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When you retire, you are able to access your super either as a lump sum or as an income
stream/pension. The Government wants to encourage Australians to take their super savings as an
income stream, and thus reduce their reliance on the Centrelink Age Pension. To encourage this, they
provide retirement income streams with tax concessions.

Why invest in an account based pension?
Account based pensions are the most flexible type of income stream. They allow you to invest your
super in a tax free environment, invest in defensive assets (cash and fixed interest) and growth assets
(shares and property), and draw a regular, tax-effective, income stream.
You are able to choose how much income you receive form the pension each year, as long as it’s
above the minimum level set by the Government. You can have your pension paid to you monthly,
quarterly or annually to meet your living expenses. Your pension will be paid until the account balance
is reduced to nil.
The minimum income levels are based on a percentage of the account balance as shown in the table:

Percentage of Account Based Pension to be taken as a Pension
Age as at 1 July
Under age 65
65 – 74
75 – 79
80 – 84
85 – 89
90 – 94
95 and above

Current minimum withdrawal for the financial year
4%
5%
6%
7%
9%
11%
14%

Your minimum pension amount is determined as at 1 July each year, based upon your age at that time.
If the account value of your pension has fallen then your pension income may also be reduced.
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Is the income from my account based pension guaranteed?
Your initial investment and income are not guaranteed and will depend on the performance of your
funds over time. Account based pensions are often described as ‘market-linked’ and this means that
similar to your super, you can choose how to invest your money and therefore, it may be impacted by
the changes or movements in the investment markets. How you invest your funds and the level of
income that you draw each year can impact how long your pension will last.

How is the pension income taxed?
If you invested in your personal name, you would pay tax on the income your investment earned at
your marginal tax rate. However, with an account based pension, there is no tax to pay on the
investment earnings. In addition, there is no capital gains tax payable.
If the minimum requirements, as previously discussed, aren’t met each financial year, then your
account based pension will forego these tax concessions.
A special type of account based pension, known as a transition to retirement pension, is able to be
started while you are still working. There are a number of restrictions on this type of pension including
that the earnings are taxable. For more information, please refer to the ‘Transition to Retirement’ fact
sheet under the Retirement Income Financial Education Series.

How is the income I receive from the pension taxed?
Income paid from an account based pension will be tax free and not assessable after age 60. This
means that it won’t need to be included in your income tax return, and won’t impact the tax payable on
any other income.
If you are under age 60, the income will be taxable, however part of the pension may be tax free
depending upon the amount you contribute into super as non-concessional contributions. The taxable
portion of your pension, which includes concessional contributions you have contributed into super, will
be entitled to a 15% tax rebate.
For more information, please refer to the following example.

Example
Jack has $400,000 in super, $100,000 of which is non-concessional contributions. Jack is currently
aged 58 and retired and decides to convert his super into an account based pension. Jack is able to
receive an income from his pension of any amount over $16,000 per annum (4% of his account
balance). There is no maximum limit as Jack is no longer working.
Jack will receive 25% of his income, tax free, no matter how much income he receives from the
account based pension. This is due to the $100,000 of non-concessional contributions ($100,000 /
$400,000 = 25%). Assuming Jack decides to receive $40,000 of income he will be taxed as per the
table below:
Item
Account Based Pension Payment
Less Tax-free Amount (25% of $40,000)
Taxable Amount
Less Income Tax (including Medicare levy)
Pension Tax Rebate (15% of $30,000)
Total Tax Payable

Account based pensions

Amount
$40,000
($10,000)
$30,000
($2,397)
$4,500
$0

As the table above illustrates, Jack is able to receive $40,000 income from an account based pension
and pay no tax (although he may be liable for the Medicare levy), as compared to paying $4,947 if the
income was received as a salary or income distribution from an investment. This example has not
taken into account any other tax rebates or offsets that Jack may receive, nor any other income from
other sources.
When Jack turns 60, the income will be 100% tax free and not assessable. This means that it won’t
need to be included in his income tax return.

What happens if I start my pension part way through the year?
If you start your pension part way through the year, your minimum annual pension will be reduced on a
pro-rata basis. For example, if the full year’s pension amount was $40,000 and you commenced the
pension on 1 January, you would be required to draw half the annual pension amount, or $20,000.
The maximum pension isn’t pro-rated.
If you commence your pension after 1 June, you are not required to draw an income until the following
financial year, beginning at 1 July.

Can I make a lump sum withdrawal from my pension?
Lump sum withdrawals can be made tax free from age 60 if you have retired.
If you are under age 60, tax may be payable on the withdrawal, and you should discuss this with your
financial adviser before you make the withdrawal to ensure that you minimise any tax which may be
payable.
If you are aged between preservation age and 65 and are still working, you are unlikely to be able to
make lump sum withdrawals until you meet a condition of release (for example retirement).
Note that there may be tax and Centrelink implications of making a lump sum withdrawal from your
pension, and it will reduce the amount available to fund your retirement in the future.

Can I add additional funds to my pension?
You are unable to add funds to the pension after commencement. If you find that at some point in the
future you have additional funds you wish to invest, you will need to either:



Commence a second pension, or



Roll the existing pension back into super, add the new funds, and then commence a new pension.
You need to ensure you are able to meet the rules to make contributions into super. Your financial
adviser can provide guidance in such a situation.

What happens to my pension upon my death?
In the event of your death, the remaining value of the pension can revert to your beneficiary (for
example to your spouse or other eligible dependants). This generally involves electing your pension to
be reversionary under the accounts death benefit nomination. A reversionary pension means the
pension will continue to be paid as an income stream to eligible dependants. Alternatively, a lump sum
can be paid to a dependant beneficiary. Your financial advisor can provide guidance around making
effective death benefit nominations.
For more information, please refer to the ‘Withdrawing from Super’ fact sheet under the
Superannuation Financial Education Series.
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What is the impact on my General Transfer Balance Cap?
You are able to invest up to your transfer balance cap in tax free retirement income streams. The
transfer balance cap started on 1 July 2017 at $1.6 million each.
An account based pension is counted towards your cap. However, a transition to retirement pension is
not counted, as the earnings aren’t tax free.
Please refer to the fact sheet on ‘Transfer Balance Cap’ under the Retirement Income Financial
Education Series for more information.

How is an account based pension treated by Centrelink?
Centrelink apply an Assets and Income test when assessing your eligibility for benefits.



Under the Assets test the entire balance (market value) of your account based pension is counted.
Your pension provider will provide Centrelink with information each year based on the value of
your account balance as at 1 July.



Under the Income test, the annual income from your account based pension will be treated one of
two ways:
–

–

If you commenced the pension before 31 December 2014, the assessable income may be
reduced by a Centrelink deductible amount (also known as a non-assessable amount). If you
continue to meet the conditions below you will retain this deductible amount:
•

You own an account based pension before 1 January 2015 and continue the same
account based pension from 1 January 2015, and

•

You are receiving a Centrelink payment before 1 January 2015 and continue to receive a
Centrelink payment from 1 January 2015.

If you don’t meet the above rules, your account based pension will instead be treated as a
financial asset and subject to the deeming rules. Examples of financial assets include bank
accounts and managed funds.

Deeming
If your account based pension is assessed under the deeming rules, Centrelink will apply an assumed
income rate for your investment and not the actual income you have received from the investment.
For example, if the deeming rates were 3%, for the Income Test, Centrelink will assess Barry as
receiving $12,000. Whilst Barry may have earned income higher than $12,000, Centrelink will only
assess $12,000.
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