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TO dOwNSIzE OR  
NOT TO dOwNSIzE?
Jade Stack

W
ith the recent announcement of the FOFA 
advisers are concerned about providing 
the best advice for their clients and 
proving their Value of Advice without 
detrimentally affecting their business 
revenue. The problem that a lot of advisers 
face is this lack of time and sometimes 

corners are cut. In this article we aim to demonstrate that whilst 
more calculations and time are spent, this can make a significant 
difference to your clients. This in turn means your clients will then 
be willing to pay more for your services. 

Advisers are finding that retirees are the majority of clients who 
require quite complex financial advice due to either the amount of funds 
or the structuring of their situation in order to maximise Centrelink 
benefits. Advisers are now more than ever being asked by clients to 
obtain for them the most Centrelink benefits that are legally possible. 
Many factors have contributed to this such as the share market decline 
and the now declining term deposit rates. This means retirees could find 
it hard to sustain their pre-GFC income and capital growth.

One of the main concerns of retirees is not eroding their portfolio 
but maintaining the lifestyle they have worked so hard to achieve. 
This can affect the traditional asset classes retirees wish to invest 
in, which in turn affects their income and asset portfolio. These 
things will affect what the client will receive from Centrelink so it is 
important that each year the client review their portfolio in order to 
make sure they are getting as much as they possibly can.

In this note, we investigate how the income and assets tests affect 
the age pension, and in particular the impact of downsizing the 
family home on the amount of age pension received. Clearly, the 
outcome for a person is dependent on their particular circumstances 
as well as the assumptions used in the analysis.

We will explore three scenarios:
 Retain the current family home
 Downsizing the family home in 2011/12
 Downsizing the family home in 2021/22

We have assumed the following in the calculations:
 Pension fund returns 8%p.a;
 House selling costs 2.5%;
 House purchase costs 6% (including stamp duty);
 House prices in the long term increase at 6%;
 CPI 2.5%.

case Study
 David Alice

 DOB 11 April 1947 15 Nov 1946

 David and Alice are currently both eligible for the aged pension 
and have recently retired.

 They have $400,000 in super.
 They have a family home valued at $900,000.
 They have personal assets (such as car and furniture) worth 

$40,000.
 They do not have any debt.
 They would like to have $45,000 in income (indexed by CPI) for 

living expenses.
 They are worried that their super is not sufficient to maintain 

their desired income.
 They are contemplating selling their home and moving to a 

cheaper area where they could buy a new home for $500,000.
David and Alice are seeking advice on their best course of action.
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Scenario 1: Retain current home
We first examine the scenario where David and Alice 
retain their current home. In this case they will receive 
income from the government pension as well as drawing 
a pension from their own super. 

 You can see that David and Alice receive approximately 
half of their income from the aged pension and associated 
benefits (see also Figure 6). The remainder is withdrawn 
from their pension account, of which around 6% is 
withdrawn each year, that it, slightly in excess of the 
minimum amount. 

Figure 2 show the results of the aged pension assets and 
income test for David and you can see that his pension is 
limited by the assets test. After 20 years, David and Alice 
have a projected combined wealth of $3,473K most of 
which is the family home.

 
Scenario 2: downsizing the family home 2011/12
In this scenario, David and Alice downsize their family 
home in the current financial year from $900,000 to 
$500,000. Their ages enable them to deposit the excess 
funds generated from the sale of the house into super 
as a non-concession contribution. However this may 
not be the best strategy overall as the non-concessional 
contributions in super will count towards the assets test 
reducing their pension, whereas the family home does 
not count. This reduces their pension by $19.50 pa 
per $1,000 in excess of the threshold. This means in 
2012/13, for example their aged pension reduces from 
$23,158 to $7,864 and they must draw more from their 
pension account to make up the difference. 

Due to the larger pension balance in this scenario, they 
only need to draw the minimum pension and gradually 
accumulate funds outside super but they are unlikely to 
have to pay income tax on these funds. Their wealth after 
20 years is now projected at $3,023K or about $450K 
less than in the first scenario.

Scenario 3: downsizing the family home 2021/22
In this scenario, David and Alice defer selling their 
family home until 2021/22 (10 years time). Their aged 
pension is initially unaffected until they downsize the 
family home, but after that time they receive little or 
no aged pension. Their projected wealth after 20 years 
is now $3,177K. This is a better outcome than in the 
second scenario but is still $296K less than if they keep 
their existing home.

comparing the scenarios
Figure 3 gives a comparison of the annual aged pension 
received in the three scenarios. You can see that the 
scenario where they retain their current home, yields a 
higher pension and that their pension drops sharply after 
the sale of their house in Scenarios 2 and 3.

 

Figure 3: comparison of aged pension payments between scenarios

Figure 2: Asset and income test

Figure 1: The projected sources of their income over a 20 year period
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Figure 4 shows the total aged pension payment over the 20 
years. You can see that by keeping their original family home, their 
total pension entitlement is significantly higher than either of the 
downsizing options that were analysed. Meanwhile Figure 5 shows 
the total wealth over the 20 year period analysed.

 The first point that you should note is the importance of the aged 
pension toward retirement income; this will depend on the client’s 
particular circumstances. 

Figure 6 shows the composition of retirement income over the 20 
years analysed for Scenario 1.

 

conclusion
In this case the aged pension plus estimated concession card benefits 
contributes roughly the same amount to income as David’s account 
based pension. The second point is that downsizing the family home 
may not result in improving the overall situation as an increase in 
payments from a private pension may be more or less offset by a 
decrease in the aged pension. 

However, this also works both ways – if investment returns 
disappoint and both the capital and payments from a private 
pension are lower than expected, then a decrease in income from 
the private pension is compensated to some extent by an increase in 
aged pension payments.

Legislation used in the calculations
Age Pension age
From 1 July 2017, the qualifying age for Age Pension will increase 
from 65 to 65.5 years. The qualifying age for Age Pension will then 
rise by 6 months every 2 years, reaching 67 by 1 July 2023. These 
changes will be introduced four years after women’s qualifying age 
for Age Pension has reached 65, under existing rules.

The table below shows the gradual increase in women’s qualifying 
age for Age Pension over the period leading up to 1 July 2013, and 
then the increase in qualifying age for both men and women from 
1 July 2017.

 Women eligbile for Age Women eligbile for Age
Born Pension at Age Pension at Age

before 1 July 1935 60 65

From 1 July 1935 and 31 December 1936 60.5 65

From 1 January 1937 and 30 June 1938 61 65

From 1 July 1938 and 31 December 1939 61.5 65

From 1 January 1940 and 30 June 1941 62 65

From 1 July 1941 and 31 December 1942 62.5 65

From 1 January 1943 and 30 June 1944 63 65

From 1 July 1944 and 31 December 1945 63.5 65

From 1 January 1946 and 30 June 1947 64 65

From 1 July 1947 and 31 December 1948 64.5 65

From 1 January 1949 to 30 June 1952 65 65

From 1 July 1952 to 31 December 1953 65.5 65.5

From 1 January 1954 to 30 June 1955 66 66

From 1 July 1955 to 31 December 1956 66.5 66.5

From 1 January 1957 67 67

Payment rates
These Age Pension payment rates are effective from 20 September 2011.

Status Pension rate per fortnight

Single $689.00*

Couple $519.40* each

*These amounts exclude the Pension Supplement amount which is currently a maximum of $59.80 a fortnight for 
singles and $90.20 a fortnight for couples (combined).

Figure 4: ToTal aged pension paymenT

Figure 5: comparison of total wealth

Figure 6: composition of retirement income over the 20 
analysed for scenario 1
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Income test for pensions

 For full pension/allowance For full pension
Family Situation (per fortnight) (per fortnight)

Single up to $150 less than $1,647.60

Couple (combined) up to $264 less than $2,522.00

Illness separated (couple combined) up to $264 less than $3,259.20

Home Owner – Assets Test Limits for Full Pensions

Family situation For homeowners For non-homeowners

Single $186,750 $321,750

Couple (combined) $265,000 $400,000

Illness separated (couple combined) $265,000 $400,000

One partner eligible (combined assets) $265,000 $400,000

Home Owner – Assets Test Limits for Part Pensions

                                                    For part pension assets must be less than:
Family Situation For Homeowners For Non-homeowners

Single $686,000 $821,000

Couple (combined) $1,108,000 $1.153,000

Illness separated (couple combined) $1,263,500 $1,398,500

One partner eligible (combined assets) $1,018,000 $1,153,000

Pensioner concession card
A Pensioner Concession Card entitles you to reduced cost medicines 
under the Pharmaceutical Benefits Scheme (PBS).

The client 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);

 more refunds for medical expenses through the Medicare 
Safety Net;

 assistance with hearing services through the Office of Hearing 
Services;

 discounted mail redirection through Australia Post.
 The client may also be entitled to various concession from State and 

Territory Governments and local councils—these could include:
 reductions on property and water rates;
 reductions on energy bills;
 a telephone allowance;
 reduced fares on public transport;
 reductions on motor vehicle registration;
 free rail journeys.

Pension Loan Scheme
Whilst in this example David and Alice have not utilised the Pen-
sion Loan Scheme which can be accessed through Centrelink they 
do have this option if for example one of them requires funds to pay 
for aged care or medical expenses and they don’t have the liquidity 
of their funds.

The Pension Loan Scheme is a way for people of Aged Pension age 
or their partners who cannot receive the pension or only receive the 
part pension due to either Income or Assets test but not both. This 
scheme enables the person to gain access to more funds by utilising 
the equity in their home without having to sell the property (such as 
the family home).

The pension loan is paid to the client fortnightly, non-taxable 
payments. The amount you get paid depends on your individual 
circumstances.

The total amount of loan you can receive depends on the value of 
the property you offer as security. The equity you wish to keep in 
the property and the age of the client at the time of the loan being 
granted.

Compounding interest will be charged on the loan balance and 
calculated fortnightly. The interest charged increased the amount to 
be repaid.

The loan must be secured by real estate owned in Australia. This 
can include your family home or investment property etc. The loan 
is secured by registering a charge with the Land Titles office on the 
title deed of the charge with the Land Titles office on the title deed.

The loan can be repaid in part of full at any time. If the real estate 
which is the security for the loan is sold the client needs to contact 
Centrelink before organizing the sale so arrangement can be made 
for the loan to be repaid at the time of sale. The loan may also be 
repaid from the client’s estate after the clients death.

You may be eligible for a loan under the Pension Loans Scheme if:
 you are of Age Pension age (or you are the partner of someone 

who is); and 
 you have real estate in Australia that you can offer as security for 

the loan; and 
 you or your partner receive a part Age Pension, or you would re-

ceive a part Age Pension but your rate is reduced to nil because of 
either the income or the assets test (but not both); and

 you are not receiving a reduced rate of pension solely because of 
a direct deduction (e.g. a reciprocal agreement, proportional 
portability or compensation); and

 you meet the residence requirements for Age Pension. fs

The example strategy used in this article was developed in conjunction with Dr Ken Stocks. 




