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Legislation has now passed, 
extending Centrelink deeming 
provisions to superannuation-
based income streams for 
income support pensions, 
such as the Age Pension. 
Advisers and their clients 
have limited time to act if they 
want to ensure they meet the 
grandfathering rules. 

Legislation has also been 
passed extending deeming to 
account-based pensions for the 
Commonwealth Seniors Health 
Card (CSHC). 

How does it 
currently work?
Currently, retirees whose 
Centrelink/DVA entitlements are 
affected by the income test, 
may choose to optimise their 
Age Pension entitlements by 
investing in either non-deemed 
investments, such as account-
based income streams, or in 
deemed assets that provide 
greater returns than the 
deeming rates.

The flexibility of an account-
based pension income stream 
enables clients with a non-
assessable amount to reduce 
their chosen income stream 
payment to the minimum. This 
often results in a much lower 
income assessment and, 
therefore, a potentially higher 
Centrelink/DVA entitlement.

What is the focus 
of this article?
In this article, we will answer the 
following questions in relation to 
the deeming of account-based 
income streams for clients in 
receipt of income support, such 
as the Age Pension:

•	 	What	income	streams	will	be	
grandfathered?

•	 	How	does	deeming	
simplify Centrelink income 
assessments?

•	 	What	are	the	drawbacks	
resulting from deeming?

We will illustrate that the 
existing rules continue to benefit 
clients, although the extent is 
dependent upon various factors 
outlined below. 

What income 
streams will be 
grandfathered?
To qualify, individuals would 
need to be entitled to some 
form of income support, as 
well as hold a superannuation-
based income stream prior 
to 1 January 2015. These 
requirements mean that 

individuals under Age Pension 
age (unless they are in receipt of 
a benefit, such as an allowance 
or disability support), would not 
be able to voluntarily commence 
an income stream, such as a 
transition to retirement pension 
prior to January 2015 to meet 
the grandfathering rules.

The grandfathering provisions 
only continue to apply where the 
recipient is in continuous receipt 
of income support. Otherwise, 
the account-based income 
stream becomes subject to the 
deeming rules. 

The ‘continuous’ receipt of 
income support requirement 
may be ‘practically’ difficult 
for many clients. For example, 
those who have ongoing 
changes to their income and 
assets or are transitioning from 
one income support payment to 
another type (such as, moving 
from Disability Support Pension 
to the Age Pension). See Tip 1.

Clients must realise they cannot 
rely on their partner to meet the 
rules. Both partners need to 
meet the grandfathering rules in 
their own right.        

For example, a wife is of Age 
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TIP 1: Advisers can ensure their clients make the right choice 
when confronted with the option of moving from one income 
support payment to another. Advisers should also follow up with 
clients to ensure they complete relevant forms correctly and to 
have these forms sent back to Centrelink/DVA in a timely manner.
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Pension age and is in receipt 
of the Age Pension, while the 
husband is under Age Pension 
age and is not in receipt of 
income support. If they each 
have an existing account-based 
pension, when the husband 
turns 65, he cannot claim 
that his income stream is also 
grandfathered, as he was not 
receiving income support prior 
to January 2015. 

Who is affected by 
the changes?
If you have clients with 
assets between the deeming 
thresholds and the crossover 
points (refer to Chart 1, the 
single homeowner with assets 
of $150,000 and $250,000 
respectively), where the assets 

test starts to determine pension 
entitlements, Age Pension 
entitlements may be reduced, 
and therefore, a greater 
focus on other non-deemed 
investments (such as direct 
property and annuities) may 
possibly be warranted.

Chart 1 (single home-owners) 
demonstrates that at the lower 
level of assets, it is the income test 
rather than the assets test which 
is more severe in determining Age 
Pension entitlements1.

For couples (homeowners), the 
following relevant thresholds 
apply (as at 1 July 2014):

1 

Chart 1 and the couples table 
assume that of the total assets, 
$10,000 is the value of contents 
and the balance represents 
financial assets. See Tip 2.

Deeming and 
Centrelink income 
assessments  
The deeming rules simplify 
Centrelink’s income assessment 
and may provide a benefit to clients 

under the following situations:

1.  Due to the grossing up 
requirement in the first year of 
an account-based pension, 
starting later in a financial year 
and drawing large pension 
payments may result in a higher 
income assessment than those 
who start the same income 
stream at the beginning of the 
financial year. 

Deeming 
threshold

Cross-over 
threshold

$260,000 $320,000

TIP 2: Identify your target clients between the deeming threshold 
and the crossover point, and also focus on those clients with assets 
above the crossover point for the following reasons:

1.  The lower asset thresholds are generally indexed each year in July. 

2.  Clients who are initially impacted by the asset test could revert to 
being assessed under the income test. 

TIP 3: Where clients are subject to deeming rules and have 
ceased their account-based pension or their account balance 
has reduced, advisers need to remind their clients to report these 
changes to Centrelink/DVA on a timely basis. This is to ensure 
their means testing continues to be up-to-date and does not 
adversely affect any of their entitlements. 

Chart 3

Chart 2

Continued on p32

Chart 1
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2.  When choosing between 
income versus capital 
drawdowns, deeming ignores 
these options and can 
provide a better result when 
clients take additional income 
or capital from their income 
stream. 

What are the 
drawbacks of 
deeming?  
Perhaps the biggest drawback 
of the deeming rules is that 
with the removal of the tax 
deductible amount, it doesn’t 
allow a deduction for the return 
of capital. It’s also sensitive to 

ongoing deeming rates and 
account balance movements. 
See Tip 3.

Deeming vs current 
rules: modelling 
outcomes 
Charts 2-5 illustrate the 
results based on the following 
scenarios:

a.  A comparison of drawing the 
minimum payment against a 
higher level of pension payment 
from an account-based pension. 

b.  The impact of doubling the 
deeming rates.

c.  The impact of reversionary 

vs non-reversionary account-
based pensions.

a) Charts 2 and 3 compare 
single clients aged 65, 
drawing the minimum 
pension payment against a 
higher level of pension.

Chart 2 illustrates an account-
based pension2 purchased by 
Ken at age 65 and drawing the 
minimum payments through 
the term of the income stream. 
The results show that relative 
to the existing rules, deeming 
has a greater impact on the Age 
Pension for the first 20 years. 
After this, deeming provides a 
better Age Pension outcome. 
This is due to the lower 
deductible amount of $16,181 
($300,000/18.54) from a longer 
life expectancy. 

In Chart 3, if Ken’s payments 
increase by $5,000 in the first 
year, relative to the existing 
deductible amount, deeming 
has a greater impact on the Age 
Pension for the first 13 years 
(reduced from 20 years). After 

these 13 years, deeming provides 
the better Age Pension outcome. 
This is because the pension 
payments would be greater than 
the deductible amount and the 
income assessment, for example, 
in the first year would be $3,819 
($20,000 minus $16,181). See 
Tip 4.

b) What happens if Ken was 
to draw only the minimum 
pension but deeming rates 
doubled? 

Chart 4 illustrates that as we 
double the current deeming 
rates (for the term of the income 
stream), the Age Pension is 
greatly reduced and deeming 
will impact the income stream 
for the duration of its term.

c) Reversionary or non-
reversionary account-based 
pensions?

For couples, the question is 
whether the income stream 
should be made reversionary 
to ensure continuity of the 
grandfathering provisions.

Chart 4

Chart 5
Chart 6

TIP 4: Advisers should establish with their clients a realistic regular 
income expectation from their income stream – the greater the 
payments above the current deductible amount, the more likely 
that the deeming rules will be more beneficial
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Whilst the Age Pension changes 
include special rules extending 
the grandfathering beyond the 
death of the primary pensioner 
to a reversionary pensioner, 
the Commonwealth Seniors 
Health Card (CSHC) changes 
do not. In other words, making 
a pension reversionary has no 
impact on how long a couple 
can exclude their income 
stream from the CSHC deeming 
provisions.

A reversionary pension 
does not guarantee that the 
surviving spouse will inherit a 
grandfathered income stream or 
that the grandfathered rules will 
be more beneficial as:

•	 	The	reversionary	pensioner	
must be in continuous receipt 
of income support from 
the date of reversion to the 
reversionary pensioner.

•	 	The	reversionary	pensioner	
is likely to inherit the couple’s 
joint assets, and the lower 
single’s asset test thresholds 
apply.

•	 	Making	the	income	stream	
reversionary reduces the 
deductible amount for both 
the primary and surviving 
members. 

Chart 5 illustrates the position 
of Arthur (married, both partners 
are aged 65) purchasing a non-
reversionary income stream and 
drawing minimum pensions. The 
deductible amount is $16,181 
($300,000/18.54) per annum. In 
the first 20 years, the couple’s 
Age Pension is reduced by the 
deeming rules.  

Chart 6 shows a reversionary 
income stream purchased by 
Arthur, drawing a minimum 
pension. The deductible amount 
reduces to $13,876 per annum 

($300,000/21.62). In the first 20 
years, the couple’s Age Pension 
continues to be reduced by the 
deeming rules and later reduced 
by the current treatment. But 
the magnitude of the deeming 
impact has been lowered by 
the reduction of the deductible 
amount and conversely, the lower 
deductible amount increases the 
impact on the Age Pension under 
the current treatment.  

Conclusion
Our modelling reveals that 
grandfathering is still useful 
in the early years but not 
necessarily indefinitely. For many 
clients, there will come a point 
where the deeming method 
actually gives a better result 
than the current treatment, 
driving a deliberate switch to the 
deeming rules.

For clients drawing pension 
payments below their 
deductible amounts, starting a 
grandfathered account-based 
pension before 1 January 2015, 
makes sense. This equally 
applies for couples considering 
reversionary pensions, 
but bearing in mind that it 
doesn’t guarantee continual 
grandfathering to a reversionary 
spouse.  

William Truong is Technical 
Services Manager at IOOF.

Footnotes
1.  Age pension rates and 

thresholds modelled in this 
article are as at 1 July 2014.

2.  Deeming rates used in 
modelling are based on 1 July 
2014 rates. Account-based 
pension assumed earning of 
6 per cent per annum (net).

QuesTions

1. When are deeming rules beneficial to Centrelink clients with 
an account-based pension?

a. Clients affected by the assets test.

b.  Clients who have experienced appreciation in their account 
balances. 

c. When deeming rates are high, relative to investment returns.

d. When deeming rates are low, relative to investment returns.  

2. Partners cannot rely on their spouse to conform with the 
grandfathered rules to enable their own account-based pension 
to be grandfathered? True or false?

a. True.

b. False. 

3. In respect to the Age Pension, which condition below is not 
important to qualify for the grandfathered rules?

a. In receipt of the pension concession card.

b. In receipt of income support prior to 1 January 2014.

c.  Hold an account-based income stream prior to 1 January 
2014.

d. Continuous receipt of income support. 

4. Which of the following reasons is why commencing a 
reversionary income stream does not guarantee a surviving 
spouse will inherit a grandfathered income stream or that the 
grandfathered rules will be more beneficial?

a.  The reversionary pensioner must be in continuous receipt 
of income support from the date of reversion to the 
reversionary pensioner.

b.  The reversionary pensioner is likely to inherit the couple’s 
joint assets, and the lower single’s asset test threshold 
applies.

c.		Making	the	income	stream	reversionary	reduces	the	
deductible amount for both the primary and surviving members. 

d. All of the above.
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