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Applied financial planning

cENTRELINK, WORK AND 
RETIREMENT SAVINGS
Deborah Wixted

A
n important consideration for those leaving the work-
force – voluntarily or not – and considering applying 
for a Centrelink income support benefit is the effect 
of actual or intended future employment. This can 
affect Centrelink entitlements both positively or nega  
 tively, depending on the situation. Once other finan-

cial resources or sources of income are added to the mix, effective 
planning becomes critical. 

Below we consider three aspects of this issue – the expanded work 
bonus for those over 65 who continue to work, the interaction of the 
super retirement definition and eligibility for Newstart allowance 
and the effect on Centrelink entitlements of the choice of an addi-
tional account based pension drawdown or lumpsum commutation.

Access to super for Newstart recipients
Individuals who have reached preservation age and are not working 
will often wish to access both their preserved super and Newstart 
Allowance (NSA), despite these goals appearing to be in direct op-
position to one another. To qualify for NSA a person must be seeking 
employment, while for superannuation they must generally declare 
permanent retirement. However, in some circumstances it is possible 
to receive NSA and also access superannuation benefits.

NSA is an income support payment paid by Centrelink. Qualifica-
tion is dependent upon the person applying:

 being over 21 years but under age pension age,

 unemployed, and

 meeting an activity test, i.e. seeking and willing to undertake suit-
able paid work in Australia.
Under social security legislation, those age 55 and over may sat-

isfy the activity test if they undertake at least 30 hours per fortnight 
of approved voluntary work, paid work (including self-employment) 
or a combination of the two. However, these individuals must still 
be available for suitable paid work and must accept all referrals to 
job interviews. Failure to do so may result in payment of NSA being 
stopped or reduced for a period of time.

For super preservation purposes, permanent retirement is the con-
dition of release that commonly has to be satisfied for clients aged 
between 55 and 64 years of age. Permanent retirement for a person 
who has reached a preservation age that is less than 60 is defined to 
occur when:

 an arrangement of gainful employment has ended and

 the person has no intention to work either on a full time or a part 
time basis.
Therefore, a person who ceases employment prior to age 60 must 

have an intention at the time of meeting the condition of release not 
to become gainfully employed in the future for more than 10 hours 
per week. This clearly makes meeting the NSA activity test difficult 
as such an intention is generally incompatible with a requirement to 
undertake relevant job-seeking activities.

Furthermore, this incompatibility may still exist for those who 
are over age 55 and receive NSA by undertaking approved volun-
tary work. This is because, whilst a person may meet the activity test 
through undertaking voluntary work, they must still be available for 
suitable paid work and must accept all referrals to job interviews. De-
claring permanent retirement as defined for super purposes would 
require such a person not to accept any job referrals, as doing so 
would suggest an intention to obtain gainful employment.  Not ac-
cepting job referrals would result in a failure to meet the NSA quali-
fications and the possible cessation of the NSA payment.
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However, for a person who is at least age 60 but less than 
65, permanent retirement is defined differently. It is taken 
to occur when an arrangement of gainful employment has 
ended and either:

 the person was age 60 or older at the time of the cessa-
tion of employment, or

 the person has no intention to work either on a full time 
or a part time basis
As a result, a person who has ceased employment after 

60 years of age may be able to satisfy all the requirements 
of both the Centrelink activity test and the permanent re-
tirement condition of release. In this case, both NSA and 
a super benefit can be payable. Note that a person who is 
age 60 or over but who ceased employment before turning 
age 60 will be able to meet the first limb of the retirement 
definition and, by having to rely on the second limb, will 
be in the same position as described above for a person 
under age 60.

An alternative for those who are over age 55 and are 
seeking employment is to access their super under the fi-
nancial hardship condition of release. This condition of 
release simply requires a person age 55 or more to have 
been in receipt of an income support payment for 39 weeks 
or more since reaching age 55. Therefore, unlike the re-
tirement condition of release, future employment inten-
tions or outcomes are not relevant and payment of NSA 
is entirely compatible with, if not necessary to, meeting 
the financial hardship condition. Consideration must be 
given, however, to the fact that an immediate access to su-
per under this condition once employment has ceased may 
not be possible, as the individual must receive a Centrelink 
payment for 39 weeks before qualifying. 

Expanded work bonus
In September 2009, the Government introduced a meas-
ure designed to encourage older people to remain in the 
workforce by exempting part of any employment income 
from the Centrelink income test. In such a way, for an ex-
ample, a person over age 65 may undertake some paid em-
ployment whilst also qualifying for a partial age pension. 
Legislation currently in progress - Families, Housing, 
Community Services and Indigenous Affairs and Other 
Legislation Amendment (Election Commitments and 
Other Measures) Bill 2011 - seeks to expand the original 
work bonus legislation with effect from 1 July 2011. 

The proposed changes provide improved concessions to 
age pension, disability support pension and veterans’ af-
fairs income support pension recipients of age pension age 
or older who continue to work.

The work bonus excludes from the Centrelink income 
test a prescribed amount of employment income and was in-
troduced to replace the pension bonus scheme. It gives peo-
ple of pension age or older an immediate benefit for remain-
ing in employment, unlike the pension bonus scheme where 
the benefit was deferred, potentially for some years, until 
the person ceased work and claimed a Centrelink benefit. 

To qualify for the work bonus, a person must earn em-
ployment income as an employee in an employer / employ-
ee relationship. This means that people who earn income 
as a sole trader or from a partnership are not eligible.

Under the pending legislation, the first $250 per fort-
night of employment income will be excluded from the 
Centrelink income test regardless of the total amount 
earned by the person in that fortnight. Additionally, an 
‘income bank’ will enable pensioners to accrue any unused 
amount of the $250 fortnightly exemption, to a maximum 
of $6,500 in a financial year. Any credit in this income 
bank can then offset future employment income that 
would otherwise be assessable (including in future finan-
cial years). The original work bonus allowed for 50% of 
the first $500 per fortnight of employment income to be 
excluded, with no accrual of unused allowance.

These changes to the work bonus mean:

 At a 50 cent income test taper rate, the work bonus 
equates to a maximum increase in age pension enti-
tlement of $3,250 pa or $125 per fortnight (single or 
couple combined). This would apply to a single person 
whose assessable income is no more than $146 per fort-
night or a couple whose income is below $256 per fort-
night.

 A pensioner on a low income receives a much greater 
concession than previously. For example, a pensioner 
earning $200 per fortnight would have had $100 ex-
empt under the original rules, but will now have the full 
amount exempt as well as $50 per fortnight added to 
their income bank. Those earning $500 or more per 
fortnight will see no change in their position.

 An individual pensioner can earn up to $6,500 employ-
ment income per year before their age pension is affect-
ed, irrespective of whether their work is performed on a 
regular fortnightly basis or over a short period of time, 
eg six weeks during high school exam marking time. 
The income bank will operate on an individual basis – 
age pensioners who are members of a couple could earn 
up to $13,000 combined in employment income with-
out any affect on their Centrelink benefit.

How does the work bonus operate?
Once legislated, an eligible pensioner will start off with an 
income bank balance of nil on 1 July 2011. For every fort-
night that the pensioner has no employment income, the 
income bank balance will increase by $250 until it reaches 
a maximum limit of $6,500 (i.e. 26 fortnights of no em-
ployment income). 

If the pensioner has employment income in a fortnight 
and the employment income is less than $250, the entire 
employment income will be disregarded under the income 
test and the difference between the employment income 
and $250 is credited to the income bank. 

If the employment income for the period is more than 
$250, the first $250 is disregarded from the income test 
and the remainder can be disregarded by reducing any in-
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come bank balance (until the balance is fully 
exhausted). If employment income during a 
fortnight exceeds $250 and also exceeds the 
balance left in the income bank, any further 
employment income would be assessable un-
der the income test.
Example:
Kenny (age 66) is currently receiving an 
age pension. Every year he works full-time 
in January and February for eight weeks, 
earning $800 per week on his neighbour’s 
farm during the harvest season. Under the 
expanded work bonus rules only $1,950 of 
Kenny’s total employment income of $6,400 
will be assessed by Centrelink under the 
income test during the 2011–12 financial 
year. In addition, by the end of the 2011–12 
financial year, Kenny would accumulate an 
additional $2,250 in his income bank, which 
can be carried forward into the new financial 
year and used to disregard future employ-
ment income under the income test. Table 1 
provides details of the assessment of Kenny’s 
employment income under the work bonus 
and his Centrelink assessment over the year.

See Table 1 below – Assessment of Ken-
ny’s profile.

Note that in fortnights 1 to 15, Kenny’s 
pension entitlement under the income test 
would not be reduced. However, for fort-
nights 16 and 17, as his assessable income 
exceeds $146 per fortnight, but is less than 
$1,604.60 per fortnight, his entitlement 
would be reduced. By understanding the 
work bonus and planning ahead, Kenny can 
undertake strategies - such as a withdrawal 
from financial investments or taking an ad-
ditional payment from his account-based 
pension - to ensure his total cashflow is not 
affected.

One-off account based pension payments 
– commutation or additional income pay-
ment?

When individuals like Kenny need an 
additional withdrawal from their account 
based pension, they are generally required 
to decide if they want to draw an additional 
pension payment or make a lump sum com-
mutation. While the difference may not be 
immediately apparent, there could be tax 
and social security consequences depending 
on their choice.

For those who are age 60 or older and fully 
self funded (i.e. not in receipt of any Cen-
trelink benefits) then there are no tax conse-
quences – neither payment type is subject to 
tax and there are no Centrelink benefits that 
will be affected.

However, for Centrelink or DVA benefit 
recipients the choice they make can affect 
their income support payments – either in 
the short term or longer term. However, the 
better Centrelink/DVA option – a lump sum 
commutation or a one-off additional pension 
payment – has no quick answer and depends 
on a number of factors.

Background
Most Centrelink/DVA payments are paid 
subject to an assets and an income test, with 
the test resulting in the lower rate of payment 
being the test applied. The balance of an ac-
count based pension is included as an asset, 
while the annual pension payment less a ‘de-
ductible amount’ is assessed as income un-
der the income test. The deductible amount 
is calculated using the following formula:

 (Purchase price less commutations)  
divided by relevant number
A partial lump sum commutation:

 will permanently reduce the deductible 
amount

 may therefore increase assessable income 
over the longer term (if the pension pay-
ment being drawn is greater than the de-
ductible amount)

 will, if the funds withdrawn are immedi-
ately spent, also decrease the assessable as-
set value. 
The outcome for an individual will there-

fore depend upon the rest of their financial 
situation and whether their Centrelink enti-
tlement is assessed under the income test or 
the assets test.

If an additional pension payment is drawn 
down instead, this will also increase assess-
able income, but generally only for the re-
mainder of the financial year. Like a partial 
commutation, the outcome here will depend 
on how the withdrawn funds are used and 
the means test under which the individual 
is assessed. However, the timing of the pay-
ment during the financial year will also have 
an effect – a payment on 1 July will be as-
sessed as income for a full 12 months, while a 
payment in June will be assessed for no more 
than one month.

Advice on this matter should consider the 
following:

 What is the person’s current level of as-
sessable income and assets and which 
test determines their Centrelink/DVA 
payment?

 Has the person made any prior com-
mutations from their account based 
pension?

 How much will the person draw down 
and what will they do with it?

 Does the person draw down more than 
the deductible amount at present? 

 Is the person’s Centrelink entitlement 
based on transitional rules?

The following case studies illustrate these 
principles and the application of the above 
questions in giving appropriate advice.

case Study One
George is a single homeowner aged 59 who 
commenced receiving a part disability sup-
port pension in July 2010. He wants to draw 
$40,000 from his account based pension to 
invest in his savings account in January 2011. 
Table 2 outlines the potential outcome of an 
additional pension payment compared to a 
partial commutation. 

If no further commutations are intended 
to be made, George should consider choos-
ing a lump sum commutation. There is no 
impact from a commutation in the financial 
year of the withdrawal, compared with a sig-
nificant reduction in entitlement for the re-
mainder of the financial year if he chooses an 
additional pension payment. 

Table 1 - Assesment of Kenny’ profile

Fortnights from Employment income Income bank balance centrelink assessable

1 July 2011 per fortnight after the end of the period amount for the period

1 to 13 (no employment income) Nil  $3,250  Nil

14 (first fortnight of employment income) $1,600  $3,250 -  ($1,600 - $250) = $1,900 Nil

15 (second fortnight of employment) $1,600  $1,900 - ($1,600 - $250) = $550 Nil

16 (third fortnight of employment) $1,600  Nil ($1,600 - $250) - $550 = $800  
   $550 is the unused income bank balance  

remaining after fortnight 15

 17 (fourth fortnight of employment) $1,600  Nil $1,600 - $250 =$1,350

18–26 (no employment income) Nil  $2,250  Nil

Applied financial planning
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While the deductible amount is reduced 
as a result of the commutation, it remains 
sufficient to ensure that most of the account 
based pension income is non-assessable.

See Table 2 below – Comparison of ad-
ditional pension payment with partial com-
mutation – partial commutation preferable.

case Study Two
Bob and Trish are both age 65, are home-
owners and in receipt of a part  age pension. 
Bob commenced an account based pension 
at age 60 and wishes to withdraw $25,000 
to replace their existing car. 

Table 3 outlines the potential outcome of 
an additional pension payment compared 
to a partial commutation, with the result 
that Bob should consider an additional 
pension payment. Bob and Trish’s pension 
will increase under either option because of 
their assets decreasing by $20,000; there-
fore they should consider the option with 
the more favourable long-term outcome. If 
Bob chose an additional pension payment 
it would leave the deductible amount intact 
and the pension would remain assets tested. 
However, if he chose a lump sum com-
mutation it would decrease the deductible 
amount for the life of the pension.

See Table 3 below – Comparison of ad-
ditional pension payment with partial com-
mutation – additional pension payments 
preferable.

See Table 4 below: Comparison of par-
tial commutation and additional pension 
payment. fs

Table 2 - comparison of additional pension patment with  
partial commutation – partial commutation preferable

 Before Lump sum Additional 

 withdrawal commutation pension payment

Assessable assets*  $410,000  $410,000  $410,000

Assessable income  $90  $1,290  $40,280

Deductible amount  $16,610  $14,906  $16,610

Payment under the income test $716.10  $716.10  $31.00

Payment under the assets test $373.73  $373.73  $373.73

Actual payment  $373.73  $373.73  $31.00

* Assumptions: Savings $3,000, personal assets $37,000, purchase price of account based pension is $390,000, 
relevant number is 23.48, current value of account based pension is $370,000. Account based pension payment is 
$15,600 pa.

Table3 - comparison of additional pension payment 
with partial commutation – additional pension payments 
preferable

 Before Lump sum Additional 

 withdrawal commutation pension payment

Assessable assets*  $505,000  $485,000  $485,000

Assessable income  $4,050  $7,950  $20,487

Deductible amount  $17,313  $16,158  $17,313

Payment under the income test (each)  $539.80  $539.80  $406.81

Payment under the assets test (each) $354.55  $369.55  $369.55

Actual payment (each)  $354.55  $369.55  $369.55

* Assumptions: $5,000 in savings, car – originally valued at $20,000 but new car $25,000, and a holiday unit valued 
at $180,000. The account based pension purchase price was $375,000, the relevant number is 21.66. Account 
based pension current balance $300,000. Account based pension payment is $8,750 pa, for 2010/11. Trish works 
part time earning $7,800 pa gross, $3,900 is disregarded for the Work Bonus.

Neither income nor assets 

test predominates – 

entitlement could change 

from one test to the other

The income test may reduce 

pension until the next 

financial year when new 

annual payment is advised. 

Withdrawals in the later 

part of the financial year 

therefore generally will have 

only a short term impact.

Deductible amount reduced 

permanently, with longer 

term consequences under the 

income test.

Table 4: comparison of partial commutation and additional  
pension payment

 Level of income  Additional pension  Lump sum 

 and assets payment commutation

High level of assets / low 

level of income – person 

more likely to be assets 

tested

No change to entitlement 

if pension remains asset 

tested. As additional pension 

payments impact the income 

test and not the assets test, 

the person can generally 

select either form of payment.

No change if pension remains 

asset tested. However, a lump 

sum commutation will reduce 

the deductible amount for the 

life of the pension, potentially 

leading to a higher amount 

of income assessed in future 

years when the income test 

is likely to be the dominant 

means test.

Low level of assets / high 

level of income – person 

more likely to be income 

tested

If drawing more than the 

deductible amount, the 

income test may reduce the 

Centrelink pension until the 

next financial year when the 

new annual payment is advised.

Trap - Be careful if the 

person’s Centrelink 

entitlement is being paid 

under transitional rules and 

the income test reduces their 

entitlement to nil. In this case, 

the person would need to 

reapply to Centrelink at the 

start of the new financial year, 

losing their transitional status 

and potentially permanently 

reducing their entitlement.

Deductible amount reduced 

permanently. Income test 

may reduce pension in the 

future if drawing more than 

the deductible amount. If the 

person chooses the lump 

sum option and the lump sum 

commutation proceeds are 

reinvested, say into a bank 

account, there could be a 

double impact on the income 

test: (1) from the commutation 

itself and (2) from deeming on 

the reinvested amount.

Applied financial planning


