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Tighter means testing on 
accommodation and ongoing care 
costs from 1 July 2014, mean clients 
cannot afford to make an uninformed 
decision about their family home 
when entering an aged care facility. 
However, advisers still have the 
opportunity to add value and clients 
should seek advice to consider their 
options under the new rules.

For many older Australians, the time 
will come when they need to move out 
of their homes and into an aged care 
facility. One of the most important 
questions to answer is what to do 
with their family home? Should it be 
retained or sold, and how will this 

impact their personal situation? 

The rule changes centre around how 
the cost of accommodation will be 
funded – via a daily payment or a 
refundable accommodation payment. 
This decision will affect all clients. In 
contrast, entry into a hostel prior to 
July 2014 required an accommodation 
bond. 

Advisers need to be aware that 
options still exist from 1 July 2014. 
Clients with low assets and income 
may have no choice but to sell their 
home to pay for their accommodation 
and care costs. However, for other 
clients, the choice of retaining (and 

renting) or selling their former home is 
still a crucial decision. 

This article outlines the key elements 
that will come into play from 1 July 
2014 and how this impacts clients. 
From 1 July 2014, the assessment of 
the family home for Centrelink and 
aged care purposes will see some 
important changes as summarised in 
Table 1 and Table 2:
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Table 1: The home is not sold

Pre 1 July 2014 Post 1 July 2014

For Centrelink:

Where one member 
or both members of 
a couple has/have 
entered into care. 

Two years standard:

The former family home is an exempt asset for two years commencing from when the last spouse (if applicable) vacates the home. 

Indefinite exemption:

Where the home is rented out whilst the client or their 
partner is paying an accommodation bond (via instalments) 
or an accommodation charge, the exemption on the value of 
the home is extended beyond the two years and the rental 
income is excluded from Centrelink’s income test.

Indefinite exemption:

Where the home is rented out whilst the client or their partner is 
paying the accommodation payment or contribution via a daily 
accommodation payment (DAP), the exemption on the value of the 
home is extended beyond the two years and the rental income is 
excluded from Centrelink’s income test.

For aged care:

Upfront 
accommodation 
cost.

The full value1 of the former home is assessed as an asset to 
determine the upfront accommodation bond or charge.

This applies regardless of whether the home is rented out or 
not.

The full value1 of the former home is assessed as an asset to 
determine the maximum permissible upfront accommodation 
contribution or payment2.

This applies regardless of whether the home is rented out or not.

For aged care:

Ongoing care fee.

The former home is not assessed towards the ongoing 
income tested fees (no asset testing for ongoing care fee 
applies). 

Where the home is rented while the client or their partner is 
paying an accommodation bond via instalments, the rental 
income is excluded from income assessment.

A capped value of the former home ($144,5003) is assessed as an 
asset to determine the means tested care fee (MTCF)1.

Where the home is rented out and the client or their partner is 
paying an accommodation payment or contribution via a DAP, the 
rental income is excluded from income assessment. A capped 
value of the home continues to be included in the MTCF.



fees will have the following implications:

1. Means tested care fee: For the means tested 
care fee (ongoing fee), a capped value of the 
home is included and assessed towards the 
calculation of care fees, unless a protected 
person, such as a spouse, resides in the 
property.

2. Accommodation contribution: The value of an 
accommodation contribution may vary over time, 
depending on the client’s and their partner’s 
combined ongoing income and assets. 

The accommodation contribution can be paid as 
a lump sum (RAD), daily payments (DAP) or a 
combination of these methods. This will deliver 
some interesting outcomes:
  – This is different to the current system 

where the accommodation costs are fixed 
on initial assessment and cannot vary. 
Accordingly, ongoing changes to a client’s 
assets and income as measured for the 
means tested care fee will flow through to the 
accommodation contribution amount.

  – A client cannot be required to revert to a 
higher accommodation payment regardless of 
the change in their assets and income. 

  – Advisers need to be aware of what could 
increase the client’s assets and income as 
measured for the means tested care fee. 

3. Renting the former family home: Renting out 
the former home still retains the same Centrelink 
and aged care concessions, subject to the above 
two points.

4. Selling the former family home: Where clients 
sell their home (or use any other assets) to pay 
for the RAD, an interesting distinction exists as 
to the value of the RAD paid:
  – It is an exempt asset for Centrelink (same 

treatment as the accommodation bond);
  – It is included as an asset for assessment of 

means tested care fee. 

This is in contrast to where the home is not 
sold, in which case only the capped value of 
the home is assessed at $144,500 (unless a 
support person resides within the former home). 
This point may support retaining the home and 
renting it out (where possible). 

Important: If the home is retained and rented out, 
consider using other assets (where available) or 
using rental income to pay a partial DAP. The client 
benefits from the rental strategy, as well as only 
having the capped value of the home included as 
an asset in the means tested care fee. 

5. When the members of a couple are pre and 
post 1 July 2014 entrants: Where both members 
of a couple are in care, with one an existing 
member and the other enters into residential 
care after 1 July 2014, Centrelink and aged care 
concessions are available for both if they rent 
out their home.

This is on the proviso that one member is paying 
the accommodation bond via periodic payments 
or an accommodation charge under the existing 
system or the other member pays a DAP under 
the new system.

6. Couples entering into care post 1 July 2014: 
For clients entering care after 1 July 2014, the 
strategy where different members of a couple 
enter residential care facilities at separate times 
will continue to be effective. The key benefits 
include: 
  – One spouse remains at home and the home 

remains exempt from assessment against 
the initial accommodation contribution or 
payment and ongoing means tested care fee. 

  – Excluding the home against the initial 
accommodation assessment for one member 
of the couple could assist the first spouse to 
avoid a higher accommodation payment and 
pay the accommodation contribution instead. 

  – The benefit of securing the accommodation 
contribution for one member of the couple will 
limit any increases to the means tested care 
fee to the maximum amount determinable for 
the accommodation contribution.

Case studies
Where practical, the strategy of renting the 
former family home post 1 July 2014 may prove 
to be an effective strategy to clients, whilst 
providing both age pension and care benefits.    

Case study 1
Mary, aged 70 and single, is currently receiving 
a full age pension. Her health is declining and 
she needs to move from her home of 40 years 
into a residential care facility. Her assets and 
income are outlined within Table 3:

www.financialplanningmagazine.com.au  | financial planning |  June 2014 |  29

cpD
MOnTHlY

 
Continued on p30

Table 2: The home is sold to pay for the accommodation bond or refundable accommodation deposit (RAD)

Pre 1 July 2014 Post 1 July 2014

For Centrelink: The accommodation bond is an exempt asset and is not 
deemed under the income test.  

The balance of any sales proceeds from the property left in 
the bank account is treated as a financial asset.

The RAD is an exempt asset and is not deemed under the income test.

The balance of any sales proceeds from the property left in the bank 
account is treated as a financial asset.

For aged care:

Upfront 
accommodation cost.

The value of the accommodation bond paid is subject to 
retention amounts over a period of five years.

The full value of the RAD is assessed as an asset to determine 
the maximum permissible upfront accommodation contribution or 
accommodation payment1. 

There are no retention amounts to be deducted from the RAD.

For aged care:

Ongoing care fee.

(There are no changes 
to the basic daily fee.)

The value of the accommodation bond paid is not assessed 
towards the ongoing income tested fee. 

(No income or asset testing for ongoing care fee applies.) 

The value of the RAD paid is assessed as an asset to determine the 
MTCF. The RAD is not deemed for Centrelink purposes (as outlined 
above) and therefore, not included with the income testing for purpose 
of calculating the MTCF.



Table 3: Assets and income position

Investments/pension Capital $ Income $

Cash at 4% 5,000 200

Shares 5,000 -
Home (exempt) 400,000 -
Account based 
pension 

75,0004 3,750

Age pension 21,912

Total $485,000 $25,862

Mary has been asked to pay an accommodation 
payment of $300,000 (not an accommodation 
contribution2). Mary has two main options:
1. Sell the family home and pay the 

accommodation payment in full as a RAD.
2. Retain and rent the family home and pay 

part of the accommodation payment as a 
RAD and the balance as DAP. 

Option 1: Sell the family home and pay the 
accommodation bond in full as a RAD
If Mary sells the family home and pays the 
accommodation payment in full, the value of the 
accommodation payment paid as a RAD will be 
an exempt asset for Centrelink purposes and is 
not subject to deeming. 

This means it is excluded when determining 
Mary’s age pension entitlement but the value of 
the RAD paid will be counted as an asset when 
calculating the means tested care fee.

Assets and income position
After investing the net proceeds from the sale of 
the family home in a term deposit with a return 
of 4 per cent (after paying the RAD), Mary will 
see no reduction in her age pension. Mary’s 
assets and income (before aged care fees) are 
outlined within Table 4.

Table 4:  
Investments/pension

Capital $ Income $

Cash at 4% 105,000 4,200

Shares 5,000 -
RAD 300,000 -
Account based 
pension 

75,0004 3,750

Age pension - 21,912

Total $485,000 $29,862

Aged care fees
As a result of the sale of the family home, 
the aged care fees will be $61.01 per day as 
outlined in Table 5.

Table 5: Cashflows $

Basic daily care fee (46.50)

Means tested care fee (14.51)

Total fees (per day) (61.01)

Annual care fees (22,207)

Annual income 29,862
net income 7,655

While Mary maintains access to the full aged 
pension, she will still be liable for MTCFs based 
on the level of assets and income.

Option 2: Retain and rent the family home and 
pay part of the accommodation bond as a RAD 
and the balance as DAPs
Mary can sell her investments worth $10,000 
and account based pension of $75,000 to pay 
part of the accommodation payment as a RAD. 
The balance of the accommodation payment 
($215,000) will be paid as a periodic payment (via 
DAP). Mary will rent the family home for $300 per 
week (net of expenses). Under this option, the RAD 
assessed towards the MTCF is limited to $85,000.

Assets and income position
Mary will retain the full age pension and her 
assets and income (before aged care fees) are 
outlined within Table 6.

Table 6: 
Investments/pension

Capital $ Income $

Cash at 4% Sold -

Shares Sold -

Home (rental) 400,000 15,600

RAD 85,000 -

Account based 
pension

Sold -

Age pension - 21,912

Total $485,000 $37,512

Interest on DAP - ($14,254)5

Annual income - $23,258

Aged care fees
The care fees payable by Mary will reduce to 
$48.84 per day as outlined within Table 7.

Table 7: Cashflows $
Basic daily care fee (46.50)

Means tested care fee (2.34)

Total fees (per day) (48.84)

Annual care fees (17,777)

Annual income 23,258

net income 5,480

For a comparison of the two options, refer to 
Table 8.

Table 8: Comparison of the two options

Option 1: 
Sell home to 
pay RAD $

Option 2: 
Keep and 
rent home $

Age pension 21,912 21,912

Annual aged care 
fees (A)

(22,207) (17,777)

Annual income (B) 29,862 23,258

net income (A-B) 7,655 5,480

In terms of the age pension and aged care 
fees, Mary could adopt either option for similar 
outcomes, however, practical issues such as 
having sufficient income to cover the periodic 
payments or to cover expenses, need to be 
considered. Overall, it may not be practical for 
Mary to retain her former home.

Case study 2
Joan is an 80-year-old widow and her assets and 
income are outlined within Table 9.

Table 9: Assets and income position

Investments/pension Capital $ Income $

Bank account at 5% 200,000 10,000

Contents 10,000 -

Home (exempt) 800,000 0

Age pension 20,790

Total $1,010,000 $30,790

Joan will be moving into a residential age care 
facility and she has been asked to pay an 
accommodation payment of $400,000 (not an 
accommodation contribution2). 

She is interested in the available options outlined 
as follows:
1. Keep the home and rent it out (paying 

partial RAD and DAP).
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2. Sell the home and pay the accommodation 
payment in full as a RAD.

Option 1: Keep the home and rent it out (pay 
partial RAD and DAP)
Joan can rent the family home for $24,000 per 
annum (net of expenses)6. The rental income 
from the family home will be exempt for both 
aged care and age pension calculations. This 
will see her age pension entitlement increase to 
the full amount. She can use $100,000 from her 
cash account to pay a part RAD and the balance 
as a DAP. This means Joan can increase her 
income whilst living in residential care.

Where the home is not sold as in this case, only 
$144,500 is assessed towards the MTA. If the 
home was sold to pay the RAD in in its entirety, 
the full RAD will be assessed towards the MTA.

Table 10: Assets and income position

Investments/pension Capital $ Income $

Term deposit at 5% 100,000 5,000

Contents 10,000 -

Home (exempt) 800,000 24,000

RAD 100,000 -

Age pension 21,912

Total $1,010,000 $50,912

Under this option, Joan will receive the full age 
pension.

Cashflow
As a result of the strategy, Joan’s cashflow is 
outlined within Table 11.

Table 11 Cashflows $
Basic daily care fee (46.50)

Means tested care fee (6.86)

DAPs ($54.64)7

Total fees (per day) (108)

Annual fees (39,312)

Annual income 50,912

net income 11,600

Option 2: Sell the home and pay the 
accommodation payment in full
If Joan decides to sell the family home to pay for  
the accommodation payment in full (the RAD 
will be fully assessed towards the MTA), she will 
be classified as non-home owner for Centrelink 

purposes. Consequently, Joan’s age pension will 
decrease to $11,353 per annum and her assets 
and income (before aged care fees) are outlined 
in Table 12.

Table 12: Assets and income position

Investments Capital $ Income $

Cash at 5% 600,000 30,000

Contents 10,000 -

Home (exempt) Sold -

RAD 400,000 -

Age pension - 11,353

Total $1,010,000 $41,353

Cashflow
As a result of the strategy, Joan’s cashflow is 
outlined within Table 13.

Table 13: Cashflow $
Basic daily care fee (46.50)

Means tested care 
fee

(52.41)

Total fees (per day) (98.91)

Annual fees (36,003)

Annual income 41,353

net income 5,350

 

Table 12: Comparison of the two options

Option 1: 
Sell home to 
pay RAD $

Option 2: 
Keep and 
rent home $

Age pension 21,912 21,912

Annual aged care 
fees (A)

(22,207) (17,777)

Annual income (B) 29,862 23,258

net income (A-B) 7,655 5,480

Joan can make the decision to keep the home 
and rent it out. In this case, where the home is 
high value, holding and renting it out produces 
more age pension entitlement and cashflow for 
her. In either scenario, the aged care fees can 
be funded. 

Summary
The decision to sell or rent the family home 
sometimes lies with the resident’s children. In 
fact, it may not be possible to rent it out at all. 
In many cases, the family home will be sold and 

then financial advice will be sought. 

Advisers need to understand the new rules and 
model the different outcomes for the various 
options, bearing in mind the client and their 
family’s goals and objectives.

In any case, the changing landscape of 
residential aged care with tighter means testing 
heightens the need for clients to seek financial 
advice. Clients need to plan ahead to ensure 
they can afford the desired level of care and 
make informed choices when it comes to 
planning around one of their largest assets – the 
family home.

William Truong is Technical Services Manager, 
IOOF.

Footnotes
1. Unless a protected person such as a spouse 
resides in the property.

2. An accommodation contribution or 
accommodation payment is determined by 
calculating the difference between the means 
tested amount (MTA) and the maximum 
accommodation supplement. If the calculation is 
positive, an accommodation payment is required, 
otherwise the client pays an accommodation 
contribution.

3. This value is at 2012 (the July 2014 figure has 
not been released at the time of writing).

4. The account based pension has a deductible 
amount of $4,625 (purchase price of $100,000 
/ life expectancy of 21.62).No commutations 
have been made from the pension since 
commencement.

5. Interest at 6.63% for daily accommodation 
payments (as at 20 March 2014). DAP = 
($300,000 - $85,000) x 6.63% per annum.

6. Assumed net rental yield of 3% per annum.

7. Interest at 6.63% for daily accommodation 
payments (as at 20 March 2014). Calculated as 
($400,000-$100,000) x 6.63%.
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1 For ongoing care fee 
determination from 1 July 2014, if 
the principal home is retained by 
the individual when they enter into 
residential aged care, a capped 
value is assessed towards the asset 
test, unless a protected person, 
such as a spouse, continues to 
reside in the home. True or false?
a. True
b. False

2 For couples entering into 
residential care post 1 July 
2014, which of the following 
statements is incorrect where 
different members of a couple 
enter residential care facilities at 
separate times: 
a. When one spouse remains at 

home when the other spouse 
enters into care, the home is 
exempt from assessment against 
the initial accommodation 
contribution or payment and 
ongoing means tested care fee. 
b. Excluding the home against the 
initial accommodation assessment 
for one member of the couple could 
assist the other spouse to avoid a 
higher accommodation payment 
and pay the accommodation 
contribution instead. 
c. The benefit of securing the 
accommodation contribution 
for the other spouse will limit 
any increases to the means 
tested care fee to the maximum 
amount determinable for the 
accommodation contribution.

d. The benefit of securing the 
accommodation contribution for 
the other spouse will ensure that 
the accommodation contribution 
will not change, even with changes 
to ongoing income and assets.

3 From 1 July 2014, Centrelink and 
aged care concessions will still be 
possible when the principal home 
is rented out, provided which of 
the following condition is met:
a. Residents must rent out the home 
for at least three continuous months.
b. Residents must rent out the 
home to non-family members.
c. Must fully pay the 
accommodation payment 
or contribution via a Daily 
Accommodation Payment (DAP).

d. Fully or partially paying 
the accommodation payment 
or contribution via a Daily 
Accommodation Payment (DAP).

4 From 1 July 2014, where clients 
sell their home (or use any other 
assets) to pay for the Refundable 
Accommodation Deposit (RAD), 
which of the following statements 
is false? The RAD is…
a. an exempt asset for Centrelink 
(same treatment as the 
accommodation bond).
b. included for assessment of 
means tested care fee as an asset.
c. deemed for both Centrelink and 
aged care income tests.
d. There are no retention amounts 
to be clawed from the RAD.

Questions


