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The quote

It’s important that 
you educate your 
clients and provide 
advice based on their 
individual needs.
William Truong

Deeming rules play an integral part in the 
income assessment for social security pay-

ments for pensioners and Department of Vet-
eran Affairs (DVA) recipients. Recently how-
ever, the scope of these rules has broadened, so 
that they not only impact pensioners, but also 
self-funded retirees and aged care residents.

The government has made it clear that the 
cost of social security to Australia has escalated 
to the point where it may not be sustainable in 
the long-term and, with that in mind, they have 
recently implemented changes from 1 January 
2015, which introduced deeming to the assess-
ment of account-based pensions (grandfather-
ing rules apply). These changes impacts pen-
sioners, aged care residents and self-funded 
retirees who apply for the Commonwealth 
Seniors Health Care card (CSHC).

These changes, along with a low interest rate 
environment, have put considerable strain on 
these individuals.

In this article, the term “retiree” will gener-
ally refer to all these groups of clients.

How do low interest rates 
affect retirees?
Against the backdrop of very low interest rates, 
retirees, need to pay particular attention to how 
lower interest rates translates to deeming rates.

In February 2015, the Reserve Bank of 
Australia amended the official cash rate to 
historic lows. This has attracted consider-
able media attention, particularly around the 
opportunities for struggling first home buy-
ers and investors. However, for retirees, the 
rate decrease, along with the recent legisla-
tion change affecting social security deeming 
rules, has negative implications.

While low interest rates mean buyers can con-
tinue to borrow, and home owners/investors can 
easily meet their interest payments, they also 
mean low rates of interest income on savings 
and term deposits. This is bad news for retirees, 
many of whom have paid off their mortgage and 
rely on fixed interest investments to provide them 
with income. Further, when the global financial 
crisis hit, many pending retirees were forced to 
defer their retirement and continue to work to 
save enough for their retirement. This was fol-
lowed by subsequent years of low interest rates.

How does interest rates affect 
deeming rates?
The current deeming rates (as at 1 February 
2015) for a single person is 2.0% for the first 
$48,000 and $79,600 for a couple, jumping 
to 3.5% for financial investments above these 
thresholds. The thresholds at which the higher 
deeming rate begins to apply are indexed in 
line with the Consumer Price Index in July 
each year, while the lower threshold is influ-
enced by the short-term interest rates as an-
nounced by the RBA.

While a reduction in short-term official inter-
est rates can translate to lower deeming rates, 
there is generally a delay in this occurring. The 
Department of Social Security usually makes 
these changes in March or September each 
year, at the same time as pension indexation, 
to avoid frequent changes in income support.

So, for clients who have seen their invest-
ment balances fall during the interim period, 
they should proactively inform Centrelink re-
garding their lower investment balances (rath-
er than waiting for the next automatic valua-
tion) so they receive a more accurate pension 
entitlement.

What other risks are there for 
retirees when interest rates 
and deeming rates are low?
In 1996 the Government created deeming to 
discourage pensioners from putting money 
into low-earning everyday bank accounts to 
avoid losing part of their Centrelink payments. 
Deeming assumes that financial investments 
are earning a certain rate of income, regard-
less of the amount of income they are actually 
earning. If retirees earn more than these rates, 
the extra income is not assessed.

This means, ideally, retirees should be look-
ing for investments (whether inside or outside 
super) that return the deeming rate or more 
and with low interest rates as they are, chances 
are that more retirees may take on additional 
risk (whether they understand the risk or not) 
to try and achieve that extra return that they 
are looking for.

But as everyone’s circumstances are different, 
it’s important that you educate your clients and 
provide advice based on their individual needs.

What other changes are  
potentially on the radar?
In the 2014 Federal Budget, the Government 
also made proposals to reset the social security 
and veterans’ entitlements deeming thresholds 
commencing from 20 September 2017. Under 
these changes the current deeming threshold 
will drop from $48,000 to $30,000 (for sin-
gles) and $79,600 to $50,000 (for pensioner 
couples). Currently, this proposal has been 
introduced into parliament but has not been 
legislated.

Further, the National Commission of Audit 
outlined in their 2014 report, a recommenda-
tion to replace the current income and assets 
tests with a single comprehensive means test. 
Under this approach the existing asset test 
would be abolished with the income test ex-
tended by deeming income for a greater range 
of assets. The report also suggested that the 
value of the principal home, above a certain 
threshold, would be assessable under this com-
prehensive means test.

Conclusion
Currently the majority of pensioner clients are 
asset-tested when determining their age pen-
sion entitlements. However, with the recent and 
proposed changes impacting deeming rules, 
plus the current low interest rate environment, 
the income test may become the more relevant 
test in the future. It is important that you con-
sider the flow-on effect these changes will have 
on retirement planning for your clients. fs
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Why it pays to keep an eye on deeming 
rate changes
IOOF’s William Truong explains how changes to the deeming rules could 
have a bigger impact than you might think.
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