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Shortly after asset test exempt (ATE) income streams (otherwise known as 
complying income streams) were closed to new investment on 20 September 
2007, the Department of Families, Housing, Community Services and 

Indigenous Affairs (FaHCSIA) inserted some guidelines into their Guide to Social 
Security Law1 (the Guide) which detailed some limited circumstances under which 
ATE income streams could be commuted to another ATE income stream without 
penalty.

The guidelines are found in section 4.9.2.17 of the Guide.

Under these conditions, a market-linked income stream, commonly known as a 
Term Allocated Pension (TAP), can be commuted in full to another TAP at any 
time. However, lifetime and life expectancy ATE income streams have quite a bit 
more criteria to be satisfied. 

In this article, we are looking specifically at how these conditions relate to SMSFs 
paying defined benefit ATE income streams, and what to do when the reserves of 
the complying pension will not be adequate to meet the pension liabilities due to 
the market downturn. 

Background
Prior to 1 January 2006, SMSFs were allowed to commence defined benefit pensions 
which met the criteria to be both ATE and favourably treated for Reasonable 
Benefit Limits (RBL)2. Those set up prior to 20 September 2004 are 100 per cent 
ATE, and those set up from 20 September 2004 to 31 December 2005 are 50 per 
cent ATE. These were either in the form of a lifetime pension or a life expectancy 
(fixed term) pension. 

When the pension was set up, the trustees of the SMSF would create a pension 
reserve account which allows the SMSF to invest in a range of assets such as cash, 
fixed interest, shares and property to meet the pension liabilities. An actuary would 
determine the starting pension amount taking into account the assets of the reserve, 
age of the member, any indexation, frequency of payments, term of the pension, 
guarantee period on a lifetime pension and other factors. 
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When the actuary sets the pension payments, just like an annuity 
those pension payments do not change from year to year other 
than by any pre-agreed indexing. These differ from account-
based pensions where the income payment is determined each 
year by referring to the balance of the account on 1 July. 

To ensure that the SMSF is able to meet the long term pension 
liabilities and maintain the asset test exemption, each year an 
actuary is required to certify that, in their opinion, there is a high 
probability (say 70 per cent) that the SMSF will be able to pay 
the income stream as required. 

Unfortunately, many SMSFs are now experiencing problems in 
that with the downturn in the markets, their reserves have 
reduced to a level where the actuary is not able to provide the 
high probability certification that is required, and they are being 
deemed insolvent. 

centrelink/dVa ate pensions  
– what are their options? 

100 per cent ATE pensions  
(set up prior to 20 September 2004)

A 100 per cent ATE pension paid from a SMSF which does not 
meet the high probability requirement can rollover the 
commutation value of the pension to a complying annuity paid 
by a life office.

50 per cent ATE pensions  
(set up between 20 September 2004  
and 31 December 2006)

A 50 per cent ATE pension paid from a SMSF which does not 
meet the high probability requirement can rollover the 
commutation value3 of the pension to either a TAP or a 
complying annuity paid by a life office. 

When rolled over, the new complying income stream must 
follow the rules for compliance in place just prior to the closure 
of ATE income streams on 20 September 2007. 

In short, this generally means that the term (for life expectancy 
annuities and TAPs) must be a minimum of life expectancy (LE) 
rounded up to a maximum of number of years until age 100. 

For example, a 70 year old male is rolling over his SMSF pension 
to a complying term annuity. His term range is 15 years (LE 
14.08) to 30 years. This range can be broadened when a 
reversionary partner is selected. 

It is not a requirement that a lifetime complying pension be 
rolled to a life expectancy (term) complying annuity or vice 
versa. The member has the option of either. 

what are the centrelink/dVa consequences 
of not rolling to a complying annuity or tap?
Until recently, the consequences were dire from an ATE point 
of view, however recently FaHCSIA announced some relief 
which will be available until 30 June 2010.

Before the relief, failure to rollover an insolvent ATE pension 
would result in both:

l the income stream losing its assets test exempt status 
forever, and

l a debt raised to the customer by Centrelink or DVA 
calculated on the basis that the income stream was never 
ATE. The amount of the debt will be the difference 
between the amount of income support paid to the 
individual and the amount that would have been paid if the 
income stream had been asset tested since the later of:

1.  Five years ago

2.  The commencement day of the income stream

the relief
FaHCSIA have announced some relief in that if the SMSF leaves 
the pension in place as is, the debt penalty will not apply. It will 
become 100 per cent asset tested, but no debt for over paid 
pension will be raised to the customer. This relief will apply 
until 30 June 2010, after which the debt penalty will be reinstated 
for SMSFs that become insolvent after that date and don’t roll to 
an ATE annuity or TAP. 

FaHCSIA have informed us that they will update the Guide in 
early May to provide the details of the relief, however our 
understanding is:

l The relief only applies if the SMSF continues to pay the 
existing insolvent pension as it is until it runs out. It cannot 
be accessed as a lump sum, or converted to an allocated 
pension without the penalty applying.

l The only rollover option for an insolvent SMSF is to a 
retail complying annuity provided by a life office, or if the 
original pension commenced after 20 September 2004 it 
can be rolled or converted to a TAP. 

l If the insolvent SMSF pension is retained (thereby 
becoming asset tested) and the assets of the reserves 
eventually recover to the point that the actuary can provide 
a high probability certification, it will remain asset tested. 
The ATE is lost forever if the SMSF does not roll to a 
complying annuity or TAP within the required timeframes. 

Effectively this means that if the asset test exemption is to be 
retained, it must be rolled over, and it must be rolled within 
certain timeframes. 

timing 
Actuarial certificates have a maximum 12 month “in force” 
period, and in practice most SMSFs’ in force period would 
expire on 30 June each year. They are then allowed a grace 
period of 26 weeks from the day after the in force period expires 
(usually 1 July). The pension retains the ATE status whilst the 
grace period is in place (effectively to 31 December).

Once an income support recipient has provided a new actuarial 
certificate, the grace period finishes. 

If the 26-week period expires and the income support recipient or 
fund trustee cannot provide an actuarial certificate that specifies a 
high probability/positive opinion, the income stream will lose its 
ATE status. It will be assessed as an asset-tested income stream.

Where an actuarial certificate is provided but does not state a 
high probability opinion, or the new actuarial certificate did not 
specify high probability due to an error or mistake, the income 
stream will retain ATE status for a further 12 weeks from the 
date of issue of the certificate.
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This will allow sufficient time to either:

l commute the income stream and rollover to a new ATE 
income stream; or 

l in the case of an error or mistake, to allow the customer to 
provide a new actuarial certificate which specifies a valid 
high probability/positive opinion.

If no action is taken, the income stream will lose its ATE status 
and become asset tested at the end of the 12 week grace period. 

So with the two sets of grace periods allowed, effectively SMSFs 
with a 30 June in force period ending will have until the end of 
March to rollover to a new complying ATE annuity (or TAP if 
applicable) to retain the ATE status. 

if the smsf complying pension Becomes asset 
tested, how is the asset Value counted?
The asset value of a non account based income stream is 
determined using the following formula:

Purchase price – [((purchase price - residual capital value)  
÷ relevant number) x term elapsed] 

The relevant number is:

l the term for a life expectancy pension; or 

l life expectancy for a lifetime pension. 

The term elapsed is the number of years that have elapsed since 
the pension started. The number of years is rounded down to 
the nearest:

l half year, when the asset value is determined on a six 
monthly basis, OR 

l whole year when the asset value is determined annually

The asset value is determined half-yearly if pension payments are 
made more frequently than yearly, and yearly if pension payments 
are annual. 

case study
72 year old John commenced a life expectancy complying 
pension in September 2004 and is enjoying it being 100 per cent 
exempt from his assets test. 

He is receiving $2,000 per month from his SMSF, non-indexed. 
It was set up for a 16 year term (John was 68 at the time), with 
a purchase price of $320,000 giving him an annual deductible 
amount of $20,000 per annum. Note that this is an illustration 
only. All pensions will be different. 

John is a married homeowner, and has an allocated pension with 
a balance of $450,000 remaining, contents/cars of $30,000 and 
around $50,000 in cash. He and his wife together receive 
$13,730 per annum in Age Pension. 

It’s September 2009, five years have gone by and the Trustees of 
the SMSF have valued the assets as at 30 June 2009 and asked the 
actuary to provide the certificate required. 

Due to poor performance of the assets of the reserve, the 
actuary’s certificate does not provide a high probability that the 
assets will meet the pension liabilities. 

If John and the other Trustees of the fund do nothing and just 
continue to pay his pension, after 12 weeks of the certificate being 
issued, John’s pension will become asset tested with a value of:

$320,000 – [((320,000-0) ÷ 16) x 5)] = $220,000

This will drop the couples’ Age Pension down from $13,730  
per annum to $5,149.

Doing nothing will retain the income paid from the SMSF for a 
period of time, but according to the actuary it’s eventually going 
to run out. Centrelink will keep assessing an asset value on the 
pension until the 16 year term is over, even if it runs out early. 

An alternative is to roll the commutation value of the pension 
over to a retail complying annuity. Note the commutation value 
of the pension is the “net present value” of the remaining 
payments, not the amount remaining in the reserve. 

With 55 payments of $2,000 left to be made and a discount 
factor of 4 per cent (close to the 10 year Government bond rate), 
the commutation value is $100,353. Any balance remaining in 
the reserve can remain in a miscellaneous reserve of the SMSF 
to either:

l accumulate (taxed at 15 per cent)

l pay a death benefit, or

l be allocated to members. Generally the allocation of a 
reserve to a member counts against that member’s 
concessional cap for the year unless;

– it arises from the commutation of a pension which is 
allocated to the primary beneficiary and used to 
commence another pension for that person, or

– on the death of the primary beneficiary, the amount is 
allocated to fund a death benefit pension for an eligible 
beneficiary, or is paid as a death benefit lump sum, or

– it is allocated to all members of the fund on a fair and 
reasonable basis eg proportionally). The amount 
allocated must also be less than 5 per cent of the 
member’s interest in the fund at the time of allocation.

John rolls the $100,353 over to a complying term annuity. He 
can select a term ranging from 13 years – his life expectancy 
rounded up – to 28 years (number of years until he turns 100). 

Choosing this option means John and his wife keep the $8,581 
per annum in Age Pension payments they would otherwise have 
lost. As a percentage of the annuity purchase price, that is an 
8.55 per cent boost to the effective return of the annuity. 

Here are the benefits for John in rolling over to a complying 
annuity:

l Retention of the 100 per cent asset test exemption

l Improved effective return on annuity of 8.55 per cent  
per annum. 

l Reduced administrative cost and burden

l Guaranteed income for his chosen term boosted by  
8.55 per cent per annum4.

l Reduced impact of future market volatility

One factor to watch is the reduction in their overall income. 
Naturally, as this couple have suffered a significant loss in their 
assets, they would expect their income to fall as a result. 
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Table 1 compares the income result from before the problems 
arose, to either option after. 

Whatever the decision, they were bound to suffer a loss in 
disposable income. By rolling over to the complying annuity, 
they have ensured that they are now guaranteed at least this level 
of monthly income for the next 13 years. Market volatility is not 
going to hurt them again. 

Each case is going to be different, so make sure you look at all 
the aspects before deciding which course of action to take. 

other reasons for a smsf to roll  
to a retail complying income stream
FaHCSIA also allows SMSFs to rollover complying lifetime and 
life expectancy pensions without penalty in other circumstances.

Sometimes the Trustees of a SMSF may decide at some point to 
close down the fund for various reasons. If the SMSF is closing 
due to the death of a member, or because the administrative 
responsibilities have become too onerous due to the age or 
incapacity of a trustee, the lifetime or life expectancy ATE 
income stream can be rolled over in full to a complying annuity, 

or to a TAP if the SMSF pension started between 20 September 
2004 and 31 December 2006. 

rBl complying pensions
Where the asset test exemption is not an issue for the member 
and it was set up only for the RBL benefits, the pension can be 
commuted to either a life office complying annuity or a TAP 
(inside or outside of the SMSF), regardless of when it 
commenced. 

The SMSF has 12 months from the actuarial review to effect the 
commutation. If it is not restructured, the fund could be deemed 
non-complying and there are also possible civil and criminal 
penalties for trustees. 

where to find a complying annuity
Challenger has recently re-opened its complying (Asset Test 
Exempt) annuity product to enable members of Self Managed 
Superannuation Funds (SMSFs) to rollover to an annuity and 
retain the asset test exemption (either 50 per cent or 100 per 
cent) that the original income stream had. l

Table 1:  

 Super pension  Super pension  Annuity 5 
Monthly income Assets Test Exempt  Assets Tested  Assets Test Exempt

Super Pension $2,000 $2000 (while it lasts) _

Annuity – – $875

Age Pension $1,144 $429 $1,144

Total $3,144pm $2,429pm $2,019pm

notes
1	 The Guide to Social Security Law	can	be	accessed	at	www.facs.gov.au

2	 From	1	January	2007	SMSFs	were	no	longer	allowed	to	commence	defined	benefit	pensions.	

3	 Commutation	value	represents	the	net	present	value	of	the	remaining	pension	payments.

4	 Calculated	as	the	extra	Age	Pension	payment	divided	by	purchase	price	of	the	annuity	x	100.

5	 Challenger	Life	annuity	quotation,	week	beginning	27	April	2009,	monthly	payments,	no	indexation,	1.55	per	cent	upfront	commission,	nil	trails,	13	year	term.
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