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Concerns over funds parked indefinitely by a former adviser/broker in cash, 
following the GFC – without adequate risk profiling – led Adelaide-based 
teacher’s aide, Tom Kennedy* to seek an alternative financial solution two 

years ago. A badly needed portfolio review by incoming financial adviser, Gerry 
Markus whom Kennedy had approached following a client referral, uncovered 
significant unexpected benefits that would have otherwise gone begging.

Having found part-time work setting up chemistry experiments for science teachers 
following retrenchment from a local hospital four years ago, Tom (then 63) was 
earning a modest salary of around $37,575 annually. However, once Tom became of 
pensionable age (65), his earnings were to become more of an issue than he’d expected.

The dilemma that Tom and his wife Maria encountered was a by-product of the 
way in which super assets are considered by Centrelink. Money held in super prior 
to a client reaching pensionable age is effectively invisible, even though it may still 
be accessible.

Maria had been in receipt of the pension for some time as she was older than 
husband Tom. She was also entitled to the age pension prior to reaching age 65 due 
to the ‘phasing in’ pension for women between ages 60 to 65. Meantime, however, 
the money held by Tom remained uncounted until he reached age 65.

Out Of pOcket
The net effect of the money Tom held in super (and other assets) being included in 
both assets and income tests once he turned 65 (at Centrelink’s deeming rates) 
resulted in the Kennedy’s receiving the least amount of pension possible. Under 
Centrelink rules, an additional $17,325.00 was now being assessed under the 
incomes test.

The $385,000 Tom had spread over three super funds, plus $14,000 in cash and 
$112,000 in shares – regarded as income under deeming rates – pushed the 
Kennedy’s assessable annual income to $52,205 (or $2008 a fortnight). And 
according to Markus’s calculations, by remaining in a super fund the Kennedy’s 
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were unwittingly forgoing a sizable chunk of their age pension 
entitlements. Adding insult to an already poor outcome for 
Tom, adds Markus, was the impact his turning age 65 was to 
have on Maria whose entitlements were effectively halved. 

“Once Tom turned 65, the blanket which was cast over the 
$385,000 in super came off and this resulted in the loss of age 
pension entitlements for Maria,” says Markus.

timely review
Based on their level of concern over A) protracted share market 
volatility, and B) a substantial drop in the value of their portfolio, 
courtesy of the GFC, Markus suggested a timely review of the 
Kennedy’s financial needs and objectives. 

This also included a review of their attitude towards risk in the 
event that recent GFC-induced shocks, at their stage of life had 
triggered a change in attitude.

“The net effect of Centrelink applying both an income and 
assets test to all age pension applicants, resulted in the least 
amount of pension,” says Markus. “In the case of Tom, his 
income from employment, together with the “deemed” income 
from Shares Bank account and now super, meant that this was 
the income test that would now prevail.” 

However, Markus says if the super is “rolled-over” to an income 
stream (in this case an allocated pension) the deeming rate no 
longer applies – even though it’s still counted as an asset. The 
income, explains Markus is calculated on the following basis: 
Income stream less a deductible amount (calculate as purchase 
price/life expectancy). Based on this calculation, income for Tom 
reduced from the “deemed” $16,425 annually on the $365,000 in 
super to nil. And based on Markus’s recommendations, $20,000 
was left in super and appropriate salary sacrifice arrangements 
were subsequently implemented by Tom. 

Income of $19,250 was provided from the allocated pension with a 
deductible amount of $21,678 resulting in assessable income of nil. 
At the time the advice was given, the deeming rates were 2 per cent 
for the first $70,000 and 3 per cent thereafter, and this meant that 
$11,550 was removed from the Kennedies’ income test. 

And as the Kennedies were under the transition rules, the attrition 
rate of the pension was 40c per $1 (rather than the current 50 
cents). “By simply rolling over to the allocated pension, they 
received an increase of $4,628 annually (or $178.00 per fortnight),” 
says Markus. “As an added benefit, the internal income in the 
allocated pension is not taxed, while the super funds are taxed at 
15 per cent. This resulted in a greater income for the allocated 
pension even though underlying assets are the same.”

the implementatiOn
Meantime, Tom regarded the maintenance of the shares he held 
in direct Australian equities as a stimulating pass-time, so 
Markus’s primary brief was dedicated to getting his super strategy 
back on track. “Most of the shares I held were income-bearing 
ASX-listed blue chips, so I felt comfortable to let this run,” says 
Tom. “And as I have no plans to sell these down any time soon, 
I’m more than happy to ride out current market volatility.” 

Based on Markus’s recommendations, $380,000 of the potential 
$385,000 Tom had in super was immediately taken out of the 
deeming system and placed within an AMP Flexible Lifetime 

allocated pension – for which the assessable amount under the 
income test was nil. One of the super funds was then retained 
for future contributions.

Markus also recommended that Tom only draw a minimum 5 
per cent or $19,000 in annual allocated pension. And given that 
it was less than the deductible amount of $21,687 – based on 
purchase price divided by calculated life expectancy of 17.76 
years – the assessable amount was reduced to nil. “Given that 
Tom was about to turn 65, yet still working – a transition to 
retirement (TTR) strategy – with an allocated pension providing 
an additional income stream was the best possible option for him 
to take,” advises Markus.

Adding to the attractiveness of an allocated pension, Markus says 
money is permanently accessible tax free, while underlying 
investment choices can also be changed at any time. Equally 
important, he says on Tom’s decease the income stream can 
continue in the name of Maria who has no investments in her own 
name. “The Kennediees are now getting $19,000 tax free from an 
allocated pension that they weren’t getting before,” says Markus. 

So by removing the corresponding amount of $11,500 from the 
Centrelink income tax assessment, Kennedy’s assessable income 
was reduced to $40,665 annually. “Based on a fortnightly 
income of $1,564, the amount of pension payable to the 
Kennedy’s was $483 fortnightly (or $12,600 annually) – $178.00 
more than would have previously been the case,” says Markus.

Balanced grOwth
Given that Kennedies’ appetite for risk hadn’t changed, a 
balanced investment portfolio within the allocated pension was 
also maintained. And in addition to avoiding the 15 per cent tax 
on the way into super, Markus says the current allocated fund 
strategy also lets Tom side-step the 10 per cent capital gains tax 
(CGT) on the way out.

“In addition to the net joint benefit of an extra $4,628.00 paid 
annually as an age pension, the Kennedies are also up to 1 per 
cent better off from the returns on their $380,000 due to the 
different taxation of income of the allocated pension versus the 
super funds” says Markus. “As Tom has no plans to retire, the 
incremental benefit from Centrelink and the allocated pension 
returns will only improve over time.”

Salary Sacrifice
With the Kennedies now receiving $20,000 in excess of their 
required $50,000 in annual income, Markus recommended that 
the surplus be reinvested back into the employer super fund that 
Tom had left with a remaining balance of $5,000. To help 
further accelerate this super fund, Markus has also recommended 
Tom implement a salary sacrifice strategy.

So in addition to the Kennedies getting the income they needed 
to live on, he says $20,000 of salary sacrificing – which goes into 
his super fund – (and pays the $3,500 in contribution tax on) 
saves a net $3,300. “When taking into account additional 
Centrelink payments of $4,628, net tax savings of $3,300 and 
increased earning on super versus allocated pension of (up to) 
$3,800 – the Kennedies are better off by a total of approximately 
$11,720.00 annually,” says Markus. “This may not seem like 
much, but due to a ‘multiplier effect’ it does represent a 
substantial sum over time.”
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Optimal OutcOmeS 
Ironically, had the Kennedies not reacted to concerns over what 
to do with excessive investments festering in cash in the wake of 
the GFC, Tom says it’s unlikely they would have approached 
another financial adviser about an alternative strategy. “While 
we were pretty sure our former adviser wasn’t acting in our best 
interests, we had no idea how much this ongoing indifference to 
looking at the bigger picture might cost us into the future,” says 
Kennedy. 

Looking back, Markus can’t see how any other strategy would 
have delivered a better outcome for the Kennedies, especially 
given Tom’s plan to keep working indefinitely. “Given the 
current market concerns, any financial advantage to help make 
money last longer in retirement has been appreciated by Tom 
and Maria,” Markus says. “The ongoing extra income more 
than makes up for the total initial fees of $4,854.00.”

While the Kennedies are infinitely better placed for retirement, 
Markus expects their position to further improve once money 
accumulating in super is used at some future time for another 
allocated pension. 

As Tom has only ever been married to Maria, he has made her 
the ‘reversionary pensioner’ on his allocated pension. This 
means that on his decease, she has the option of retaining the 
tax-free and tax-beneficial income stream or cashing out all or 
part of the money tax free. “If they are both deceased, any 
remaining money will be paid to their beneficiaries, subject to a 
15 per cent tax on any taxable portions. This tax can be overcome 
by withdrawing the money tax free prior to death and gifting it 
to their beneficiaries if they so desire.”

advice Structure
While the firm is currently migrating to a fee-for-service model, 
existing clients who were paying commissions prior to 1 July 
2010 have the option of continuing to do so. Those who prefer 
to pay a client fee will have their commission trails dialed back 
to zero. However, regardless of which option is chosen, Markus 
says the net outcome for clients remains a level playing field. 
Clients who choose a fee-for-service option can select from 
several pre-packaged options commensurate with the complexity 
and volume of work being undertaken. l

Table 1.  Financial position

 Before After

Assets/entitlements 

House $500,000 $500,000

Car collection $22,000 $22,000

Shares $120,000 $120,000

Super

Tom $385,000 $5,000

Maria Nil Nil

Allocated pension

Tom Nil $380,000

Maria Nil Nil 

Cash Nominal Nominal

Age pension entitlement (joint) $7,940.40 p.a. $12,558 p.a.

nOte
* Pseudonym provided to protect anonymity
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