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. Transition to retirement (TtR) refresher

When can a transition to retirement (TtR) pension be commenced?
4% minimum pension requirement (2% for 2019/20 and 2020/21)
10% maximum pension payment requirement

15% tax on most investment earnings

When does a TtR pension cease?

Under what circumstances could a TtR still be of benefit for a client?



1. Transition to retirement (TtR) refresher

Tax assessment of TtR’s Preservation age to age 60 Age 60 to age 65

Tax on earnings rate 15% on most investment earnings

Tax-free portion is tax-free

IR €I [EEMEE [PERTIEE Taxable portion is taxable with a TEPIIEE

15% non-refundable tax offset

Social Secur_ll?R?:sessment of Preservation age to age 65

Social Security assets test Assessed

Social Security income test
(if grandfathered)

Social Security income test
(if non-grandfathered)

Formula

Subject to deeming



2. TtR income swap strategy

- Simple tax arbitrage
« Assumptions

* Not as effective post 1 July 2017, but
keep a look out for some variations




2. TtR income swap strategy BT

* Malcolm (age 62) would like to boost his super without affecting his lifestyle as
he requires a net income of $2,424 per fortnight. His current superannuation
balance is $250,000.

- He earns a salary of $80,000 p.a. (therefore super guarantee = $7,600) and
currently does not salary sacrifice.

* How can a TtR strategy benefit Malcolm? Let’s look at:-
1. Status quo

2. Commence TtR — Concurrently salary sacrifice $17,400 p.a. and draw
pension payments from the TtR of $11,336 p.a.
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2. TtR Income swap — Case study 1 — age 62

2020/21 (age 62) m 2. Income swap strategy
Salary $80,000 $80,000
Salary sacrifice $17,400
Taxable income $80,000 $62,600
Income tax (including Medicare) $16,987 $10,923
TtR pension (tax free) $11,336
Net income $63,013 $63,013
Net contribution to super $6,460 $9,914
Benefit of strategy $3,454
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2. TtR Income swap — Case study 1 — preservation age to age 60

2020/21 (preservation age to

age 60 — no TF component)
Salary

Salary sacrifice

TtR pension (taxable portion)

Taxable income
Income tax (including Medicare)
TtR pension (tax free portion)

Net income

Net contribution to super

Benefit of strategy

$80,000

$80,000
$16,987

$63,013

$6,460

2. Income swap strategy

$80,000

$17,400
$14,158
$76,758
$13,745
$0
$63,013

$7,092
$632



2. TtR Income swap — Case study 1 — preservation age to age 60 BT

2020/21 (preservation age to ) e e (e
age 60 — 50% TF component) g P gy

Salary $80,000 $80,000

Salary sacrifice $17,400

TtR pension (taxable portion) $6,314
Taxable income $80,000 $68,914
Income tax (including Medicare) $16,987 $12,215
TtR pension (tax free portion) $6,314
Net income $63,013 $63,013

Net contribution to super $6,460 $8,622
Benefit of strategy $2,162
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3. Using a TtR to access funds

«  Some clients simply wish to use a TtR to access funds.

* In many situations this will be to ‘replace’ their reduced income from switching from full-
time to part-time work.

«  However some may use to repay debt or purchase a car etc.

- Must at least consider tax implications if between preservation age and age 60.

« Main consideration is longevity and ‘is this the most effective use of limited retirement
funds’?
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3. Using a TtR to access funds ST

- Jessica (age 63) is an employee who has recently moved from working full-time (38
hours per week) to part-time (19 hours per week).

« Her salary is her sole source of income and has reduced from $60,000 to $30,000 p.a.
Whilst she is still working wishes to received the same net income as when she worked

full-time ($50,013 p.a. = $1,923.58 p/f).
- Jessica has $300,000 in superannuation.

* How can a TtR strategy benefit Jessica? Let’s look at:-
1. Full-time

2. Part-time
3. Part-time with TtR to replace reduced income
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2. TtR replace reduced income — Case study 2 — age 62

m 2. Part-time 3. Part-time with TtR

Salary $60,000 $30,000 $30,000

2020/21 (age 63)

Salary sacrifice

Taxable income $60,000 $30,000 $30,000
Income tax (including Medicare) $9,987 $1,887 $1,887
TtR pension (tax free) $21,900

Net income $50,013 $28,113 $50,013

« Strategy achieves desired outcomes, but at a cost of $21,900 to Jessica’s retirement
savings
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2. TtR replace reduced income - Case study 2

— preservation age to age 60

2020/21 {preservation ade fo 2. Part-time 3. Part-time with TtR
age 60 — no TF component)

Salary $60,000 $30,000 $30,000

Salary sacrifice

TtR pension (taxable portion) $24,304
Taxable income $60,000 $30,000 $54,304

Income tax (including Medicare) $9,987 $1,887 $4,291
Net income $50,013 $28,133 $50,013

« Strategy achieves desired outcomes, but at a cost of $24,304 to Jessica’s retirement
savings
« This is $2,404 more than the age 60+ example
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3. Using a TtR to access funds

Question to discuss

« Can | commence a TtR ABP, draw 10% of

the purchase price as a pension payment,
then rollover to another TtR ABP and draw

another 10% maximum etc?




4. Variations, less frequently used
and quasi TtR strategies

* Remember Malcolm from case study 1?
(62 years old, $250,000 in super, $80,000
salary)

* We recommended a TtR income swap
strategy which had a 2020/21 benefit of
$3,454 and allowed Malcolm to retain the
same net income.

« Could we have done better?




4. Case study 3 - Boost Malcolm’s income swap strategy.

Probably...

« Let’'s assume he received concessional contributions of $10,000 for both
2018/19 and 2019/20.

* He satisfies the criteria to utilise carry forward concessional contribution and
therefore for 2020/21 has a concessional cap of $55,000 ($75,000 - $10,000 -
$10,000).

* How to boost Malcolm’s income swap strategy?
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4. Case study 3 — Boost Malcolm’s income swap strategy

2020/21 (age 62) m 2. Income swap strategy
Salary $80,000 $80,000
Salary sacrifice $37,669
Taxable income $80,000 $42,331
Income tax (including Medicare) $16,987 $4,318
TtR pension (tax free) $25,000
Net income $63,013 $63,013
Net contribution to super $6,460 $13,478
Benefit of strategy $7,018

Extra benefit compared to CS1 $3,564
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4. Case study 4

Helen (age 58) is self employed and earns taxable income of $150,000

She has never previously used superannuation, but has significant assets
outside super

TtR opportunities for Helen?

$300,000 NCC and then TtR income swap
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4. Case study 4 — Non-concessional injection

2020/21 m 2. Income swap strategy

Taxable income $150,000 $150,000
Personal concessional $49,008
Taxable income $150,000 $100,992
Income tax (including Medicare) $43,567 $24,559
TtR pension (tax-free portion) $30,000
Net income $106,433 $106,433

Net contribution to super $0 $11,657
Benefit of strategy $11,657
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. Other variations, less frequently used and quasi TtR strategies =1)

* Re-contribution strategies

* Spouse variation including contributions splitting

* Rollback to accumulation phase

* Facilitate sale of assets outside super

« Paying off debt sooner, or switching home loan repayments to interest only
« Using death benefit pensions

*  Others
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Summary

*  ATItR strategy may still be of benefit to
some clients

* Not as favourable as pre 1 July 2017

* Look for opportunities to use variations
to improve the outcome

« Case by case




Questions?

For more information or for technical
assistance, please contact the team on:

i

Phone:

1800 655 901
(8:30am — 6:00pm AEST Mon — Fri)

Email:
technical@btfinancialgroup.com




Disclaimer

This presentation has been prepared by [insert relevant entity here] ‘BT’ and is for general information only. Every effort has been made to ensure that it is accurate, however it is
not intended to be a complete description of the matters described. The presentation has been prepared without taking into account any personal objectives, financial situation or
needs. It does not contain and is not to be taken as containing any securities advice or securities recommendation. Furthermore, it is not intended that it be relied on by recipients for
the purpose of making investment decisions and is not a replacement of the requirement for individual research or professional tax advice. BT does not give any warranty as to the
accuracy, reliability or completeness of information which is contained in this presentation. Except insofar as liability under any statute cannot be excluded, BT and its directors,
employees and consultants do not accept any liability for any error or omission in this presentation or for any resulting loss or damage suffered by the recipient or any other person.
Unless otherwise noted, BT is the source of all charts; and all performance figures are calculated using exit to exit prices and assume reinvestment of income, take into account all
fees and charges but exclude the entry fee. It is important to note that past performance is not a reliable indicator of future performance.

This document was accompanied by an oral presentation, and is not a complete record of the discussion held.
No part of this presentation should be used elsewhere without prior consent from the author.

For more information, please call BT Customer Relations on 132 135 8:00am to 6:30pm (Sydney time)
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