis are aged 68 and 66 respectively. They have owned their family home for 12 years 

however for the first 3 years of their ownership, it was rented. They list their home for sale in May 2018 

and enter a contract to sell the home for $900,000 in July 2018. They are planning to buy an apartment 

for $500,000. The surplus arising from the sale of their main residence is $400,000. They could each 

make a downsizer contribution of $200,000, or any other combination, subject to a maximum of 

$300,000 per person. 

If Fred and Francis are receiving an age pension, the surplus proceeds from the sale of their main 

residence ($400,000) will be treated as an assessable asset and will result on their age pension reducing 

or ceasing to be payable, depending on their overall financial position.  
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3.6 What is a Self Managed Superannuation Fund? 

3.6.1 Self Managed Superannuation Fund 

A Self Managed Superannuation Fund (SMSF) is a superannuation fund with less than five members. 

SMSFs are generally established by family members wishing to consolidate their family’s superannuation 

savings. 

The members cannot be employees of other members, unless they are relatives. Each member of the 

fund must take on the trustee role. 

An SMSF is still governed by superannuation laws in the Superannuation Supervision Industry (SIS) Act 

and taxation legislation that relates to superannuation. These funds are regulated by the Australian 

Taxation Office (ATO). 

3.6.2 The Role of Trustee 

An SMSF can either have individuals who act as the trustee or a corporate trustee. Strict rules apply as 

to who can be a trustee or director of a corporate trustee and each person must not be a disqualified 

person. 

Downsizer Contributions 
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If members choose to have individual trustees, each member must act as trustee. No-one can be a 

trustee without also being a member unless the fund only has one member. In this case, a second person 

needs to be nominated as trustee.  

Where an SMSF has a corporate trustee, each member must be a director of that company, and each 

director must be a member. If the fund only has one member, that person can be the sole director or a 

second director may be appointed. If using a corporate trustee, it is generally best to use a company 

that has no other purpose. 

 

A person cannot act as trustee (or director of a corporate trustee) if they are a disqualified person. This 

means they also cannot be a member of an SMSF. A disqualified person is someone who: 

• Has ever been convicted of an offence involving dishonesty; 

• Has ever had a civil penalty order under the Superannuation Industry (Supervision) Act 1993 

made against them; 

• Is an insolvent under administration (i.e. they are an undischarged bankrupt);  

• Has been disqualified from acting as a trustee. 

A company cannot act as trustee if a responsible officer is a disqualified person or the company is in 

liquidation.  

In certain situations, a person can be a member of an SMSF but may be unable to fulfil the role of 

trustee. In these cases, it may be possible for another person to act in their place as either the member’s 

legal personal representative or under an Enduring Power of Attorney (EPoA). These situations include: 

• Death of the member 

• The member is under age 18 

• The member has lost mental capacity 

• The member wishes to hand over power to their EPoA 

Legal advice should be sought in these situations to ensure the SIS rules are not breached and to ensure 

the correct process to appoint the replacement trustee is followed. 

3.6.3 Trustee Declaration 

Trustees must accept the role in writing and verify that they are not a disqualified person.  

All new trustees and directors of trustee companies are also required to complete a ‘trustee declaration’ 

within 21 days of being appointed a trustee. This form is available from the ATO. It does not have to be 

sent back to the ATO but must be retained for at least 10 years and be made available to the regulator 

if requested. 
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3.6.4 Investment Strategy 

The trustees are required to formulate, regularly review and give effect to an investment strategy. The 

investment strategy is a document that outlines the key investment guidelines to be adopted by trustees 

when investing the SMSFs funds. 

When preparing an investment strategy, consideration must be given to the following: 

• The risks in making, holding, and realising investments and the likely return to be derived, 

having regard to the fund’s objectives and expected cash flow requirements; 

• The composition of the SMSF’s investments to ensure sufficient diversification (as appropriate); 

• The ability to liquidate investments to meet cash flow requirements as they arise; 

• The ability of the fund to discharge its liabilities as they arise (including the ability to pay benefits 

to members as required); 

• Whether the trustees of the SMSF should hold insurance cover for the members of the SMSF. 

This strategy should be documented in writing and be reviewed regularly (at least annually). Investments 

that do not fit within the strategy cannot be held. 

3.6.5 Further Information 

The ATO has produced a range of publications, videos and other information to help trustees of SMSFs. 

Trustees are encouraged to access this information and review it. Information can be accessed from the 

ATO’s website (www.ato.gov.au). 

3.7 Superannuation Choice 

3.7.1 Superannuation Choice 

Most employers allow employees to choose a superannuation fund for Superannuation Guarantee (SG) 

contributions to be paid into. You should check with your employer whether you are eligible. 

If you are given a choice and don’t choose a fund, your employer will pay your contributions into a 

default superannuation fund that they have chosen.  

3.7.2 Are You Eligible for Choice? 

Employees who are employed under the following awards are generally entitled to superannuation 

choice: 

• A federal award 

• A former state award (notional agreement preserving state award) 

• An award or agreement that does not require superannuation support 

• No award or agreement 

Certain federal and state public sector employees and members of certain defined benefit funds may 

not be eligible to choose their own fund. Choice also may not apply if the award determines the 

superannuation fund. 

3.7.3 Which Contributions Does Superannuation Choice Apply to? 

Superannuation choice applies specifically to SG contributions. Your employer can also pay other 

superannuation contributions to the chosen fund, however this is not a legal requirement. Other 

contributions include:  
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• Personal after-tax contributions 

• Salary sacrifice contributions 

• Voluntary employer contributions   

If your employer decides not to pay these additional contributions to your chosen fund, the 

contributions will be made to the default fund chosen by your employer. 

If you have a salary sacrifice arrangement with your employer you should specify in the agreement 

which fund contributions should be paid into.   

3.7.4 How to Make a Choice 

Superannuation choice may be initiated by yourself or your employer. In either case you need to 

complete a Standard choice form and give it to your employer. This form is available on the Tax Office 

(ATO) website or from your employer. 

When you start a new job your employer has 28 days to give you a standard choice form. If you are an 

existing employee, you can ask your employer for a form at any time and they have 28 days to give you 

one, unless you have already made a nomination within the previous 12 months.  

You are able to change the superannuation fund you have nominated but you can only make one choice 

in a 12 month period (unless your employer agrees). 

Your employer selected fund often provides a minimum level of insurance cover. If you elect your own 

superannuation fund you will not have access to this insurance cover. It is important to ensure you have 

appropriate life insurance based on your circumstances before deciding not to be a member of the 

employer nominated fund. 

3.8 Contribution Caps 

With introduction of superannuation reforms that took effect from 1 July 2007, the concept of 

superannuation contribution caps was introduced. 

Contribution caps apply to both concessional and non-concessional contributions. 

The contributions caps that currently apply are: 

 

The concessional contribution cap is currently $25,000 per annum. This applies to all concessional 

contributions made for or on behalf of a superannuation fund member. The concessional contribution 

cap is indexed in line with movements in Average Weekly Ordinary Time Earnings however indexation 

will only be made in $2,500 increments.  

The non-concessional cap is four times the concessional contribution cap, or currently $100,000. Non-

concessional contributions can only be made by individuals with a total superannuation balance of less 

than $1.6m 

Where a person is aged 64 or younger at the beginning of the financial year in which they make non-

concessional contributions, they may bring forward up to three year’s non-concessional contributions, 

Contribution Type Age 2018/19 

Concessional All ages $25,000 

Non-Concessional All ages $100,000 

Downsizer Contributions 65 + $300,000 
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thereby being able to contribute up to $300,000. However, where this ‘bring-forward’ opportunity is 

triggered, the maximum amount that may be contributed in the following two financial years is: 

• In year 2, $300,000 less the amount contributed in year 1 

• In year 3, $300,000, less the amounts contributed in years 1 and 2 

The three year bring-forward rule is triggered when the total non-concessional contributions made in a 

financial year exceed $100,000. For example, if non-concessional contributions of $101,000 are made in 

the first year, thereby triggering the three year bring-forward rule, the maximum amount of non-

concessional contributions that can be made over the course of the following two financial years is 

$199,000 (i.e. $300,000 – $101,000). By triggering the three year bring-forward rule, non-concessional 

contributions made over a consecutive three-year period are limited to a maximum of $300,000. 

Individuals with a total superannuation balance of between $1.4m and $1.6m may not be able to utilize 

the full three year ‘bring forward’ opportunity. 

People aged 65 or older at the beginning of the financial year in which non-concessional contributions 

are made are limited to a maximum of $100,000 per financial year. They do not have access to the bring-

forward rule. 

Tax penalties may apply if either the concessional or non-concessional contribution exceeds the relevant 

caps.  

Where the concessional contribution cap is exceeded, in respect of contributions made after 30 June 

2013, the excess contribution may be withdrawn from super. They will be taxed at the tax payer’s 

marginal tax rate, plus an interest component. Excess concessional contributions, not withdrawn from 

superannuation are also counted against a person’s non-concessional contributions cap.  

As an excess concessional contribution may also be counted against a person’s non-concessional 

contribution cap, an excess concessional contribution may also be taxed where a person has also 

maximised their non-concessional contributions. 

Non-concessional contributions that exceed the non-concessional contribution cap made on or after 1 

July 2013 must be withdrawn from super along with the earnings on those contributions. The earnings 

are taxed at the taxpayer’s marginal tax rate. If the member fails to withdraw the excess non-

concessional contributions from super, they will be taxed at 47%. 

Certain non-concessional contributions may be excluded from being assessed against the non-

concessional contribution cap. These include contributions made under the ‘small business capital gains 

tax concessions’ where a separate cap of either $500,000 (where the contribution is made under the 

‘retirement exemption’) or $1,480,000 (for contributions made under the ‘15 year exemption’) applies. 

Non-concessional contributions made as a consequence of certain personal injury settlements are not 

subject to the non-concessional contribution cap, provided certain conditions are met. 

3.9 Superannuation Borrowings LRBA 

3.9.1 Limited Recourse Borrowing Arrangement 

Superannuation funds are able to take out long-term loans to buy assets under the Limited Recourse 

Borrowing Arrangement (LRBA) rules in superannuation legislation. 

 

The rules are very specific on how the arrangement must be structured. This includes: 
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1. The borrowed money must be used to purchase a single acquirable asset, or collection of 

identical assets. The loan can be used to pay expenses for the loan or asset purchase, or to 

repair or maintain the acquired asset. Borrowed money cannot be used to improve the asset.  

2. The asset must be held in a custodial trust with the SMSF having a beneficial interest in the 

asset. The trustee of the custodial trust cannot be the same as the trustee of the SMSF. 

3. The SMSF trustee must have the right to legal ownership of the asset once the loan has been 

repaid.   

4. If the SMSF defaults on the loan, the lender will only have recourse to the asset purchased with 

the borrowed money. 

 

However, the lender may have obtained personal guarantees from SMSF members.   

 

The timing of transactions is important as the borrowed money must be directly applied to purchase the 

asset and the title must be put into the name of the custodial trustee. 

 

Before entering into an LRBA the SMSF trust deed should be reviewed to ensure you are permitted to 

borrow. This may require amending the trust deed before proceeding with the acquisition. The acquisition 

should also fit into the SMSF’s investment strategy. 

 

The information below provides answers to some of the typical questions that arise in relation to LRBAs. 

3.9.2 Single Acquirable Asset or Collection of Identical Assets 

Whether the fund borrows or not, trustees of an SMSF can buy any asset that is appropriate to the fund 

but it can only be acquired from a member or related party if it is business real property, listed shares, 

units in a widely held unit trust or an in-house asset.  

 

Each loan can only be used to buy a single asset. This means for example, that a property spread across 

more than one title deed is usually not a single asset. The acquisition of each title would need to be 

financed from a separate loan arrangement. An exception to the rule is where a property covers more 

than one title but it is legally impossible to sell them separately or there is a permanent and substantial 

fixture that is built across the titles. 

 

A collection of assets will meet the rules for a single asset if the assets are identical, have the same market 

value and are purchased in one transaction. For example, a parcel of shares in a single company can be 

purchased provided they are all at the same price.  

3.9.3 ‘Off the Plan’ Purchases 

It is possible to purchase a property ‘off the plan’ using an LRBA but only if the SMSF pays the deposit 

using accumulated savings and the loan is used to finance the balance of the purchase price at settlement.  

3.9.4 Maintenance, Repairs and Improvements 

Borrowed money can only be used to: 

 

• Buy an applicable asset; 

• Pay the costs associated with borrowing (e.g. loan establishment fees) and acquiring the asset 

(e.g. valuation fees, transfer duty, conveyancing and legal fees); 
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• Maintenance and repairs to the asset - maintenance is defined as work to prevent defects, 

damage or deterioration to the asset while repairs include remedying or making good defects 

in, damage to, or deterioration of an asset. 

 

Improvements cannot be funded from borrowed money but may be paid with money from the SMSF 

provided the nature of the asset does not change.  

 

Advice should be sought before money is spent on an asset that is subject to an LRBA.   

3.9.5 Limited Recourse 

The loan must be limited recourse. If the SMSF trustee defaults on the loan the lender can only recover 

what is owed from the asset that was purchased with the loan. This protects the other assets in the fund. 

But members may have needed to provide personal guarantees which puts assets held outside 

superannuation at risk. 

 

Members who have been requested to provide a personal guarantee should seek appropriate legal advice 

to ensure they are fully aware of their rights and obligations. 

3.9.6 Related Party Lenders 

SMSF trustees can seek finance from a commercial lender. Alternatively, a member, relative or other 

related party could be the lender. In this case, appropriate legal advice should be obtained to ensure the 

borrowing arrangements are correctly structured from a taxation, superannuation and legal perspective.  

 

The Australian Taxation Office has issued a number of Interpretive Decisions that indicate that where a 

trustee of a SMSF seeks to borrow from a related party, such loan arrangements should be arranged on 

commercial terms. In the event that trustees borrow on non-commercial terms, the ATO may treat the 

income derived from the underlying asset as non-arm’s length income. Non-arm’s length income is taxed 

at a current rate of 47%. When entering into a loan with a related party, the trustees should exercise care 

to ensure that other aspects of superannuation law are not breached and that the loan arrangement is 

properly documented.  

 

In April 2016 the Australian Taxation Office released Practical Compliance Guidance 2016/5. This 

publication establishes ‘safe harbour’ terms for SMSFs seeking to borrow from a non-bank lender for the 

purposes of acquiring real property and listed securities.   

3.9.7 Custodial Trust 

The asset must be held on trust for the SMSF. The title should be registered in the custodial trustee’s 

name and this should not be the same as the trustee of the SMSF. Many commercial lenders will require 

a corporate trustee. 

 

The trust and the trustee will need to be established before the asset is purchased or before any purchase 

contract is entered into. Once the loan has been repaid, the title of the asset will need to be transferred 

to the SMSF trustee to avoid being treated as an in-house asset (that is subject to a 5% limit). Stamp duty 

may apply, with rules varying across the states.  
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3.9.8 LRBAs and the Transfer Balance Cap (TBC) 

The TBC is the maximum amount a member of a superannuation fund may invest in superannuation 

income streams (pensions) (other than an income stream being paid under transition to retirement rules). 

The limit, which applies from 1 July 2017 is $1.6million. This figure is subject to indexing in future years. 

 

Where a SMSF has a LRBA in place and has one or more members of the fund receiving income streams, 

repayments made under the LRBA may be counted against the member’s TBC in certain circumstances. 

However, this only applies to LRBAs entered into on or after 1 July 2017. 

 

An amount will be counted against a member’s TBC (that is, counted as a credit against the TBC) where 

repayments made under an LRBA increase the value of interests that are supporting a retirement phase 

income stream. Generally, this will occur where a LRBA is held over assets that are in the pension phase 

of superannuation and repayments are being made from assets held in the accumulation phase of the 

same superannuation fund. Value is being shifted from the accumulation phase to the pension phase. 

 

Where a LRBA is in place over an asset that is in either the accumulation or the pension phase, and the 

repayments are made from the same phase, then TBC reporting is not required.  

 

By way of example, if a single member SMSF has both an accumulation account and a pension account 

and an asset of the pension account has a LRBA in place, and repayments of the loan are made from cash 

held in the accumulation account, the amount of each repayment will be reportable as a credit against 

the member’s TBC as each repayment effectively transfer value from the accumulation account to the 

pension account (by reducing the debt held in the pension account).  

3.10 Withdrawing Lump Sums from Superannuation 

You can only access your money in superannuation once you meet a condition of release, such as 

retirement. At that point, you can choose to leave it in superannuation, take a lump sum or start an 

income stream. 

Before making a withdrawal, you should consider any costs such as tax and withdrawal fees. Working 

with your adviser in advance to look at effective strategies may allow you to manage your tax liability 

and gain the most value from your hard earned savings. 

The Steps for Making a Lump Sum Withdrawal 

When making a decision to take a lump sum out of super there are several steps to determine if this is 

the right approach and the impact the withdrawal will have. This is shown in the following diagram with 

each step discussed below. 
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Step 1 - Conditions of Release  

Your superannuation can only be accessed when you have satisfied a condition of release. The 

withdrawal request needs to be in writing to the superannuation trustee and may need to be supported 

by a statement or evidence that you have satisfied a condition of release.  

There are a number of conditions of release but the three main ones are discussed here. For other 

situations you should discuss your circumstances with your adviser. 

Reaching age 65 

At age 65 you are able to access all your superannuation, even if you are still working (unless your 

employer fund has restrictions).  

Retirement 

The definition of retirement needs you to be over your preservation age and permanently retired (i.e. 

do not intend to work again for more than 10 hours in any week). Preservation age is gradually 

increasing as shown: 

• Over age 60 
• Preservation but under 60 
• Under preservation age 

Step 2 

What is your age? 

Step 3 

What components are 

withdrawn? 

Step 4 

Other lump sums 

previously received 

superannuation? 

• Tax-free 
• Taxable (taxed element) 
• Taxable (untaxed element) 

• Component withdrawn 

Step 5 

Estimate the cost  

• Tax on withdrawal 
• Other tax impacts 
• Withdrawal fees 

• Reaching age 65 
• Retirement 
• Total and permanent 

disability 

Step 1 
Has a condition of release 

been satisfied? 
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If you stop a job after you reach age 60 you can access your superannuation even if you intend to keep 

working in another job. 

Permanent incapacity 

You are able to access your superannuation if you become totally and permanently incapacitated. This 

will require doctors to verify that you are unlikely to be able to work again. 

Step 2 – Your Age 

Your age is relevant for determining conditions of release (in Step 1) and the taxation that will apply 

(Step 5). Your age is measured as the age at the time of making the withdrawal. 

Step 3 – Components of your Superannuation 

Superannuation savings are split into three tax components. You may have one or more of the following 

components in your fund: 

• Tax-free component 

• Taxable component – element taxed 

• Taxable component – element untaxed 

Each withdrawal you make will be split proportionally across each component. The tax rules vary for 

each component depending on your age, as shown below. 

Step 4 – Previous Withdrawals 

If you are making a withdrawal under age 60 we need to check what other withdrawals you have made 

from your superannuation savings (across all accounts) as this may affect the tax you pay on any new 

withdrawals. 

Step 5 – Estimate the Cost 

You may pay tax on withdrawals from superannuation, depending on your age and the tax components.  

Over age 60 

If you are age 60 or over the tax on lump sum withdrawals is shown in the table below for the 2019/20 

financial year. 

*Plus Medicare Levy 

 

Date of Birth Preservation Age 

Before 1 July 1960 55 

1 July 1960 to 30 June 1961 56 

1 July 1961 to 30 June 1962 57 

1 July 1962 to 30 June 1963 58 

1 July 1963 to 30 June 1964 59 

1 July 1964 or later 60 

Component Threshold Tax rate 

Tax-free All 0% 

Taxable (element taxed) All 0% 

Taxable (element untaxed) Up to $1,515,000 15%* 

Over $1,515,000 45%* 
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Preservation age but under age 60  

If you have reached your preservation age but are under age 60, the tax on lump sum withdrawals is 

shown in the table below for the 2019/20 financial year. 

*Plus Medicare Levy 

Under your preservation age 

You generally cannot access your superannuation under preservation age unless you are permanently 

incapacitated.  

If you are under your preservation age, the tax on lump sum withdrawals is shown in the table below 

for the 2019/20 financial year. 

*Plus Medicare Levy 

If you withdraw a taxable component and tax is paid on this amount, it is added to your assessable 

income and may impact your entitlement to other tax offsets or benefits. This may mean you pay more 

tax than you expect on other income in that year. 

3.11 Transition to Retirement Pensions 

3.11.1 Transition to Retirement Pensions 

Superannuation can be used to start an account based pension once a person retires (or meets another 

condition of release). This allows income to be received as a series of regular payments (usually monthly, 

quarterly, half yearly, or yearly). 

If over preservation age but still working, the person may not have full access to superannuation but 

may be able to start an account based pension under the Transition to Retirement (TTR) rules. A TTR 

pension may also be referred to as a Transition to Retirement Income Stream, or TRIS. 

Once a person reaches 65, or informs their super fund that they have met a condition of release before 

turning 65, their TTR pension becomes a ‘TTR pension in retirement’. This means their pension is subject 

to the same conditions that apply to an account based pension. 

3.11.2 Income Payments 

The person can select how much income to receive each financial year. This allows flexibility to meet 

individual needs. The only rules for how much pension must be taken are: 

• An income payment must be made at least once each financial year. 

Component Threshold Tax Rate 

Tax-free All 0% 

Taxable (element taxed) Up to $210,000 0% 

Over $210,000 15%* 

Taxable (element untaxed) Up to $210,000 15%* 

$210,000 - $1,515,000 30%* 

Over $1,515,000 45%* 

Component Threshold Tax Rate 

Tax-free All 0% 

Taxable (element taxed) All 20%* 

Taxable (element untaxed) Up to $1,515,000 30%* 

Over $1,515,000 45%* 
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• A minimum level of income must be paid each year based on a percentage of the account 

balance at commencement and each 1 July. If the income stream commences part-way through 

a financial year, or is commuted before the end of a financial year, the minimum income 

payment is pro-rated for that year. 

Age Income Factor 

Under 65 4% 

For a TTR pension, the maximum income is 10% of the account balance and no lump sum withdrawals 

can be made. 

The pension will cease when the account balance reduces to nil or the person requests the money be 

rolled back to accumulation phase or another pension account. The pension can be commuted 

(stopped) at any time with the money rolled back to accumulation. Withdrawals cannot be made in cash 

unless a condition of release has been met. 

3.11.3 Taxation of Income from a TTR Pension 

Every withdrawal (income or lump sum or death benefit) from a pension is split into taxable and tax-

free components in the same ratio that applied when the pension commenced. The tax on each 

component depends on the person’s age as shown in the table below. 

 Component Taxation Treatment 

Any age Tax-free No tax 

60 or older Taxable – taxed element No tax 

Taxable – untaxed element Marginal tax rate*, less 10% offset 

Under age 60 Taxable – taxed element Marginal tax rate*, less 15% tax offset 

Taxable – untaxed element Marginal tax rate* 

* Plus Medicare Levy  

Earnings added to a pension account are taxed at the same rate as applies to the accumulation phase 

of superannuation. 

3.12 Account Based Pensions 

3.12.1 Account Based Pensions 

Superannuation can be used to start an account based pension once a person retires (or meets another 

condition of release). 

This allows income to be received as a series of regular payments (usually monthly, quarterly, half yearly, 

or yearly). 

A minimum amount of income needs to be paid each year and additional lump sum withdrawals can 

generally be made at any time. The pension can also be stopped (fully commuted) and be rolled back 

to the accumulation phase of superannuation or rolled over to start another income stream, or be taken 

as a lump sum. Restrictions apply to taking lump sum withdrawals where the pension is being paid 

under transition to retirement rules.  

Account based pensions stop once the account balance is exhausted, the pension is commuted, or upon 

the death of the person unless there is an automatic continuation of the pension to a nominated 

reversionary Beneficiary. 

The maximum amount that may be used to commence a ‘retirement phase pensions’ is limited to an 

individual’s transfer balance cap. The transfer balance cap is currently $1.6m. Pensions paid under 
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transition to retirement rules are not a retirement phase pension and are therefore not affected by the 

transfer balance cap.  

3.12.2 Income Payments 

The person can select how much income to receive each financial year. This allows flexibility to meet 

individual needs. The only rules for how much pension must be taken are: 

• An income payment must be made at least once each financial year 

• A minimum level of income must be paid each year based on a percentage of the account 

balance at commencement of the account based pension and again at the start of each financial 

year. If the income stream commences part-way through a financial year, or is commuted before 

the end of a financial year, the minimum payment is pro-rated for that year 

The minimum payment factors are shown in the following table (with the resultant dollar amount being 

rounded to the nearest $10): 

Age Income Factor 

Under 65 4% 

65 – 74 5% 

75 – 79 6% 

80 – 84 7% 

85 – 89 9% 

90 – 94 11% 

95 and over 14% 

Pensions being paid under transition to retirement rules are subject to a maximum income limit of 10% 

of the account balance. 

3.12.3 Taxation of an Account Based Pension 

Every withdrawal (income or lump sum or death benefit) from a pension is split into taxable and tax-

free components in the same ratio that applied when the pension commenced. The tax on each 

component depends on the person’s age as shown in the table below: 

 Component Taxation Treatment 

Any age Tax-free No tax 

60 or older Taxable – taxed element No tax 

Taxable – untaxed element Marginal tax rate*, less 10% offset 

Under age 60 Taxable – taxed element Marginal tax rate*, less 15% tax 

offset Taxable – untaxed element Marginal tax rate* 

* Plus Medicare Levy  

The following table shows the tax rates for lump sums withdrawn from the pension. The rules are 

different for lump sum death benefits.   

Age Tax-free 

Component 

Taxable Component 

Taxed Element Untaxed Element 

Under preservation 

age 

Tax free 20%* 30%* up to $1,515,000# 

45%* over $1,515,000# 

Preservation age to 

age 59 

0% up to $210,000# 

15%* above $210,000# 

15%* up to $210,000# 

30%* from $210,000# 

to$1,515,000# 45%* over $1,515,000# 
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Age 60 or older Tax-free 15%* up to $1,515,000# 

45%* over $1,515,000# 

* Plus Medicare Levy  

# Thresholds are applicable for the 2019/20 financial year. The low rate cap ($210,000) is reduced by 

previous lump sum payments. The higher untaxed plan cap ($1,515,000) is a per plan cap. 

Earnings added to a retirement phase pension account (excluding transition to retirement pensions) are 

tax-free. No tax is payable within the superannuation fund and this can help to boost the effective 

earnings rate. 

 

3.13 Death Benefits 

3.13.1 Dealing with Superannuation Death Benefits 

When a member of a superannuation fund passes away, any benefit they have within superannuation 

must be dealt with as soon as possible. 

The rules for who can receive a death benefit and how it can be paid are outlined in superannuation 

legislation as well as the trust deed rules of the particular fund. The trustee must take both sets of rules 

into consideration. Sometimes the rules of the particular fund can be more restrictive than the 

legislation. 

3.13.2 Who Can a Superannuation Death Benefit be paid to? 

A superannuation death benefit may only be paid to dependents of the deceased (as defined by 

superannuation rules) or to the estate. 

A dependent includes: 

• The current spouse (including de facto and same-sex partners) 

• Any child of the person (including adopted child or step-child of a current relationship) 

• A person with whom the deceased had an interdependency relationship at the time of death 

• A person who was financially dependent on the deceased at the time of death  

Another person can only be paid if there are no superannuation dependents or estate. 

It is important to note that a step-child who is a child of a former partner (following a relationship 

breakdown or death of the former partner) is no longer defined as a child of the person for the purposes 

of superannuation law and cannot receive a death benefit unless he/she was a financial dependent or 

had an interdependency relationship. 

Two people are regarded as having an interdependency relationship if: 

• They have a close personal relationship, and 

• They live together (unless the separation is due to disability), and 

• One or each of them provides the other with financial support, and 

• One or each of them provides the other with domestic support and personal care 
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3.13.3 How Can a Death Benefit be paid? 

A death benefit may be paid as a lump sum or an income stream, depending on the rules of the 

superannuation fund and the status of the beneficiary. 

If the death benefit is paid to a child, a pension can only be paid if the child is under age 18, or aged 

18-25 and financially dependent upon the deceased, or meets disability rules (as described in subsection 

8(1) of the Disability Services Act 1986). Unless the child meets the disability rules, the pension will need 

to stop and be converted into a lump sum when the child reaches age 25. This will be a tax-free lump 

sum.  

 

3.13.4 Death Benefit Nominations 

There are two ways to nominate who is to be the beneficiary of a death benefit from the accumulation 

phase of a superannuation fund. These are:  

• Binding death benefit nomination, or 

• Non-binding death benefit nomination 

The options available will depend on the options that are offered by the particular superannuation fund. 

The general rule of superannuation is that the trustee has discretion to decide who to pay a death 

benefit to, but a binding or reversionary nomination can override this discretion. Provided the 

nomination is valid, the trustee will be bound to pay the benefit to the person(s) nominated.  

For a binding death benefit nomination to be valid, certain conditions must be met including: 

• The nomination must be made in writing, and the signature of the person must be witnessed 

by two witnesses over the age of 18, who are not beneficiaries 

• The nominated beneficiaries must meet the superannuation definition of an allowable 

dependent 

• The allocation of benefits to beneficiaries must be clear 

• The nomination must be current (many funds require the nomination to be remade at least 

every three years although some funds offer non-lapsing binding nominations)  

The rules for how a binding nomination is to be made for a self-managed fund may be different and 

will be governed by the rules in the fund’s trust deed.  

A non-binding death benefit nomination indicates the person’s preference for how a death benefit 

should be paid but it is not binding on the trustee of the superannuation fund. The trustee may take 

the instructions into account but will ultimately exercise their own discretion in determining to whom, 

and in what form, a death benefit will be paid. In such cases it is usual for the trustee to undertake a 

‘claim staking’ process to identify potential beneficiaries. If a binding nomination is invalid, it is treated 

in the same manner as a non-binding nomination. 

If a beneficiary has been nominated as a reversionary pensioner, on the death of the original owner the 

income stream continues to be paid to the nominated reversionary pensioner.  
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3.13.5 Taxation of Superannuation Death Benefits 

Superannuation death benefits paid as a lump sum are paid tax-free to a beneficiary who meets the tax 

dependency definition. This includes: 

• The current or former spouse (including de facto and same-sex partners) 

• A child under age 18 or 18-25 and in full-time education 

• A person with whom the deceased had an interdependency relationship at the time of death 

• A person who was financially dependent on the deceased at the time of death  

If paid to the estate, the taxation depends on who is the ultimate beneficiary from the estate.  

Tax is payable at rates up to 30% (plus Medicare levy) if paid to a non-dependent beneficiary.  

Where the death benefit is paid as an income stream the income payments are tax free if either the 

deceased or the beneficiary is over age 60. If both are under age 60, the taxable portion of the income 

is taxed at the beneficiary’s marginal tax rate but a 15% tax offset applies. (Note: the tax rules may vary 

if the pension includes an element untaxed, e.g. as per some government superannuation funds.) 

The beneficiary can commute the pension to a lump sum, but tax may apply if the commutation occurs 

more than the latter of six months from date of death or three months from grant of probate.  
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4. Personal Insurance 

Financial planning is about protecting your wealth as well as building your wealth.  

It is easy to think that we won’t get sick or hurt and ignore the need to protect the very thing that 

generates our wealth, our own health and our ability to work. But if accident or serious illness does 

occur the impacts can be devastating. 

It’s worth remembering that no matter how much expert advice you receive or how well you manage 

your finances there is always a risk that you could suffer an early death or serious illness or injury. Where 

that leaves you and your loved ones in the future depends on the wealth protection strategy you have 

in place.  

Risks you could face in the future may include: 

• Emotional, physical or mental trauma  

• Death or serious illness 

• Loss of income due to temporary or permanent incapacity 

• Damage to your house or other personal assets 

• Theft and/or damage to business assets 

• Public liability and/or professional indemnity risks 

Your financial plan should include a strategy to minimise risks that could jeopardise both your present 

and future plans. In simple terms, if you cannot afford to lose something then you should try to protect 

your exposure. Insurance can provide a cost-effective protection mechanism. 

This may take a combination of personal, general and health insurance policies. There are many different 

aspects to insurance and it is best to tailor a package that suits your needs as well as your budget.  

 

4.1 How the Strategy Works 

Personal risk insurance protects your wealth accumulation strategy by providing money if you are no 

longer able to earn an income due to disability, trauma or death. The money received can help with 

medical bills, loan repayments and living expenses. 

Many people often underestimate the importance of personal insurance which has led to a problem 

with underinsurance in Australia. It is important that you consider having enough cover to replace your 

income and cover expenses so that the personal tragedy does not create financial tragedy. 

You can apply for insurance to cover you in the event of death, temporary or permanent disability, or 

trauma (critical illness). Outlined below is a brief outline of types of personal risk insurance. 

 

4.2 Life Insurance 

The most common type of cover is life insurance (term life insurance). Life insurance will pay a lump 

sum to your estate or specific beneficiaries in the event of death or in some cases, terminal illness. 

The advantage of life insurance is peace of mind that your death will minimise any financial hardship 

for your loved ones. Life insurance can be used to pay off debts, provide an income for dependents, 
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cover funeral expenses and generally assist in maintaining your family’s lifestyle in the event of your 

death. 

With this type of cover, your family would not be burdened by debt and may be protected from selling 

assets to pay debts or cover living expenses.  

 

4.3 Total and Permanent Disability Insurance 

Total and Permanent Disablement (TPD) can prevent you from working and require expensive medical 

treatment and ongoing care. 

TPD insurance aims to provide a lump sum if you suffer an illness or injury and you: 

Are permanently unable to work again or 

Are unable to care for yourself independently, or 

Suffer significant and permanent cognitive impairment. 

TPD insurance pays a lump sum which can be used to pay for medical expenses, ongoing care costs and 

to meet living expenses for you and your family. 

The definition of TPD can vary and may include options for a range of occupations, including 

homemakers. Options that you can choose from include: 

Any Occupation TPD: The benefit will be paid if you are unlikely to be engaged in any gainful business, 

profession or occupation to which you are reasonable suited by your education, training or experience. 

This definition is generally less expensive than an Own Occupation definition but for some people may 

be harder to meet. 

Own Occupation TPD: The benefit will be paid if you are unlikely to ever be engaged in your own 

occupation. Own Occupation TPD provides a generous definition as it is specific to your occupation and 

is particularly suitable for specialist occupations. The premiums for this type of definition is more 

expensive than Any Occupation TPD. 

You should discuss your circumstances with your financial planner. 

 

4.4 Trauma Insurance 

A serious illness or injury can prevent you from working for a period of time and may require expensive 

medical treatment. 

Trauma insurance (also known as critical illness, crisis or recovery insurance) aims to provide a lump sum 

upon the diagnosis of a specified illness or injury such as life threatening cancer, stroke or heart attack. 

Trauma insurance pays a lump sum which can be used to pay medical expenses and reduce any financial 

pressure while you focus on recovery. This payment is made regardless of whether you are able to return 

to work, and is designed to relieve financial pressure at a time when you are under great stress. 

Child Trauma insurance can be added to your policy to cover a seriously ill or injured child. This provides 

a lump sum to help you cover medical treatment and eases financial worry for parents who may need 

to take time off work to provide care.  
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4.5 Income Protection Insurance 

Income Protection insurance aims to minimise the financial impact of sickness or injury by replacing 

income lost during a prolonged absence from work. A monthly benefit will assist you to meet living 

expenses and debt repayments. 

Income Protection policies will usually pay a benefit up to 75% of your gross income (some policies may 

pay higher) after a waiting period. Payments continue for a set term or until you return to work. 

Generally, premiums for income protection are fully tax deductible.   

Waiting period: This is the time period that you must be off work before an income benefit is payable. 

Waiting periods range from 14 days to two years. Generally, the longer the waiting period, the lower 

the cost of the income protection insurance.  

Benefit period: Starting at the end of the waiting period, the benefit period is the maximum time the 

benefit is paid. Options range from two years, five years or until a specified age such as age 65.  

 

4.5.1 Types of contracts include: 

Agreed value: The monthly benefit is agreed at the time of application and will not reduce even if your 

income decreases after your policy commenced. This option provides certainty and peace of mind on 

how much income you will receive. If details of your income are provided at the time of application the 

benefit can be guaranteed so that no further financial assessment is required at the time of claim.  

Indemnity value: The monthly benefit paid depends on your earnings at the time of a claim rather than 

at the time of application. If your income at the time of claim is lower than it was when the policy started, 

the monthly benefit may be reduced accordingly. Details and proof of income will be required at the 

time of claim. 

You can generally claim a tax deduction for the premiums paid on an income protection policy to reduce 

the effective cost but any income payments received are considered taxable income. 

 

4.6 Business Expense Insurance 

Business expense insurance can help to keep your business running if you are unable to work due to 

temporary illness or injury. This may be particularly appropriate for a sole trader. 

This type of insurance will usually cover up to 100% of your eligible business expenses, for example 

rent/lease payments, interest costs, accountant’s fees, telephone, electricity, etc. However, not all 

expenses are covered so you should check the policy wording before taking out a policy. 

Alternatively, if you run a larger business you may need to consider life, trauma, TPD or income 

protection insurance to cover ‘key’ employees or your business partners in case they die or become 

disabled and are unable to work. This type of insurance protects your business in the event of the loss 

of a person who makes a significant contribution towards the profitability or stability of the business. 

As an example, ‘key person’ insurance may provide the business with a lump sum that could be used to 

either hire a temporary replacement, cover costs of training a new staff member or just compensate the 

business for any reduction to profit. 
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The premiums may be deductible as a business expense depending on the insurance purpose and the 

proceeds may also be considered taxable income.  

 

4.7 Premiums 

Premiums for all types of personal insurance will vary with age, gender and smoking status. Occupation 

and medical history may also affect the cost of premiums. 

 

4.7.1 Premium options include: 

Level premiums: The premium rate is fixed when you start the policy and does not change as you get 

older except in line with CPI indexation. Level premiums are initially higher (than stepped premiums) 

but will be more stable over time. This can help with affordability and reduce the risk that premiums will 

become unaffordable as you get older. 

Stepped premiums: The premium rate increases each year according to you age. Stepped premiums are 

initially more affordable than level premiums but over time may become more expensive. However, this 

option can provide you with flexibility as your needs change over time.  

Your financial adviser can assist in determining which premium option is most appropriate for you. 

 

4.8 Ownership 

Life, TPD and income protection policies can be owned personally or through a superannuation fund. 

Trauma insurance can be owned personally. 

When held within a superannuation fund, the policy is owned by the trustees usually for the benefit of 

the member. 

When making a choice of how to own the policy you need to consider the advantages and 

disadvantages of each option.  

Inside Superannuation In Personal Name 

Advantages 

Premiums are paid using contributions into the 

fund (e.g. employer contributions) or your 

superannuation savings – this can help to ease 

your cash flow. 

Tax concessions on contributions may reduce 

the effective cost of the premiums (e.g. salary 

sacrifice to cover the cost of premiums) 

In some funds you may be eligible for 

automatic acceptance (for some cover) which 

means you will not have to provide evidence of 

health or income 

The claim proceeds are usually tax-free 

Claim proceeds will be paid directly to you, 

your estate or nominated beneficiary as 

appropriate. This ensures the money is 

available when you and your family need it 

A wider range of benefits and features may 

be available 

Income protection premiums are generally 

tax deductible 
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Disadvantages 

The policies may have less benefits and 

features than those offered outside 

superannuation due to legislation restrictions 

Tax may be payable on claim proceeds, 

depending on circumstances and rules at the 

time 

Your disposable income will be reduced as 

you need to pay premiums from your after-

tax income 

Premiums need to be paid from after-tax 

money and so may be a higher cost to you 

than premiums inside superannuation 

 

4.9 Taxation 

How insurance premiums and claim proceeds are taxed will depend on the type of insurance policy and 

beneficiary, but will also depend on whether you choose to hold the policy inside or outside of 

superannuation. You should seek specialist taxation advice to check the taxation applicable to your 

circumstances. 

 Inside Superannuation In Personal Name 

Premiums Premiums are deductible to the fund Not deductible except for income 

protection policies 

Claim 

Proceeds 

Life policy – the proceeds are taxable only 

if paid to a non-tax dependant 

TPD – if you are under age 60 when you 

take this money out of superannuation 

tax may be payable 

Income protection – the benefits are 

assessable income to you and are taxed at 

your marginal tax rate 

The proceeds from a life, TPD or 

trauma policy are generally tax-free. 

However, the benefits from an income 

protection policy are assessable 

income and taxed at your marginal tax 

rate 

 

4.10 Application and Underwriting 

When applying for insurance you will need to complete an application form providing both personal 

and medical information so that the underwriter can assess the application. Some applicants may also 

need to undergo a medical examination and/or blood tests or a report may be requested from their 

usual doctor to determine whether to accept or decline the cover.  

Depending on your circumstances and health you may be asked to pay an additional premium, known 

as a loading, if you have an unfavourable medical history or display higher risk factors for developing 

chronic illness such as being overweight or high blood pressure. In some cases, the life insurance 

company may apply an exclusion to your policy. For example, a decision may be made to not cover your 

for high risk activities and sports or a pre-existing injury/illness. This means that if an event occurs that 

is excluded, the benefit under the policy will not be paid. 

Many policies are guaranteed renewable. This means that as long as you pay the premium you will 

continue to receive cover regardless of any changes in your circumstances or health. 

If you do not pay your premiums, your insurance will lapse. Some life companies may provide a short 

window of opportunity to pay your overdue premiums to maintain the cover if you have missed the due 
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date. If your policy lapses and your health or circumstances have changed it may impact on your ability 

to get the same cover at the same premium. 

It is important to understand the benefits included in your policy, and optional extras. Benefits included 

are at no extra cost however optional extras may increase your premium. Your financial adviser can 

discuss the features of the recommended policy with you. 
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5. Estate Planning 

Estate planning is an important part of your overall financial plan to protect your family and yourself. 

This includes ensuring you have considered and implemented the following aspects: 

Your Will 

Powers of Attorney 

Guardianship Considerations 

The two main aims of estate planning are to ensure that your assets (held both inside and outside 

superannuation) are distributed appropriately upon your death and that your finances are looked after 

if you are no longer able to make these decisions. 

 

5.1 How Does the Strategy Work? 

The first step is to think about what you own and who you would like to receive these assets when you 

pass away. You can then specify these wishes in the appropriate legal documents or set up appropriate 

structures. 

You may also need to think about ensuring someone else can manage affairs if you are no longer able 

to do this on your own where: 

You pass away with young children –  you may wish to nominate a guardian for your children in your 

Will 

You lose mental capacity – Powers of Attorney/Guardianship will allow someone you trust to make 

decisions on your behalf 

You should always seek legal advice to set up your instructions and your estate plan.  

 

5.2 Wills 

A Will is a legal document that outlines your wishes for how to distribute your assets after your death. 

It will only deal with assets that end up in your estate so it does not cover: 

• Jointly owned assets 

• Assets held in a private company or discretionary family trust 

• Insurance policies/bonds if you have nominated someone as the direct beneficiary 

• Superannuation, unless the trustee pays your money to your estate 

If drafted properly, a Will can help to avoid family disputes and ensuing legal costs. It is important to 

have a Will even if you think your circumstances are very simple.  

The right 
money 

In the right 
hands

At the right 
time
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When deciding what to include in your will some things to consider are: 

• Identify all your assets and which ones will form part of your estate 

• Decide if you want to leave any specific assets to certain individuals 

• Decide who you wish to benefit from your estate – the Family Provision Legislation may require 

you to provide for certain family members so you should ensure they are all considered 

• Choose someone to be your Executor – this can be more than one person and they should be 

willing and able to accept the role 

These are only a few questions to start thinking about before you speak with your legal adviser. 

If you do not have a Will or your Will is invalid, you will be deemed to die intestate. This means the 

legislation in your state/territory will determine how your assets are distributed. This may not be 

consistent with your wishes. 

You should review your Will regularly to ensure it continues to reflect your wishes. Make sure you 

consider any changes in your personal situation, e.g. marriage, divorce, birth of a child or purchase/sale 

of assets. 

 

5.3 Powers of Attorney 

A Power of Attorney is a legal document that allows another person to undertake specified activities on 

your behalf. This person should be someone you trust who is willing to take on the responsibility. 

A General Power of Attorney may be for a specific action (such as selling an asset while you are overseas) 

or broad powers (such as being able to deal with all your financial affairs).  

An Enduring Power of Attorney is often used to allow a person to act on your behalf when you are no 

longer able to do so yourself due to diminished mental capacity. 

The legislation for powers of attorney varies across the states/territories and you should seek legal 

advice. You may also wish to discuss Powers of Enduring Guardianship and medical directives to give 

power to someone to make decisions about where you live and your health care.  

 

5.4 Testamentary Trust 

Instead of leaving assets directly to another person you may wish to include a Testamentary Trust in 

your Will.    
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Some benefits of a Testamentary Trust include:  

• Children under the age of 18 will pay tax at adult tax rates rather than the child penalty rates 

• Asset protection may apply for beneficiaries who become bankrupt or divorced 

• Assistance can be provided to beneficiaries with special needs (e.g. spendthrift beneficiary) 

When writing instructions in your Will you need to consider who will take on the roles of: 

• The Trustee – responsible for the daily running of the Trust and decides who will receive 

distributions 

• The Appointer – has the authority to remove the Trustee and appoint a replacement 

The Trust will incur fees to set up and to run. You need to consider the potential costs and weigh this 

up against the benefits derived.  

You can set up more than one Testamentary Trust in your Will. 

 

6. Pension and Aged Care 

6.1 Aged Pension 

The age pension is income support paid by the government with the aim of ensuring all retirees have a 

minimum level of retirement income. 

A person may be eligible for the age pension if they meet the following three tests: 

• Are age pension age 

• Satisfy residency rules 

• Have income and assets below the cut-out thresholds 

The payment rates and thresholds are indexed each quarter and current rates are available from a 

financial planner or Centrelink. 

If receiving the age pension, all changes to personal and financial circumstances need to be advised to 

Centrelink. This includes switching investments, gifting money or changes to personal circumstances 

e.g. separating from a partner. 
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6.1.1 Age Pension Age 

Men and Women can apply for the age pension once they reach age 65. For men and women bornafter 

the 1st of July 1952 the following table outlines the qualifying age   

Date of Birth Qualifying Age 

1 July 1952 and 31 December 1953 65.5 

1 January 1954 to 30 June 1955  66 

1 July 1955 to 31 December 1956 66.5 

1 January 1957 and later  67 

  

6.1.2 Residency Rules 

To be eligible a person must usually have been an Australian resident for at least 10 years, with at least 

five of these years in one continuous period.  

Agreements exist with some countries which may help a person to qualify for the age pension with less 

than 10 years residency. Details can be checked with Centrelink. 

 

6.1.3 Income and Assets Test 

If eligible to apply, the amount of pension payable is calculated under two means tests – the income 

test and assets test. The test that results in the lower rate of payment is the one that applies. 

Income Test 

If income is below a certain amount (lower threshold) the full age pension is payable under the income 

test. The pension will reduce by $0.50 per fortnight (single or couple combined) for each $1.00 of income 

over the threshold. No pension is payable if income reaches the upper cut-off threshold. 

The lower thresholds are indexed on 1 July each year. The cut-off thresholds also increase on 20 March 

and 20 September in line with payment increases.  

Assessable income may not be the same as actual income or taxable income. Specific rules apply to 

determine how much income is assessed on some investments. The most common rule is deeming, and 

this is explained below. The rules for how other sources of income are assessed can be checked with a 

financial planner or Centrelink. 

Assets Test 

Assets need to be below a certain amount (lower threshold) to qualify for the full age pension under 

the assets test. The pension will reduce by $3.00 per fortnight (single or couple combined) for each 

$1,000 of assets over the threshold. No pension is payable once assets reach the upper cut-off threshold. 

The lower thresholds are indexed on 1 July each year. The cut-off thresholds also increase in March and 

September in line with pension increases. 

Assets are assessed at net market value but some assets are exempt, such as the home and 

superannuation (accumulation phase) under age pension age. 
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6.1.4 Deeming Rules 

Investments classified as ‘financial assets’ will be subject to the deeming rules to determine the 

assessable income for the income test. The actual income is irrelevant. 

• Financial assets include: 

• Cash 

• Bank accounts/term deposits 

• Debentures and bonds 

• Shares 

• Investments in managed funds 

• Insurance bonds 

• Account Based Pensions 

• Superannuation balances if you are over age/service pension age 

• Loans 

• Excess gifts over $10,000 per annum or $30,000 per rolling five year period 

• Account Based Pensions post 1 January 2015 

The value of your financial assets is added together and a deemed rate of interest (set by the 

government) is applied 

 

6.1.5 Pension Concession Card 

A Pensioner Concession Card is available if you receive the age pension and entitles you to reduced-

cost medicines under the Pharmaceutical Benefits Scheme. 

You may also be entitled to various concessions from the Australian Government. These could include: 

• Bulk billing for doctor's appointments (this is your doctor's decision) 

• Higher refunds for medical expenses through the Medicare Safety Net 

• Assistance with hearing services   

You may also be entitled to various concessions from state and territory governments and local councils. 

These could include: 

• Reductions on property and water rates 

• Reductions on energy bills 

• Reduced fares on public transport 

• Reductions on motor-vehicle registration 

• Free rail journeys  

 

6.1.6 Other Entitlements 

A pension supplement is added to the pension payable to help with living expenses. A person who is 

renting a home may also be eligible for Rent Assistance to help with the cost of renting. 
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6.2 Aged Care 

When a person is no longer able to continue living independently in their own home they may need to 

move into a residential aged care facility or require assistance to remain living in their own home.  

These facilities and services are heavily regulated by government to ensure that care is accessible to all 

Australians. The government will subsidise the cost of care and the person will also pay a fee or fees 

based on their assessable income and assets. 

 

6.2.1 What is the first step? 

Before being eligible to move into a government subsidised aged care facility a person needs to have 

approval from an ACAT. Note in Victoria these are called Aged Care Assessment Service (ACAS).  

These are teams of health professionals, such as doctors, nurses or social workers, who will assess a 

person’s needs and provide information, advice and assistance to older people who are having difficulty 

living at home. 

An ACAT or ACAS can:  

• Approve eligibility for entry into residential aged care, in either low care or high care  

• Give you information about residential aged care and home care services in your area  

• Help you arrange special respite care if this is what you require 

• Approve eligibility for a package of community care to help you continue living at home or refer 

you to other services that will help you to continue living at home 

 

6.2.2 What fees are payable? 

Home Care Packages 

People receiving a home care package can be asked to pay:  

• A basic fee – which all people receiving a home care package can be asked to pay. This fee 

equates to 17.5% of the single basic age pension 

• An income tested care fee – an extra contribution toward the cost of care that people may 

need to pay, on top of basic fee – depending on assessable income. The Department of 

Human Services (Centrelink) will assess whether consumers need to pay this fee and how 

much.  

Residential Care  

People moving into an aged care home can be asked to pay:  

• A basic fee – paid by all people who receive residential care. For some people, this is the only 

fee they may need to pay. This fee equates to 85% of the single basic age pension  

• A means tested care fee - an extra contribution towards the cost of care that residents may 

need to pay, on top of the basic fee, depending on income and assets. Annual and lifetime 

caps have been set to limit how much a person will need to pay in means tested care fees.  
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o The annual cap is $27,532.59 Once a resident reaches the annual cap, they will no 

longer have to pay any means tested care fee until the next anniversary of the date 

they first entered the aged care home.  

o The lifetime cap is $66,078.27. Once a resident reaches the lifetime cap they will no 

longer have to pay any means tested care fees. The Government will pay for your care 

costs. If a resident was paying an income tested care fee for a Home Care Package 

before they moved into an aged care home, the amount they have paid in income 

tested care fees will count towards their lifetime cap.  

o The caps only apply to means tested care fees in residential care and any income 

tested care fees in home care paid. 

• An accommodation payment - a payment for accommodation in an aged care home. Some 

people will have their accommodation costs paid in full or in part by the Australian 

Government. Others will need to pay the accommodation price they negotiate with their aged 

care home. 

o Refundable Accommodation Deposit (RAD) – a lump sum payment for 

accommodation in an aged care home. This is the price of a room, in lump sum form, 

that residents have agreed with their aged care home to pay. Residents can pay their 

accommodation price in full by RAD or they can pay via combination of a smaller RAD 

and Daily Accommodation Payment (DAP) or they can pay in full by DAP.  

o Daily Accommodation Payment (DAP) – the daily payment for accommodation in an 

aged care home. The aged care facility will work out the DAP based on a legislated 

formula that converts the RAD price to a DAP price. The resident makes this payment 

on a regular basis, up to a month in advance, similar to paying rent.  

o Daily Accommodation Contribution (DAC) – the daily contribution for accommodation 

in an aged care home that residents would need to pay, if they also receive Australian 

Government assistance with their accommodation costs. Residents make this 

contribution on a regular basis, up to a month in advance, similar to contributing to 

rent.  

• Fees for extra or additional optional services – an extra payment residents can be asked to pay 

if a higher standard of accommodation is chosen or additional services such as hairdressing, 

or pay TV in rooms is elected. 

 

6.2.3 How are the fees calculated? 

Everyone entering an aged care home for the first time from 1 July 2014 will need to complete and 

lodge an income and assets assessment form which will be used to determine their costs. You must 

lodge this form even if you currently receive a means-tested income support payment from Centrelink 

or the Department of Veterans’ Affairs. 

The Australian Government will conduct your income and assets assessment. They will advise you and 

the aged care home of the fees that your service provider can ask you to pay. 

If you do not complete and lodge the income and assets assessment form, you can be asked by your 

service provider to pay the maximum daily means-tested fee and/or an accommodation payment. Also, 

you would not be eligible for any Australian Government assistance towards your aged care home costs. 

http://www.myagedcare.gov.au/aged-care-homes-costs-explained/income-assessments
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Income, for the purposes of aged care, is not the same as taxable income. Your assessed income can 

include: 

• income support payments from the Australian Government such as the Age Pension, a Service 

Pension or an Income Support Supplement 

• deemed (not actual) income from financial investments 

• net income from rental property 

• War Widow or Widower Pensions and some disability pensions 

• net income from businesses, including farms 

• superannuation and overseas pensions, and income from income stream products such as 

annuities and allocated pensions 

• family trust distributions or dividends from private company shares 

• deemed income from excess gifting. 

All of your assets are considered but special rules apply in some situations. 

Financial assets include:  

• bank, building society and credit union accounts 

• cash 

• term deposits 

• cheque accounts 

• friendly society bonds 

• managed investments 

• listed shares and securities 

• loans and debentures 

• shares in unlisted public companies 

• gold and other bullion. 

Other assets include: 

• household contents and personal effects (these are typically valued at $10,000) 

• foreign assets including investments, business interests and real estate 

• investment property 

• special collections such as stamps, art works or antiques 

• superannuation balances 

• private trusts, family trusts and private companies 

• net retirement village entry contributions 

• refundable accommodation deposits. 

 

6.2.4 How is your home treated? 

A capped value of your former home may be counted in your assets assessment, but there are some 

exceptions to this. It won't be counted as an asset if: 

• your partner or dependent child is living there, or 

• a carer eligible for an Australian Government income support payment has been living there 

for at least two years, or 
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• a close relative who is eligible for an Australian Government income support payment has 

been living there for at least five years. 

The full value of your home will not be included in the assessment of your assets. Instead a capped 

amount of $168,351.20 will be included or the net market value of your house, if lower. 

There is special treatment of rental income if you are paying a Daily Accommodation Payment and 

entered an aged care residential facility prior to the 1st of January 2016. In this situation, rental income 

from your former home will be exempt in full, from the pension income test and for aged care fees while 

you are paying the Daily Accommodation Payment. 

 

6.3 Centrelink Veterans Affairs Means Testing 

If a person is eligible for a Centrelink/Veterans’ Affairs payment how much they receive will depend on 

an income and assets test assessment. The lower payment under the two tests is the amount payable.  

 

6.3.1 Assessable Assets for Assets Test 

An asset is any property or item of value either in Australia or overseas which is owned by you or your 

partner, or in which you have an interest. 

Assessable assets include: 

• Any cash or money in bank, building society or credit union accounts (including interest free 

accounts), interest bearing deposits, fixed deposits, bonds, debentures, shares, property trusts, 

friendly society bonds and managed investments 

• Any assets held in superannuation and rollover funds by a person who is Age Pension age or 

older 

• The value of any real estate, including holiday homes, (this does not include the principal home) 

• The value of any businesses and farms, including goodwill (where goodwill is shown on the 

balance sheet) 

• The surrender value of life insurance policies 

• The value of gifts made that were worth more than $10,000 in a single year or more than 

$30,000 in a five year period 

• The value of any loans (including interest-free loans) made to family trusts, members of the 

family, organisations etc. 

• The value of any motor vehicles 

• The value of any boats and caravans which are not used as the home 

• The value of household contents and personal effects 

• The value of any collections held for trading, investment or hobby purposes 

• The value of entry contribution to a retirement village if the amount paid is less than the 

difference between the homeowners' and non-homeowners' assets limits 

• Income stream products (although some exemptions for non-commutable products purchased 

before 20 September 2007) 

• The attributed value of a private trust or private company if deemed to be a controller of that 

trust or company or an associated party is the controller or the person has transferred money 

into the trust or company 
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• The value of a life interest created by a partner or their death 

The value of assets is what you would get for them if you sold them (net market value) not what it would 

cost to replace them. Generally, any debt secured against an asset is deducted from the value of that 

asset. 

Each $1,000 of assessable assets over the assets test threshold will reduce the maximum age pension 

by $3.00 per fortnight (per single or couple combined). 

 

6.3.2 Assessable Income for Income Test 

All income sources will be included in the income test and combined income is included for a couple. 

Different rules may apply to determine how the assessable part of the income is calculated. Income 

sources include: 

• Deemed income on financial investments (eg cash, term deposits, shares, managed funds and 

superannuation in the accumulation phase for a person over age/service pension age) 

• Deemed income on gifts over the allowable thresholds (deprived assets) 

• Employment income (exemptions may apply to some of this income for a person over age 

pension age) 

• Business income 

• Foreign super pensions 

• Superannuation pensions are assessed as financial assets (excluding annuities, account-based 

pensions grandfathered under pre 1/1/2015 legislation and term allocated pensions) 

• Taxable income on an investment property (exemptions may apply to rent on the former home 

for a person living in an aged care facility) 

• Royalties  

• Taxable income of a family trust or private company if assets are captured in the person’s assets 

test (under control or source tests) 

6.3.3 Deeming Under Income Test 

The actual income of financial investments is ignored and instead deeming rules apply.  

Deeming assumes that financial investments earn a certain rate of income, regardless of the amount of 

income they actually earn. If the investment earns more than these rates, the extra income is not 

assessed. The deeming rates are reviewed in March and September each year in line with market interest 

rates.  

By treating all financial investments in the same way, the deeming rules encourage people to choose 

investments on their merit rather than on the effect the investment income may have on their pension 

entitlement. 

The table below provides information about the categories of financial investments which are subject 

to the income test deeming rules.  

Financial Asset Additional Information 

Bank bills This includes bank bills, commercial bills and promissory notes 

Bullion investments Gold, silver, platinum bars 

Ingot and nugget holdings 
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Coins, medals and decorations containing those metals 

Cash Cash amounts including cash on hand and in safety deposit boxes 

Conventional life 

insurance products 

Conventional life insurance policies are only subject to deeming if they 

continue to be held after maturity 

Debentures and 

unsecured notes 

Debentures are loan certificates secured by a lien over assets of the 

borrower. Unsecured notes are loan certificates not secured by any 

assets 

Deprived assets Assets that a person destroys, disposes of, or reduces in some way 

without receiving adequate financial consideration. Generally 

deprivation occurs when the asset is given away as a gift. The value of 

the deprived asset (less the allowable gifting amount) is subject to 

deeming 

Farm management 

deposits 

The balance in the fund is the value that is deemed 

Government and semi-

government bonds 

(GSGB) 

Securities issued by a federal, state or local government authority. The 

market value of bonds changes in response to market conditions, 

particularly changes in interest rates. 

Interest rate products Money on deposit including bank, building society and credit union 

accounts. 

Listed securities Listed public securities on a stock exchange including exempt stock 

markets, either held in Australia or overseas and whether dividends 

are paid or not. 

Loans Loans made to another person or entity. This does not include loans 

to their own sole trader or partnership structures as these are in effect 

'loans to oneself'. 

Managed investments Also known as 'managed funds', 'pooled investments', ‘unit trusts’ or 

'collective investments', where money is pooled together with other 

investors or used in a common enterprise and a 'responsible entity' 

operates the fund. This includes Australian and overseas funds. 

Superannuation and roll-

over investments 

Superannuation and roll-over investments are subject to deeming if 

held in the accumulation phase by a person who is over age pension 

age. 

Unlisted public securities Shares in public companies which are not listed on a stock exchange, 

but are available to the public whether they are held in Australia or 

overseas, or dividends are paid. 

 

6.3.4 Account-Based Pension 

From 1 January 2015, asset-tested income streams (long term) that are account-based are viewed as a 

financial asset and assessed under the deeming income test. This includes account-based pensions and 

account-based annuities.   

Account-based income streams held by income support recipients immediately before 1 January 2015 

will be grandfathered and continue to be assessed under return of capital rules applying prior to 1 

January 2015. 
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6.3.5 Term Allocated Pension 

These pensions are assessed under the same rules as used for a grandfathered account-based pension 

but the deductible amount is calculated as: 

Annual income less (purchase price / the term selected) 

 

6.3.6 Lifetime Annuities 

Income assessment for lifetime annuities use the following formula: 

• AP - [(PP-RCV) ÷ RN] 

Reference Definition 

AP = Annual payment 

PP =  Purchase price 

RCV =  Residual Capital Value 

RN =  Relevant Number 

 

6.3.7 Term Certain Annuities with Terms of More Than Five Years 

These annuities are assessed under the same rules as used for a lifetime annuity but the purchase price 

is reduced by any residual capital value (RCV). The RCV is the amount agreed to be returned at a future 

point in time. The deductible amount is calculated as:  

Annual income less [(P/P – RCV) / term selected] 

 

6.3.8 Term Certain Annuities with Terms of Five Years or Less 

These annuities are included in the definition of financial assets and are assessed under deeming rules. 

If however, the term chosen is longer than the person’s life expectancy the assessment method used for 

an account-based pension will also apply. 

 

6.4 Commonwelath Seniors Health Card 

6.4.1 What is the Commonwealth Seniors Health Card 

A concession card to get cheaper health care and some discounts if you’ve reached age pension age. 

With your card you can get: 

cheaper medicine under the Pharmaceutical Benefits Scheme 

bulk billed doctor visits - this is up to your doctor 

a bigger refund for medical costs when you reach the Medicare Safety Net 

 

6.4.2 Other benefits 

Your state or territory government and local council may offer you more. They may lower your: 

https://www.humanservices.gov.au/individuals/services/medicare/pharmaceutical-benefits-scheme
https://www.humanservices.gov.au/individuals/services/medicare/medicare-safety-net
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• electricity and gas bills 

• property and water rates 

• health care costs, including ambulance, dental and eye care 

• public transport fare 

Read more about what you can get where you live on the australia.gov.au website 

 

6.4.3 Who can qualify for the Commonwealth Seniors Health Card 

You can get a card if you: 

• have reached age pension age 

• don’t qualify for a payment from us or the Department of Veterans' Affairs 

• meet an income test, and 

• are an Australian resident currently living in Australia 

 

6.4.4 What is the Income test? 

The government review this test on 20 September each year in line with the Consumer Price Index. The 

income test will look at your: 

• adjusted taxable income 

• a deemed amount from account based income streams 

 

To pass the income test, you must earn no more than: 

• $54,929 a year if you’re single 

• $87,884 a year for couples 

• $109858 a year for couples separated by illness, respite care or prison 

Add $639.60 to these amounts for each child in your care. There is no assets test. 

 

6.4.5 Account based income streams 

We look at your account based income streams as part of the income test. Account based income 

streams include account based pensions and account based annuities. 

The balance of an account based income stream is subject to deeming. Deeming assumes that financial 

investments are earning a certain rate of income. 

Deeming rules will only apply if: 

you bought or changed it on or after 1 January 2015 

you own it and we granted your Commonwealth Seniors Health Card after 31 December 2014 

your partner owns it and they are 60 years old or more 

 

http://www.australia.gov.au/information-and-services/benefits-and-payments/government-concessions-states-and-territories
https://www.humanservices.gov.au/individuals/services/centrelink/age-pension
https://www.humanservices.gov.au/individuals/enablers/adjusted-taxable-income/29571
https://www.humanservices.gov.au/individuals/enablers/deeming
https://www.humanservices.gov.au/individuals/enablers/deeming
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6.5 Deeming of Account Based Pensions 

6.5.1 Setting the scene 

Income received from a superannuation “account based” or “allocated” pension is often favourably 

assessed under the income test used by Centrelink and the Department of Veterans Affairs to determine 

a person’s entitlement to government income support benefits. Such benefits might include the Age 

Pension, Disability Support Pension, Newstart Allowance, and the like. This means that a person currently 

receiving income support benefits may often be able to draw a reasonably significant amount of income 

from their account based pension without it having a detrimental effect on their government income 

benefit. 

Legislation was passed in March 2014 that changed the way in which account based pensions are 

assessed for income test purposes. The change took effect from 31 December 2014. Account based 

pensions were brought into line with other “financial Investments”. 

There are two groups of people who are affected by this change: 

1. People who commenced receiving government income support benefits after 31 December 

2014, whether or not they had an account based pension is place before January 2015; and 

2. Those receiving government income support benefits before 1 January 2015, and they transfer 

their existing account based pension to a new superannuation provider, or commence a new 

account based pension after 31 December 2014.   

Those people receiving income support as at 31 December 2014 and had an account based pension in 

place as at that date, will not be affected by the changes unless: 

• Their income support benefit ceases for any reason, and is then recommenced, or  

• they change pension providers, or  

• stop and recommence an account based pension with their current provider.  

There are no changes currently being made to the way the assets test applies to account based pensions. 

 

6.5.2 Financial investment 

Financial investments include money on deposit with banks, building societies, and credit unions, shares, 

managed funds and unit trusts, and money held in superannuation funds by a person of age pension 

age, where they have not yet commenced an account based pension. 

When applying the income test, Centrelink or Department of Veterans Affairs will total up the value of 

a person’s financial investments and then “deem” an amount of income to be applied to those 

investments. The deeming rates change from time to time and are reflective of current interest rates. 

There are two deeming rates that apply depending on the amount of a person’s financial investments. 

The current deeming rates are: 

Status Deeming Threshold Deeming rate 

Below Threshold Above 

Threshold Single $51,800 1.75% 3.25% 

Couple – combined $86,200 

 

Put simply, a pensioner couple have financial investments of $100,000, their deemed income, for income 

test purposes will be: 
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Financial Investments Deeming Rate Deemed Income 

$86,200 1.75% $1508.50 

$13,800 3.25% $448.50 

Total Deemed Income  $1,957 ($75.26per fortnight) 

Deemed income is used when applying the income test. The actual income earned on financial 

investments, whether it is above or below the deemed income, is ignored when assessing eligibility for 

income support benefits.  

However, income received from an account based pension is currently assessed on different basis. 

 

6.5.3 Income assessment of account based pensions 

When an account based pension commences, the amount of capital used to commence the pension is 

divided by the life expectancy of the pension recipient (or the longer of the two pension recipient’s life 

expectancies, where a reversionary pensioner is nominated). The resultant amount is referred to as the 

“deductible amount”. This amount remains constant for the life of the account based pension unless a 

lump sum withdrawal is made from the pension account, at which time the deductible amount is 

recalculated. 

The amount of account based pension income currently assessed under the income test is the actual 

income drawn from the account based pension, after subtracting the deductible amount. 

Let’s further consider the example of our pensioner couple mentioned previously. They also have an 

account based pension with a value at commencement of (say) $150,000. For the sake of the example 

we will assume the account based pension is held in the name of the wife who is 65. Her husband is 67. 

Her life expectancy is 21.62 years, and his is 16.99 years1. In this example, it is irrelevant whether the 

husband was nominated as a reversionary pensioner or not, as his life expectancy is the lesser of the 

two. The deductible amount, in this example, is $6,938 ($150,000 ÷ 21.62). If this couple were to draw 

$7,500 income from their account based pension, only $562 of that will be counted under the income 

test ($7,500 - $6,938). 

If we now extrapolate the income assessable under the income test for our pensioner couple, their 

assessable income under the income test will be: 

Type of Income Assessable Income 

Financial Investments $1,957 

Account based Pension $562 

Total Assessable Income $2,519 ($96.88 per fortnight) 

6.5.4 Applying the January 2015 rule 

If our pensioner couple were: 

• not to commence receiving their age pension until after 31 December 2014; or  

• to move their existing account based pension from one pension provider to another after that 

date; or 

• to stop their existing account based pension, perhaps to add more superannuation savings, and 

then start a new account based pension after 31 December 2014; 
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Then their new account based pension will be treated as a financial investment and will be subject to 

deeming. If this were to occur, their financial investments will now total $250,000 and their deemed 

income will now be: 

Financial Investments Deeming Rate Deemed Income 

$86,200 1.75% $1508.50 

$163,800 3.25% $5,323.50 

Total Deemed Income  $6,832 ($262.77 per fortnight) 

Based on deemed income of $262.77 per fortnight, this couples assessable income is still below the 

income free amount available under the income test, so their pension is unaffected, based on current 

deeming rates. However, as deeming rates increase over time, and given that they are currently at 

historically low level, this couple may see a reduction in the amount of age pension they receive in the 

future.  

 

6.5.5 Grandfathering 

When legislation to have account based pensions included as financial investments for deeming 

purposes was enacted, the income test treatment of existing account based pensions was 

grandfathered. That is, provided the following conditions are met, the former income test treatment of 

account based pensions (i.e. actual income received, less the deductible amount) will continue to apply.  

To qualify for the grandfathering the pension receiving government income support must: 

1. Be in receipt of a continuous government income support benefit as at 31 December 2014; and 

2. Be receiving income payments from a continuing account based pension as at 31 December 

2014. 

Where a person holding a grandfathered account based pension passes away, and their account based 

pension was structured to automatically revert (transfer) on their death to a surviving spouse, then the 

original account based pension will continue to be grandfathered provided the reversionary pensioner 

was also in receipt of a government income support benefit at the time the pension transferred.   

 

6.5.6 Conclusion 

Whether a person will better or worse off under the changes to income testing of account based 

pensions will depend on personal circumstances. For example, anyone drawing an account based 

income stream that is significantly more than their deductible amount may actually benefit by having 

their account based pension treated as a financial investment and be subject to deeming.  

In addition to the income test, government income support entitlements may also be affected by the 

assets test. The test that results in the lower income support benefit is the test that is used. We have not 

taken the potential assets test implications into account for the purposes of this review.  
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6.6 Gifting 

A person who is eligible for Centrelink or Veterans’ Affairs (DVA) payments is expected to use their own 

financial resources to support themself so the ability to gift to others without an impact on entitlements 

may be limited.  

Centrelink/DVA entitlements are based on two tests - an income test and an assets test. Gifts can reduce 

assets (and also the assessed income) and may help to increase the amount of Centrelink/DVA payment.  

A single person or couple combined is allowed to gift $10,000 per financial year, with a limit up to 

$30,000 over a five year rolling period. If more than this amount is gifted the excess amount is called a 

‘deprived asset’. 

A deprived asset is counted as an assessable asset under the assets test and is subject to deeming under 

the income test for five years from the date of the gift. This may affect your Centrelink/DVA payment. 

When looking at the $30,000 limit, Centrelink will also take into consideration amounts gifted in the 

previous five years. 

 

 

Before making the gift it is important for the person to ensure they can afford to do this and that they 

have enough money to meet their own needs. The amount given away may be more than the additional 

payment received from Centrelink/DVA. The motivation needs to be to help someone financially, not 

just increase Centrelink/DVA benefits. 

 

6.6.1 Gifting Strategies 

If the aim is to gift more than $10,000 the following three strategies can be considered. 

Gift $10,000 in a financial year  

Gift $10,000 in three successive years without creating an excess. However, gifts cannot be made in the 

following two years (or previous two years). This approach allows assets to be gradually gifted. 
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Gift $30,000 within 14 months 

An amount of $30,000 can be gifted within a 14 month period with careful timing as shown in the 

example below. 

This strategy allows the $30,000 to be gifted over three separate financial years, but the time space is 

only 14 months. Based on this example no further gifts can be made until 1 July 2017. If a gift is made 

before this time it will create a deprived asset. 

 

6.6.2 Gift and Loan Strategy 

If a person wants to gift more than $10,000 in one year they could do this as a loan/gift strategy to 

gradually reduce the impact on Centrelink entitlements. 

This requires treating up to $20,000 as a loan and the balance as a gift. Each year a further $10,000 of 

the loan is forgiven (gifted). 

Example: 

Colin gives a family member $30,000. This is recorded as a $10,000 gift and a $20,000 loan. It can be an 

interest-free loan and it should be documented carefully. 

Assessable assets will reduce by the $10,000 gift. The loan continues to be assessed as an asset and is 

deemed under the income test. In the next financial year $10,000 of the loan can be forgiven (gifted). 

This reduces the assessable amount to a $10,000 outstanding loan. The same can be done in the 

following financial year to reduce the loan to zero. Centrelink should be notified each year of the amount 

gifted. 

This strategy allows $30,000 to be provided in financial assistance immediately. Although an asset of 

$20,000 (the loan) is retained at the start, this is gradually reduced over the next two financial years. 

6.7 Granny Flats 

Sometimes living alone may not be the best option and you may wish to move in with your children or 

another close relative/friend, or you may wish to reassign ownership of your home. The arrangements 

can be either formal or informal and you receive the right to accommodation for life. 

This might involve you moving into someone else’s home or into a granny flat built on their property. 

Alternatively you can transfer ownership of your home to that person and continue to live in the home. 

Date of Gift Amount 

1 June 2013 $10,000 

1 July 2013 $10,000 

1 July 2014 $10,000 

Date of Gift Action Reduce Assets by 

Gift of 

Loan Amount 

1 February 2013 Provide $30,000 to family 

member 

$10,000 $20,000 

1 July 2014 Forgive $10,000 of outstanding 

loan 

$10,000 $10,000 

1 July 2015 Forgive $10,000 of outstanding 

loan 

$10,000 Nil 
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This arrangement may involve a gift of money, payment of expenses or transfer of the title of your 

home.  

Normally the transfer of money or assets would come under Centrelink/Veterans’ Affairs (DVA) gifting 

rules. But the granny flat rules determine how this transfer is assessed and the interaction with gifting 

rules. 

 

6.7.1 Who is this Suitable for? 

This strategy is suitable for a person who: 

• Wishes to transfer money or assets to children or other relatives (in return for the right to 

accommodation for life) as part of estate planning 

• Wants to be cared for by someone close to you, rather than move into an aged care facility 

Receives a Centrelink/DVA payment and wishes to transfer money or assets to children or other relatives 

to increase entitlements and also receive the right to accommodation for life 

 

6.7.2 How this Strategy Works 

Granny flat rights can be created in several ways: 

• You transfer the title of your home to another person who moves into the home to live with 

you. You retain the right to also live there for life. The transfer must be legally registered and 

you must transfer full ownership of the home. If you only transfer part of the home normal 

gifting rules apply 

• You provide money to construct a granny flat (unit) on another person’s property, and receive 

the right to live there for life 

• You provide all or part of the purchase price of a property which is owned by another person, 

and receive the right to live there for life 

 

6.7.3 How are Granny Flat Rights Assessed by Centrelink/DVA? 

You should discuss your individual circumstances with your local Centrelink/DVA office before taking 

any action to determine how you will be assessed. 

If you pay money that equals the purchase or construction costs or you transfer full ownership of your 

home, this is deemed to be a ‘reasonable amount’. Gifting rules do not apply.  

If transfer additional amounts Centrelink/DVA will determine the ‘reasonable amount’ for the granny 

flat right using a formula with a conversion factor (shown below) based on your age and the maximum 

rate of age pension (couple rate). Any amount paid or transferred over this reasonable amount is a gift 

and is assessed under deprivation rules. 

Deprivation applies if the amount deemed to be a gift (single or couple combined) is more than: 

• $10,000 per financial year, or 

• $30,000 over a five year rolling period (includes current financial year and the four previous 

financial years) 



 

90 | P a g e  
 

Deprived assets are assessed against the income and assets tests for the next five years and may have 

a negative impact on your Centrelink/DVA entitlements. 

If you move out of the granny flat within five years and the reason that you moved could have been 

anticipated at the time the right was established, gifting rules may be applied retrospectively. 

Some details to be aware of include: 

• For Centrelink/DVA purposes, granny flat rights do not need to be written agreements however 

Centrelink/DVA may request a statement that the arrangement has begun 

• The amount paid or transferred for the granny flat right is an exempt asset (except deprived 

asset amounts) and you are assessed as a homeowner if the amount paid is above the extra 

allowable amount of $210,500 (2019/20). If you pay $210,500 or less you are treated as a non-

homeowner and the amount paid is an assessable asset 

• If you are transferring ownership of your home Centrelink/DVA may use the value accepted for 

stamp duty or may choose to receive a valuation from the Australian Valuation Office 

If you have paid money for construction of the granny flat you need to provide a copy of the building 

contract to Centrelink/DVA to verify the construction cost 

 

6.7.4 Other Things You Should Know 

Granny flat arrangements may not work out. You may wish to formalise the arrangement to protect 

yourself by having a solicitor draw up an agreement and identify any other details. This agreement may 

include: 

• The quality and type of the accommodation to be provided 

• Whether the accommodation is in a particular property or in any property  

• How the granny flat right can be dissolved if the arrangement is no longer suitable 

You should also ask your solicitor to review and formalise your estate planning arrangements such as 

your Will and Powers of Attorney. 

The value of the granny flat can be a significant proportion of your estate so it is important to prevent 

potential rifts between family members. You may find it difficult to get your money back if you no longer 

want to live in the granny flat. 
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6.7.5 Conversion Factor Table 

The table below are the conversion factors used to determine the reasonable gifting amount (if 

applicable). 

 

If the Person’s Age Next Birthday is… Then Use this Conversion Factor 

51 33.30 

52 32.39 

53 31.47 

54 30.56 

55 29.65 

56 28.74 

57 27.85 

58 26.95 

59 26.07 

60 25.19 

61 24.32 

62 23.45 

63 22.60 

64 21.75 

65 20.91 

66 20.08 

67 19.26 

68 18.46 

69 17.66 

70 16.87 

71 16.09 

72 15.33 

73 14.58 

74 13.84 

75 13.12 
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76 12.41 

77 11.73 

78 11.06 

79 10.42 

80 9.80 

81 9.20 

82 8.62 

83 8.06 

84 7.53 

85 7.03 

86 6.56 

87 6.11 

88 5.69 

89 5.31 

90 4.96 

91 4.64 

92 4.34 

93 4.08 

94 3.84 

95 3.63 

96 3.45 

97 3.28 

98 3.13 

99 3.00 

100 2.88 
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6.8 Guaranteed Income Streams 

When planning for retirement the first step is to provide a cash reserve and the second step is to 

establish a secure income. A secure and stable income will provide you with peace of mind that you are 

able to cover your everyday living expenses. 

Certain income streams can provide a guaranteed level of income either for life or a fixed period. The 

income payment is set at the start and may be increased to keep up with inflation each year. 

You can purchase these income streams with either superannuation or non-superannuation money and 

both may have tax advantages. 

With these income streams you can gain some peace of mind that you will receive a certain amount of 

income each year and know how long it will last for. 

 

6.8.1 Features of Guaranteed Income Streams 

Guaranteed income streams can be called either pensions or annuities. The main features of these 

income streams include: 

• They provide a regular, pre-determined level of income over a set number of years or for your 

lifetime 

• You can choose to have the income payments increased each year (indexation) 

• If your income stream is payable for life you can select a guarantee period which ensures that 

income payments continue for at least that period to protect against a loss of capital in the 

event of your early death 

• You can nominate your spouse as a reversionary pensioner to continue receiving income 

payments upon your death 

• Some pensions may allow you to withdraw lump sums or receive some of your capital at the 

end of the term as a residual capital value 

• No tax is deducted from superannuation money used to buy the income stream unless it is 

rolled over from an untaxed fund which will then have 15% tax deducted from any untaxed 

portion 

• Tax is withheld from income payments by the income stream provider so the Pay-As-You-Go 

instalment system does not apply 

• If the income stream is purchased with superannuation money the income payments are tax-

free from age 60 and may receive a 15% tax offset under age 60 

• Income streams purchased with ordinary money can be held in joint names 

The agreed income payment depends on the amount you invest as well as other factors such as your 

age, whether or not you want to receive any of your capital as a lump sum at the end of the term and 

selection of a guaranteed period. The interest rate used to calculate the income payments will depend 

on the prevailing interest rate at the time of investment. 

 

6.8.2 Choosing a Lifetime or Term Certain Income Stream 

Guaranteed income streams can be payable for life (lifetime) or for a fixed number of years (term 

certain).  
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The main benefit of a lifetime annuity is that you no longer take on the risk that you may outlive your 

money. Your income payments will be paid for your lifetime regardless of what age you live to. 

Obviously, the cost of such guarantees is factored into the pricing of the income payments and for this 

reason a lifetime income stream may pay a lower level of income than a term certain income stream. 

The main risk with a lifetime income stream is that if you die earlier than expected, the income payments 

cease (unless still within a guarantee period). In this case you may not receive a return of your full 

amount invested although some products may offer various guarantees on how much is returned. 

Details should always be checked carefully with the provider. 

If you choose a guarantee period, and you die before the expiration of this period, the income payments 

will continue to your estate until the end of the guarantee period. Alternatively you can choose to 

nominate your spouse as a reversionary pensioner so that payments continue to be paid to your spouse 

for the rest of his or her life. These guarantee options provide you with greater certainty of the amount 

of capital and income to be returned.  

As a general rule, if you expect to outlive your life expectancy (based on such factors as current health, 

family history etc.) and/or you seek a protection against longevity you should consider the benefits of 

a lifetime annuity. If you do not expect to outlive your life expectancy and/or you seek greater certainty 

as to the amount of capital and income to be returned a term certain income stream may be more 

appropriate. But you should always discuss which option is most appropriate with your adviser.  

 

6.8.3 Commutation of Guaranteed Income Streams 

In many cases, a guaranteed income stream may not allow you to commute your money back to a lump 

sum. You need to check the contract conditions carefully in the Product Disclosure Statement and think 

about how your future circumstances may change. 

If you are able to stop the income stream and receive your money back as a lump sum, the amount you 

receive (commutation value) is calculated as the value of future payments. This depends on changes to 

interest rates, the remaining period and cancellation fees. This may not be financially attractive as the 

value you receive may be significantly less than the amount you invested, even after allowing for income 

payments already received.   

If you make a partial withdrawal the future value of income payments and the residual capital value will 

be adjusted to account for the amount commuted.  

If you instead continue to receive the income payments in accordance with the original contract, you 

may not suffer a loss. This may be particularly relevant if an executor of your estate is making a decision 

whether to commute an annuity to a lump sum or continue the income payments. 

 

6.8.4 Indexation of Income Stream Payments 

Your living expenses will increase during your retirement in line with inflation. This is usually measured 

by the Consumer Price Index (CPI). It is important to have an income stream which increases over time 

to maintain your purchasing power. 

You can choose for your income payments to increase each year by the CPI or a fixed indexation rate 

to keep up with inflation or maybe keep the income payments the same. This may reduce the initial 

payments to cover the costs of the indexation later in life but helps you manage your expenses. 
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Bear in mind there is the possibility that some items you purchase will increase at a rate higher than 

inflation and some at a rate less than inflation. 

 

6.8.5 Centrelink Treatment of Guaranteed Lifetime Income Streams 

If you are buying a new income stream the purchase price is initially counted as an assessable asset in 

the assets test, even if you are not able to make lump sum withdrawals. This value may reduce every six 

months to reflect the amount of your capital returned in any income payments. 

Some non-commutable income streams purchased before 20 September 2007 may have exemptions 

under the assets test. You should discuss your circumstances with your adviser or with Centrelink.  

Income streams may be favourably assessed under the income test to help increase the amount of age 

pension you can receive. The income test rules depend on the type of income stream: 

• Fixed term of five years or less – the balance is subject to deeming 

• Fixed term of more than five years – a portion of the income received is not assessable income 

(see below) 

• Lifetime – a portion of the income received is not assessable income (see below) 

The non-assessable income for lifetime and fixed term income streams with terms longer than five years 

is calculated as: 

Non-assessable income =  Purchase price less commutations 

    Life expectancy* or term 

*If joint names or a reversionary is nominated you need to use the longest life expectancy. 

 

6.8.6 Death Benefits from Guaranteed Income Streams 

Upon your death, a death benefit may be payable to your beneficiaries. If the death benefit is paid as a 

lump sum payment, this is a commutation. Please refer to ‘Commutation of guaranteed income streams’ 

above for issues relating to commutation values. 

Lifetime income streams 

• If you have nominated a reversionary beneficiary, the beneficiary will continue to receive income 

payments for his or her lifetime. 

• If you have not nominated a reversionary beneficiary, a death benefit is payable to your estate 

only if you are still within the guarantee period. Payments can continue for the remaining 

guaranteed period or be commuted to a lump sum.   

Term certain income streams 

• If you have nominated a reversionary beneficiary, the beneficiary will continue to receive income 

payments for the remaining term. 

• If you have not nominated a reversionary beneficiary, a death benefit is payable to your estate. 

Payments can continue for the remaining term or be commuted to a lump sum.  

Taxation  



 

96 | P a g e  
 

If the guaranteed income stream was purchased with superannuation money you are limited in who can 

be nominated as a beneficiary. Tax may be payable by some beneficiaries. You should discuss your 

options with your adviser to determine any estate planning strategies. 

You can nominate anyone as a beneficiary for an ordinary money guaranteed income stream. Lump 

sum payments are paid tax-free. 

 

6.9 Special Disability Trusts 

6.9.1 What is a Special Disability Trust? 

A Special Disability Trust is a trust established by parents and immediate family members for the future 

care and accommodation needs of a person with a severe disability (principal beneficiary).  

Before a Special Disability Trust can be established, the beneficiary must first contact Centrelink to make 

sure they are eligible. 

Centrelink recommends consulting with a financial adviser and/or a solicitor for advice before 

establishing a Special Disability Trust. This allows the person to carefully consider the effect it may have 

on their financial security and Centrelink/Veterans’ Affairs payments. 

 

6.9.2 What are the benefits of a Special Disability Trust? 

A Special Disability Trust allows money to be set aside to meet the specific care needs of a severely 

disabled person. It also provides Centrelink/Veterans’ Affairs (DVA) advantages through: 

• A gifting concession of up to $500 000 (combined limit) is available for eligible family members 

of the principal beneficiary 

• An assets test assessment exemption of up to $681,750 (for 2019/20 and indexed each 1 July) 

is available for the principal beneficiary. An income test exemption also applies.  

 

6.9.3 What are the Characteristics of a Special Disability Trust? 

A Special Disability Trust must: 

• Have only one principal beneficiary who meets the eligibility criteria 

• Provide for the accommodation and special disability care needs of the principal beneficiary 

• Have a trust deed that contains the clauses as set out in the model trust deed 

• Have an independent trustee, or alternatively have more than one trustee  

• Comply with the investment restrictions 

• Provide annual financial statements, and  

• Conduct independent audits when required 

 

6.9.4 Who can be the Principal Beneficiary? 

To be eligible to be a principal beneficiary, the person with disability must meet the definition of severe 

disability. The definition of severe disability is: 
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a) Person who has reached 16 years of age: 

• Whose level of impairment would qualify the person for Disability Support Pension or who 

is already receiving a DVA Invalidity Service Pension or DVA Invalidity Income Support 

Supplement, and 

• Who has a disability that would, if the person had a sole carer, qualify the carer for Carer 

Payment or Carer Allowance, and 

• Who has a disability and is able to work no more than seven hours a week in the open 

labour market.  

 

b) Person who has reached 16 years of age: 

• Whose level of impairment would qualify the person for Disability Support Pension or who 

is already receiving a DVA Invalidity Service Pension or DVA Invalidity Income Support 

Supplement, and 

• Who is living in an institution, hostel or group home where care is provided for people with 

disability and funding is provided under an agreement between the Commonwealth, states 

and territories, and 

• Who has a disability and is able to work no more than seven hours a week in the open 

labour market 

 

c) Child under 16 years of age: 

• Who is a person with a severe disability or a severe medical condition, and 

• Who has a carer that has been given a qualifying rating of intense under the Disability Care 

Load Assessment (Child) Determination for caring for that person, and 

• Who has had a treating health professional certify in writing that, because of that disability 

or condition: 

o The person will need personal care for 6 months or more, and 

o The personal care is required to be provided by a specified number of persons. 

 

6.9.5 Who can benefit from the Gifting Concessions for a Special 

Disability Trust? 

Immediate family members of the principal beneficiary who are at, or over, age or service pension age 

and are receiving a pension (for example Age Pension, Carer Payment).  

Where there is more than one contributor to the trust, the combined concession first applies to those 

eligible family members who are receiving a pension after age or service pension age. 

 

6.9.6 Who is an Immediate Family Member? 

An immediate family member includes: 

• Natural parents 

• Legal guardians (as defined) 

• Adoptive parents 

• Step parents 

• Grandparents, and 
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• Siblings 

Note: The term legal guardian used in the definition of parent or immediate family member includes a 

person who is, or was, the legal guardian of the person with a severe disability while that person was 

under 18 years of age. The term sibling refers to a brother, sister, half-brother, half-sister, adoptive 

brother, adoptive sister, step-brother or step-sister. 

 

6.9.7 What Amount of Money can a Person Contribute to the Trust? 

Contributions or gifts of assets to any value can be made to this type of trust at any time by almost 

anyone. However, a gifting exemption will only apply on the first $500,000 contributed to the trust by 

eligible family members.   

Contributors who receive Centrelink/Veterans’ Affairs benefits must tell that department about any gifts 

or transfers within 14 days. 

Any gift or number of gifts whose total value is greater than the allowable concessional amount will be 

assessed under normal gifting rules.  

6.9.8 What can the Trust Funds be used for? 

The funds are intended to meet the reasonable care and accommodation needs of the principal 

beneficiary. 

The trustee is also able to pay: 

• The beneficiary’s dental and medical expenses, including membership costs for private health 

funds, 

• The maintenance expenses of the trust property assets, and 

• Up to $12,250 (for 2019/20) in a financial year on discretionary items not related to the care 

and accommodation needs of the beneficiary. This expenditure should remain compliant within 

the legislative requirements of a Special Disability Trust 

6.9.9 What Tax Concessions are Available for Special Disability 

Trusts? 

The net income of the trust is taxed at the beneficiary’s marginal tax rate plus Medicare. 

This tax may be payable by the trustee. If the beneficiary is required to lodge a tax return, this income 

should be included as assessable income in that return, with a credit for the tax paid by the trustee. 

7. Business Insurance 

When Business owners are often so focused on building their business, they neglect to protect the 

investment to ensure the survival of the business if something unexpected occurs. 

Insurance can help by providing lump sums if a key person or business owner dies or suffers a serious 

illness or injury. Business owners need to assess the risks in their businesses and considering the options 

and strategies to minimise these risks or to cover the financial downsides. 

There are various business insurance purposes to consider.  

 



 

99 | P a g e  
 

7.1 Business Succession Plan 

Succession planning is simply a strategy for the handover of a business from one owner to another in 

particular circumstances, such as the planned or unplanned departure of a principal from the business.  

A comprehensive plan helps to ensure the business survival and can minimise disputes between owners 

and families. This plan includes a documented buy/sell agreement to cover issues such as: 

Establishing who should retain ownership and control of the business, by providing an orderly transition 

with the departing owner (or their estate) selling their interest in the business to the remaining owner(s). 

Determining the ‘trigger’ events which may result in the departure of a principal. 

Ensuring that the departing owner (or estate) receives an agreed and predetermined value for their 

interest in the business. 

Providing the remaining owner(s) with funding options to purchase the departing owners interest in the 

business 

The use of insurance as a funding source provides greater certainty for all parties and can be less 

expensive than taking on debt. It will help to eliminate the need for: 

The business to be wound up or 

A forced sale of the business or assets to pay out the departing owner (or estate) or 

The remaining owner(s) to use personal assets or borrowings to pay out the departing owner (or estate) 

Policies can be owned under a number of structures but in most cases self-owned policies are the most 

tax effective option. This also provides greater flexibility if new owners enter the business or existing 

owners exit as there is no need to transfer ownership of policies. 

Premiums paid on insurance policies used for Business Succession purposes are generally not tax 

deductible. There may be tax implications including CGT for the departing owner and continuing owners 

and you should seek specialist taxation advice. 

7.2 Debt Personal Guarantee 

Taking out insurance for the purpose of guarantor protection ensures that if death, TPD or a trauma 

event occurs to a business owner who has provided a guarantee for a business loan, that the loan can 

be repaid. 

This strategy benefits the guarantor by protecting personal assets which have been used to secure 

business loans. It also ensures that the business does not face an unexpected financial burden if the 

lender requires the loan to be repaid or renegotiated. Ideally a guarantor should be insured for 100% 

of the loan whether they are jointly or severally liable for the debt to provide the best protection.  

Premiums paid on insurance policies used to repay debts are not tax deductible. 

Policies can be self-owned (by the person who acted as guarantor) or be owned by the business entity. 

The tax implications on claim proceeds can vary depending on the option selected.  
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Business Entity Ownership Self-Ownership 

Life policy – tax is not payable on claim proceeds 

received 

TPD/trauma policy – capital gains tax will apply 

Tax does not apply on the claim proceeds 

received on life, TPD or trauma policies 

The business entity receives the proceeds and can 

directly repay the debt 

The insured person receives the proceeds and 

needs to pay the debt on behalf of the business. 

A written agreement should be in place setting 

out the respective parties’ obligations. This may 

result in further tax implications and the debt 

reduction agreement should exclude ‘rights of 

contribution’ from arising 

With this strategy, care should be taken with any contractual arrangements to ensure capital gains tax 

is not triggered. The use of insurance to repay debt may also affect valuations of the business. You 

should seek specialist legal and tax advice. 

7.3 Key Person Insurance 

Key Person insurance protects the business against the loss of a principal or other person who is integral 

to the business. The loss of key people can have significant adverse financial impacts on the business. 

Key Person insurance helps to ensure that a business survives following the loss of a key person in the 

event of death, disablement or trauma. There are two different purposes - ‘revenue purpose’ or ‘capital 

purpose’. It is necessary to distinguish between them for taxation purposes.  

7.4 Key Person – Capital Purpose 

The sudden loss of a key person means the business may need to: 

• Repay loans made between the key person (principals) and the business. Repay loans or debts 

to creditors which have been called in because of the loss of the key person 

• Compensate the business for any goodwill lost 

• Replace lines of credit (i.e. working capital)  

The business may take out an insurance policy on each key person to offset the anticipated financial 

loss. In this instance, the insurance required is for ‘capital purposes’ as it adds to the value of the 

business. 

The business owns the policy, pays the premiums and receives the proceeds if something happens to 

the key person. The proceeds are not assessable as income and the premiums are non-deductible. 

However proceeds received by the business for Total & Permanent Disability or Trauma insurance are 

subject to Capital Gains Tax (CGT). Life insurance proceeds are exempt. 

7.5 Key Person – Revenue Purpose 

The sudden loss of a key person means that a suitable replacement may need to be found and the 

business may face unexpected costs for recruitment. The business may also want compensation for 

reduced revenue, sales and profit to help meet other expenses. 

The business may take out an insurance policy on each key person to offset the anticipated financial 

loss. In this instance, the insurance required is for ‘revenue purposes’. 
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The business owns the policy, pays the premiums and receives the proceeds if something happens to 

the key person. If the business made a declaration at the time of paying the premium that the purpose 

was of a ‘revenue’ nature, then generally the premiums would be tax deductible and the proceeds would 

be assessable income of the business.  

7.6 Business Expenses Insurance 

Business Expenses insurance is designed specifically for business owners or sole traders and aims to 

minimise the financial impact of their sickness or injury by paying a monthly benefit to cover eligible 

business expenses during a prolonged absence from work. This will allow a business owner to focus on 

recovery.  

Business Expenses policies will usually pay a benefit up to 100% of your gross (eligible) expenses for a 

set term of 12 months after a waiting period has expired. 

To be eligible you need to be a sole trader, in a partnership or a working director and be responsible 

for paying the business’s expenses. Eligible expenses may include costs for premises, services/utilities, 

equipment and leasing costs, salaries and associated costs for non–income generating employees, and 

accounting fees. 

The policy is owned by the business entity with the business owner as the insured person. Generally 

premiums for Business Expenses insurance are fully tax deductible. The proceeds are taxable but the 

business can claim tax deductions for expenses paid.  
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Let us guide you 

The purpose of this Financial Services Guide (FSG) is to help you make an informed decision about the 

services we offer and whether they are appropriate to meet your needs. This FSG provides you with 

important information on how to engage with our Financial Advisers. 

This FSG covers the following: 

• Information about Zenith Representatives as a licensee. 

• Details on how you may instruct your Adviser. 

• Who will be responsible for providing the financial services. 

• Details of the financial services and/or products Zenith Representatives can provide. 

• The documents you may receive. 

• Remuneration received by your Adviser. 

• Other forms of remuneration or benefits. 

• Privacy (i.e. collection and handling of your personal information). 

• The complaints procedure. 

• Compensation arrangements in place. 

• Our MDA service and how it can assist you. 

Please take the time to review this document before engaging our services. 

Throughout this FSG, Zenith Representatives is referred to as “we”, “us”, “our” or any variations. The 

term “Adviser” refers to Zenith Representatives authorised representatives and financial advisers. 

Our responsibility 

Your Adviser provides financial advice and services on behalf of Zenith Representatives and accordingly 

we are responsible for the financial advice and services they provide. 

Our Advisers are committed to providing quality financial advice and a wide choice of products and/or 

services to suit individual client circumstances.  

Your Adviser is obliged by law to act in your best interests and provide appropriate advice when 

providing financial advice to you. 

As part of our commitment to you, Zenith Representative’s advisers adhere to the Codes of 

Ethics/Conduct of the Institute of Public Accountants (IPA). 

The adviser profiles 

Prior to providing any personalised financial advice products and/or services our Advisers are required 

to provide you with a copy of this FSG along with an Adviser Profile. 

The Adviser Profile contains important information about your Adviser. This includes their Authorised 

Representative number and/or Corporate Authorised Representative number (if applicable), 

accreditations, and qualifications. 
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What we can provide 

Zenith Representatives is licensed to provide financial product advice on the following services: 

• Wealth creation strategies 

• Life insurance advice 

• Superannuation strategies 

• Debt reduction strategies 

• Cash flow management 

• Retirement planning 

• Aged care strategies 

• Estate planning strategies 

• Tax (financial) advice 

We can advise in the following products: 

• Basic deposit products 

• Debentures, stocks and bonds 

• Life insurance (personal and business) 

• Managed investments 

• Investor Directed Portfolio Services (IDPS) 

• Retirement Savings Accounts (RSA) 

• Securities 

• Derivatives 

• Standard margin lending 

• Superannuation 

• Self-managed superannuation 

• Foreign Exchange Contracts 

• Managed discretionary account services (MDA) 

 

Zenith Representatives maintains an Approved Product List (APL). Subject to attaining required 

accreditation, your Adviser is able to recommend any product on the Zenith Representatives APL.  

There may be instances where your Adviser will need to consider products outside of the APL. In these 

cases, your adviser may apply to Zenith Representatives’ Research Department to obtain a one-off 

product approval.  
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Documents you may receive 

If you decide to obtain personal financial advice, your Adviser will need to determine your needs, 

objectives and relevant financial circumstances.  

At the initial advice appointment, your Adviser will typically gather the relevant information by using a 

client data collection form. You will be asked to provide accurate information about your personal and 

financial situation and keep your Adviser informed of any changes to your relevant circumstances. 

Your Adviser will also need to verify your identity. 

When your Adviser provides personal financial advice to you, you may receive one or more of the 

following documents:  

• Letter of Engagement 

• Statement of Advice (SoA) 

• Record of Advice (RoA) 

• Product Disclosure Statement (PDS) 

• Fee Disclosure Statement (FDS) 

• Renewal Notice 

The SoA will set out the advice that has been tailored to your specific circumstances and provide you 

with details of all relevant disclosures including details of any remuneration payable.  

Where you receive ongoing or further advice a RoA may be provided. 

A PDS will be provided if a product recommendation is made and includes detailed information on the 

financial product including features, benefits, conditions, costs and cooling off rights (if applicable). 

An FDS will be issued to you in instances where you enter into an Ongoing Fee Arrangement with your 

Adviser for a period greater than 12 months. The FDS will contain information about the services you 

were entitled to receive, the services you actually received and the fees you paid during the period. The 

FDS will be provided to you annually. 

When you commence an ongoing fee arrangement your Adviser will also issue a Renewal Notice every 

2 years. The Renewal Notice will give you the option of renewing the ongoing fee arrangement. 

You may request in writing a copy of any advice document up to seven (7) years after the advice has 

been given. 

How the MDA service works 

Zenith Representatives Pty Ltd offers Managed Discretionary Account (MDA) Services through an 

agreement with clients called a MDA Contract. 

By accepting the terms of a MDA Contract you will be granting your adviser an authority to take action 

on your investment portfolio (e.g buy or sell investments) without first consulting you. 

This will change the nature of the adviser-client relationship. 

Normally, your adviser provides you with advice and recommendations supported by research or other 

information to assist you to make an informed decision on those recommendations. Your adviser then 

implements whatever action you decide to take. 
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If you accept the terms of an MDA Contract, you will, to some degree depending on the 

limitations/restrictions detailed in the MDA Contract, provide your adviser with the authority to make 

decisions on your investment portfolio and to implement investment transactions without consulting 

you. 

You may give instructions to your adviser on how rights relating to the financial products in your 

investment portfolio are to be exercised by providing those instructions to your adviser in writing. 

The decision to surrender full or partial control of your investment portfolio to your adviser is an 

important decision. 

You should not accept the terms of a MDA Contract provided by your adviser unless you are confident 

that he/she has a clear understanding of your circumstances, needs and objectives. 

The significant risks of accepting the terms of a MDA Contract provided by your adviser are: 

• Your adviser may make investment decisions that you disagree with. Provided your 

adviser’s actions are within the law and the scope of the authority you have granted, and 

the adviser has acted efficiently, honestly and fairly, you will have no right of recourse. 

• This means that you will have to accept the tax consequences, transaction costs and any 

capital loss resulting from any transaction validly executed by your adviser and any 

“reversal” of that transaction that you may request. 

• If you do not promptly inform your adviser of any changes in your situation, needs and 

objectives, there is a risk that your adviser may make inappropriate investment decisions. 

You may only enter into a MDA Contract where your investment portfolio is held via a regulated 

platform such as an investor directed portfolio service (IDPS), IDPS-like scheme, superannuation wrap 

or master trust. The assets that will be managed under the terms of your MDA Contract will be held as 

part of your account on the relevant platform, and the MDA services may not include custodial or 

depository services. 

You must enter into the MDA Contract provided by your adviser before he/she can provide you with 

MDA services. Your MDA Contract will include an Investment Program prepared by your adviser that 

complies with Division 3 of Part 7.7 of the Corporations Act, and that will contain: 

• Statements about the nature and scope of the discretions your adviser will be 

authorised and/or required to exercise under the MDA Contract and the investment 

strategy that is to be applied in exercising those discretions; 

• Information about any significant risks associated with the MDA Contract; 

• The basis upon which your adviser considers the MDA Contract to be suitable for 

you; and 

• Warnings that the MDA Contract: 

▪ May not be suitable to you if you have provided limited or inaccurate 

information relating to your relevant personal circumstances; and 

▪ May cease to be suitable if your relevant personal circumstances change. 

Note that your adviser will exercise, on your behalf, all rights that relate to your portfolio arising from 

corporate actions and communications about your portfolio assets. 

Your adviser will be responsible for reviewing the suitability of the MDA Contract (including the 

Investment Program that forms part of it) to your relevant personal circumstances at least once every 

thirteen (13) months, unless the MDA Contract is terminated earlier. 
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Risk of our MDA service 

The main risk of using the MDA service is that you will not know the changes we make to your 

investments before they are made.  However, we will only make adjustments which are consistent with 

the agreed investment strategy.  

Risks associated with investments made through the MDA service should be considered carefully.  Such 

risks are set out in the investment products profiles for the model portfolios or the offer documents for 

relevant investments.  Your financial adviser can provide access to or copies of documentation relevant 

to your investments.  

 

 

MDA fees and costs 

This section shows the fees and other costs you may be charged for using our MDA service. These fees 

and costs may be deducted from your money, from the returns on your investment or from the assets 

managed in connection with the MDA services. 

You should read all the information about fees and costs because it is important to understand their 

impact on your investments managed in accordance with the MDA services. 

 

Did you know? 

Small differences in both investment performance, fees and costs can have a 

substantial impact on your long-term returns. For example, total annual fees and 

costs of 2% of your account balance rather than 1% could reduce your final 

return by up to 20% over a 30-year period (for example, reduce it from $100 000 

to $80 000). 

You should consider whether features such as superior investment performance or 

the provision of better member services justify higher fees and costs. You may be 

able to negotiate to pay lower contribution and management costs where 

applicable. Ask the fund or your financial adviser. 

To find out more 

If you would like to find out more, or see the impact of the fees based on your 

own circumstances, the Australian Securities and Investments Commission (ASIC) 

website (www.moneysmart.gov.au) has a managed funds fee calculator to help 

you check out different fee options. 
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Managed Discretionary Account 

Establishment Fee 

The fee to open your investment 
Nil Not applicable 

Contribution Fee1 

The fee on each amount contributed to your investment 
Nil Not applicable 

Withdrawal Fee1 

The fee on each amount you take out of your investment 
Nil Not applicable 

Exit Fee1 

The fee to close your investment 
Nil Not applicable 

[MDA advice fee] Nil Not applicable 

Investment research fee 0.495%p.a. 
Directly from your 

investment monthly 

Switching fee 

The fee for changing investment options 
Nil Not applicable 

¹ This fee includes an amount payable to an adviser. 

Example of annual fees and costs for MDA services 

This table gives an example of how the fees and costs for the MDA Service can affect your investment 

over a 1-year period. You should use this table to compare this product with other similar investment 

products.  

EXAMPLE — MDA service BALANCE OF $50,000 WITH A CONTRIBUTION OF $5,000 

DURING YEAR 

Contribution 

Fees 

Nil For every additional $5,000 you put in, you will be charged $0 

Plus 

Management 

Costs 

0.495%p.a. And, for every $50,000 managed under the MDA service, you will 

be charged $247.50 each year. 

EQUALS Cost of 

MDA service 

272.25 If you had an investment of $50,000 at the beginning of the year 

and you put in an additional $5,000 during that year, you would be 

charged total fees of $272.25. 

 

What it costs you will depend on the investment option you 

choose and the fees you negotiate. 

This example is illustrative only and fees and costs may vary for your actual investment. This example 

only shows the fees and costs that relate to receiving the MDA services, which can only be received in 

connection with your platform account. The example does not include the fees and costs of the 

underlying investments acquired through that platform. Additional costs will be charged by the issuers 

of the products that may be acquired as part of your MDA service via your platform account. Refer to 

the disclosure document for your platform for an explanation of the fees payable in connection with 

your platform account. 
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How to give instructions 

Your Adviser may accept your instructions by phone, letter, email or fax. In some instances, your Adviser 

can only accept written instructions from you and they will let you know when this occurs. 

Your privacy 

Your Adviser is required to maintain physical or electronic records of documentation for any financial 

advice given to you, including information that personally identifies you and/or contains information 

about you.  

These records are required to be retained for at least seven (7) years. If you want to access your personal 

information at any time, please let us know. 

You have the right not to provide personal information to your Adviser. However, in this case, your 

Adviser will warn you about the possible consequences and how this may impact on the quality of the 

advice provided. Additionally, your Adviser may also decline to provide advice if they feel they have 

insufficient information to proceed. 

Zenith Representatives respects your privacy and is committed to protecting and maintaining the 

security of the personal and financial information you provide us. For detailed information on how we 

handle your personal information, please see our Privacy Policy. 

This Policy is located at:  http://www.holzworth.com.au/resources/  

Anti-Money Laundering and Counter-Terrorism 

Financing  

As a reporting entity under the Anti-Money Laundering and Counter-Terrorism Financing Act, we are 

committed to ensuring our services do not facilitate or are associated with money laundering or 

terrorism financing practices. Before we arrange a financial product for you, we will need to verify your 

identity by viewing your identification documents (e.g. passport, driver’s licence). We will retain copies 

of this information and assure you that this information will be held securely. 

Disclosure of information 

Throughout the advice process, your personal information may be disclosed to other services providers. 

These may include:  

• Financial product providers 

• Financial planning software providers 

• Administration and paraplanning service providers 

• IT service providers 

Zenith Representatives may engage third party service providers to assist in the provision of products 

or services. 

http://www.holzworth.com.au/resources/
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Some services may require disclosure of personal information to service providers outside Australia. The 

purpose of such disclosure is to facilitate the provision of financial services including the preparation of 

financial advice documents for Zenith Representatives Advisers. 

All reasonable steps will be taken to ensure that offshore service providers comply with the Privacy Act 

1988. 

Adviser remuneration 

The cost of providing a financial product or service to you will depend on the nature and complexity of 

the advice, financial product and/or service provided. Generally, whenever your Adviser provides a 

recommendation for a financial product or service, your Adviser may be remunerated through either: 

• An initial fee for service; or 

• An ongoing fee for service; or 

• A contribution fee or implementation fee; or 

• Commission payments from product providers where applicable; or 

• A combination of any of the above. 

Details of the ranges and amounts of remuneration are set out below. Amounts are inclusive of GST. 

Types of Remuneration Initial Ongoing 

Adviser Service Fee  $220 - $10,000 (0.0% - 5.5%) 

SoA/ Advice Preparation Fee $220 – $10,000 (0.0% - 5.5%)  

Hourly Rate $330 per hour $110- $330 per hour 

Insurance Commission 77% 22% 

Prior to preparing any advice or providing financial services to you, we will discuss and agree upon all 

fees that will apply. 

All fees or commissions are initially paid to Zenith Representatives before being distributed in full or in 

part to HWP Financial Pty Ltd. 

Licensee remuneration 

Zenith Representatives receives a flat fee from HWP Financial Pty Ltd for the provision of services 

required under its Australian Financial Services Licence. 
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Referrals 

Where you were referred to your adviser by a third party, such as an Accountant or Mortgage Broker, 

the third party may receive a fee for the referral. You will receive more detailed information concerning 

any referral fee in your SoA or other relevant document. 

Other forms of remuneration or benefits 

Zenith Representatives and/or its Advisers may receive non-monetary benefits where: 

• The amount is less than $300 and identical or similar benefits are not given on a 

frequent basis; 

• The benefit has a genuine education or training purpose (including attendance to 

conferences) and is relevant to providing financial product advice; and/or 

• The benefit consists of the provision of information technology software or support 

and is related to the provision of financial product advice in relation to the financial 

products issued or sold by the benefit provider 

Payments or benefits received are disclosed in a register. A copy of the register is available upon request. 

Related companies 

Zenith Representatives Pty Ltd, IndexInvest Pty Ltd Holzworth Partners Pty Ltd and HWP Financial Pty 

Ltd are members of the Holzworth Partners Group.  Employees within Holzworth Partners Group are 

also Directors of HWP Financial Pty Ltd. 

Holzworth Partners Group offers a number of services and investment solutions including, the 

IndexInvest Managed Discretionary Account, IndexInvest SMA products.  Holzworth Partners Group 

retains all profit from these products and services.  We and our respective families, companies and trusts 

may have an interest in the investments or securities included in your portfolio which may influence, or 

be seen to influence, the advice that they provide you. 

Although we are under no obligation to recommend these investment solutions, should they be suitable 

to assist you reach your individual financial objectives and needs, it is likely that we will recommend 

them to you.   

Sponsorship 

Zenith Representatives and its related companies may receive payments or benefits from product 

providers in return for granting rights such as being recognised as a sponsor and the right to promote 

their product and give presentations at conferences and/or professional development training days. 

Zenith Representatives may use these payments to pay for costs associated with such conferences, 

training or professional development days. 

Professional Indemnity 

Zenith Representatives maintains a group policy which includes appropriate Professional Indemnity 

Insurance cover for Zenith Representatives as required by the Corporations Act 2001. 
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Reporting your concerns 

If you have a complaint about any financial service provided to you by your Adviser, you should take 

the following steps: 

1. Contact Zenith Representative to discuss your complaint. 

Phone 07 3999 9751 

Email admin@zenithrepresentatives.com 

Mail Manager Zenith Representatives 

GPO Box 5073 

Brisbane, Qld 4001 

2. We will acknowledge receipt of a complaint immediately, however, where this is not possible, 

acknowledgement will be made as soon as practicable. 

3. We will then investigate the complaint and respond to you within 45 days. Some complex 

matters may require an extension to thoroughly investigate the complaint and bring it to resolution. 

4. If you are not fully satisfied with our response, you have the right to lodge a complaint with the 

Australian Financial Complaints Authority (AFCA). AFCA provides fair and independent financial services 

complaint resolution that is free to consumers. 

The contact details for AFCA are: 

Phone 1800 931 678 (free call) 

Online www.afca.org.au 

Email info@afca.org.au 

Mail GPO Box 3 

Melbourne VIC 3001 

Furthermore, the Australian Securities and Investments Commission (ASIC) has a free of charge infoline 

on 1300 300 630, which you may use to obtain information about your rights and to make a complaint. 

Contact us 

Zenith Representatives 

Phone 07 3999 9751 

Email admin@zenithrepresentatives.com 

Mail Manager Zenith Representatives 

GPO Box 5073 

Brisbane, Qld 4001 

For more information: 

Please visit moneysmart.gov.au for more information on financial advice. 

  

https://www.moneysmart.gov.au/
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Adviser Profile 

The following people are authorised to provide financial advice on behalf of HWP Financial Pty Ltd.  

Please visit www.holzworth.com.au for more team information: 

 

Mark Holzworth  

• Fellow, Institute of Public Accountants (FIPA); 

• Fellow, Institute of Financial Accountants (UK) (FFA); 

• Master of Commerce (Professional Accounting) (MCom) degree; 

• Graduate Certificate in Professional Accounting (Grad Cert Prof Acctg); 

• Advanced Diploma of Business (Accounting) (Adv Dip Bus);  

• Diploma of Financial Planning (Dip FP); 

• Registered Tax Agent; 

• Approved Self-managed Superannuation Fund Auditor; 

• Accredited Derivatives Adviser; 

• Accredited Foreign Exchange (FX) Adviser 

• Accredited Margin Lending Adviser. 

Australian Securities and Investments Commission (ASIC) Authorised Representative No. 0271831 

 

Jane Purnell  

• Master of Business Administration (MBA) 

• Fellow, Institute of Public Accountants (FIPA); 

• Fellow, Institute of Financial Accountants (UK) (FFA); 

• Bachelor of Business Psychology degree (BPSB); 

• Affiliate Member of Institute of Managers and Leaders (IMLa) 

• Diploma of Financial Planning (Dip FP); 

• Accredited Margin Lending Adviser. 

Australian Securities and Investments Commission (ASIC) Authorised Representative No. 1256547 

 

Daniel Judge  

• Bachelor of Business and Finance (BBus) 

• Associate, Institute of Public Accountants (AIPA) 

• Associate, Institute of Financial Accountants (AFA); 

Australian Securities and Investments Commission (ASIC) Authorised Representative No. 1270979 

 

Ebony Lawton  

• Diploma of Financial Planning (Dip FP); 

• Associate, Institute of Public Accountants (AIPA); 

• Associate, Institute of Financial Accountants (UK) (AFA); 

Australian Securities and Investments Commission (ASIC) Authorised Representative No. 1272118 

 

 

http://www.holzworth.com.au/
https://www.linkedin.com/in/mark-holzworth-1431a987/
https://www.linkedin.com/in/jane-purnell-63472687/
https://www.linkedin.com/in/daniel-judge-481305135/
linkedin.com/company/holzworth-partners

