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T he Federal Budget 2005 has given the superannuation and retirement income
industry a significant boost with proposed tax cuts, abolition of the superan-
nuation surcharge and superannuation splitting between spouses.The intend-

ed beneficiaries are, of course, individuals, particularly the baby boomers and their
spouses, many of whom are struggling to contribute sufficient amounts to superannu-
ation to buy a reasonable lifestyle at retirement.

The tax cuts will increase the disposable income of all taxpayers, some of which will
hopefully be channeled towards their retirement funding as opposed to being fully
consumed with nothing to show for it at the end of the day. It provides a break for
many Australians to catch up on their contributions that never quite made it to their
superannuation accounts over the last few years.

The highly unpopular superannnuation surcharge, in place since 1996, has been a
major disincentive in contributing to superannuation. Getting rid of the surcharge has
received widespread support and will be a major contributing catalyst for many who
were previously deterred from making significant superannuation contributions only
to have their contributions locked away for many years.

For some current retirees who live and accumulate during that era, the surcharge would
undoubtedly have made a difference between accumulating enough or not to fund their
desired retirement lifestyle. The surcharge change may have come too late for some of
these retirees. However, with the numerous financial planning strategies that are avail-
able the financial planning community can assist the past ‘surchargeable retirees’ make
the best of what they have accumulated. Moving forward,however, future retirees in the
post-surcharge era are in a much better situation to accumulate superannuation with
more getting through to their accounts for better funding retirement.

All these positive changes should encourage ordinary Australians to give superannua-
tion more than just a passing thought and provide the incentives to take control of
their own destiny and plan for their retirement.We have not gone as far as eliminat-
ing all taxes on superannuation monies nor have we eliminated penalties on amounts
which are accumulated beyond the artificial limits set, the so called Reasonable
Benefit Limit or RBL for short. Still, it is a good start.

It has been a standard strategy for retirees requiring a steady stream of income to opt
for a retirement income stream as opposed to taking lump sums. On the practical side,
this strategy has merits as it allows retirees a constant stream of income over their retire-
ment years with the remaining capital retained in a tax concession environment, pro-
viding for further accumulation and future payments that will last for a longer period.

It is also most unlikely that retirees would need access to all superannuation monies
upon retirement and it doesn’t make sense to pull the whole lot out of the
superannuation system and have the earnings attributed to an individual’s tax rate when
the monies could be left in the system, with earnings subject to either 15 per cent tax
or no tax at all in the case of funds in the pension phase. Furthermore, there is a tax
disincentive for taking lump sums in excess of the lump sum tax-free threshold, and if
exceeding the RBL more tax would be payable. For those who fear that accessibility
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is an issue, there is now sufficient flexibility with the different types
of income streams that are available that could be structured to
allow “buffer” lump sum payments from their income streams,
if necessary.

With more superannuation monies now channeled into the sys-
tem, and as the financial planning industry continues educating
the public on the advantages and flexibility of income streams,
more and more retirees and would be retirees are choosing the
income stream route. There is definitely evidence of a shift in the
lump sum mentality to an income stream alternative compared to
10 years ago.To get the best out of income streams, though strate-
gies need to be thought through to fit as closely as possible to the
retiree’s financial and non-financial needs.As with most financial
planning strategies, there are income stream strategies that are
constantly used and there are others that get forgotten or ignored,
for one reason or another, as well as new strategies evolving from
legislative changes.

SOMETHING NEW
From 1 July 2005 a new type of income stream will be made avail-
able for those who are still working and have reached their preser-
vation age of 55 but have not met a condition of release.This new
type of income stream is known as a non-commutable income
stream and can basically be commenced with preserved monies
provided the individual has reached the preservation age.

SIS regulations were amended to introduce a new condition of
release – “attaining preservation age” – with the cashing restric-
tion that preserved benefits must be taken either as a non-com-
mutable pension or annuity. Existing income streams, such as
market linked and lifetime income streams that are complying for
pension RBL purposes, will satisfy these conditions. Allocated
pensions or annuities that are non-commutable will also fit the
requirements. Although the income stream is non-commutable at
the time of set up, upon meeting a condition of release with a
“nil” cashing restriction further down the track (for example
retirement), the income stream may be able to, depending on the
type, be commuted to a lump sum at that time.

This allows an individual who is still working at preservation age
restricted access by way of an income stream to preserved super-
annuation monies. As a strategy it would be ideal for someone
who is considering partial retirement and transitioning from full-
time employment to part-time employment and requires supple-
ment income up to the time of full retirement. Potentially, an
individual could start drawing an income stream on this basis and
at the same time continue to work and salary sacrifice employ-
ment income to superannuation.

SOMETHING OLD
Superannuation benefits in the system are not tested for RBL pur-
poses until payments, either in a lump sum form or income stream,
are made.Until then,nothing is counted towards the RBL, so there
is no RBL problem (as yet) for an individual who is, say, 57 years
of age with superannuation benefits still in the system of $1.5 mil-
lion. By commencing income streams or taking lump sums, the
“RBL clock” starts ticking, so unless the income is required there
is no need to crystallise and bring forward the problem.

Remember that there is no need to access superannuation bene-
fits until age 65 and even beyond if certain work criteria are met.
Too many income streams have been commenced, through a

combination of rebatable and non-rebatable streams, on the per-
ceived basis that there is an RBL problem. Clearly, in the case of
an individual who doesn’t yet need to commence an income
stream under law nor requires a flow of income, no RBL prob-
lem exists and there is no need to create one.

Of course, if the objective is to lock in an RBL determination
and/or access the zero tax environment in the pension phase, then
early commencement may make sense. The zero tax regime is
particularly useful in a situation where significant capital gains are
required to be realised and obviously most tax effective done in
the pension phase.

An important objective of superannuation planning is to accumu-
late for as long as possible, to provide as much time as possible for
the compounding effect to have maximum impact on the contri-
butions. Commencing the income stream too early and perhaps
even unnecessarily will not assist with this objective. With the
work test rules now changed to allow for anyone up to age 65 to
make superannuation contributions without needing to meet any
work test, maximising the amount in superannuation should be a
priority. If there is going to be an RBL problem at the end of the
day, there are strategies and flexibility to minimise or eliminate
the problem – it is not a bad problem to have after all!

SOMETHING FORGOTTEN
In too many instances we tend to consider strategies that resolve
a current problem, for example we run two allocated income
streams, one rebatable and the other one not, in order to avoid an
excessive lump sum tax payment. This works pretty well so long
as the individual doesn’t die and no commutation is required of
the non-rebatable income stream.

Take, as an example, an individual who has $800,000 in superan-
nuation and commences two allocated pension income streams
aiming for the lump sum RBL – one for an amount up to the
lump sum RBL and the other in excess and hence non-rebatable.
If this individual dies and the spouse needs cash and commutes
both the income streams, excessive tax will apply on the non-
rebatable income stream. This would result in a substantial tax
payment and drop in the superannuation benefit, an excessive tax
situation that the client planned to avoid when they were alive.

The situation would be quite different and significantly improved
if the individual had the excessive income stream commuted back
to accumulation the day before death or, better still, if the exces-
sive part was never used to commence an income stream and
remained in accumulation. Under this scenario, as a concession
for death, the spouse would have access to the deceased pension
RBL to test the resulting lump sum payment from accumulation
and save any excessive tax payable. The result is very different.

IN CONCLUSION
Against the varied needs and objectives of retirees, it is essential
that due consideration is given to ensure that the strategies pro-
posed and the types of income stream selected can meet their
exact requirements. In many cases, the need will arise for applica-
tion of more than one strategy that will have to fit together to sat-
isfy the plethora of objectives that the retiree may have.This will
need to reflect the client’s needs, dead or alive, and to get the best
outcome we may have to resort to all relevant strategies – new,
old or otherwise forgotten strategies.
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