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The 1 November 2025 aged care reforms did not change

the assessment of the former home after a person moves

into residential care. However, decisions involving the former
home remain important with the changes to the calculation of
ongoing costs.

In this month’s article, we will look at the assessment of the
former home and the calculation of ongoing costs. We will
use case studies to demonstrate the impact on cash flow of
keeping and renting or selling the former home.

Assessment of the former home

For Centrelink purposes, the former home will be exempt under the Assets Test for

2 years from the date the person leaves. Where the person is a member of a couple,

the former home will be exempt for as long as their spouse continues to live there. If
their spouse leaves the former home, it will be exempt for 2 years from the date their
spouse leaves. While the former home is exempt, the person and their spouse will be
considered homeowners.

For aged care purposes, the value of the former home will be exempt where it
is occupied by a protected person. Where the former home is not occupied by
a protected person, the home will be assessed up to the home exemption cap
(currently $210,555"). A protected person includes:

¢ spouse or dependent child;

e carer eligible for an income support payment living in the home for the past
2 years; or

 close relative eligible for an income support payment living in the home for
the past 5 years.

For Centrelink and aged care purposes, where the former home is rented out, the
rental income will be assessed. Assessable income for Centrelink and aged care
purposes is the same as assessable income for tax purposes with some exceptions.
Certain tax deductions are not allowed for Centrelink and aged care purposes
including capital depreciation, construction costs and borrowing costs.

1 Aged care rates and thresholds as at 1 January 2026.
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Calculation of ongoing costs

The hotelling contribution (HC) and non-clinical care contribution (NCCC) replaced
the means-tested care fee (MTCF) under the new rules. The HC is subject to a daily
cap of $22.15 and the NCCC is subject to a daily cap of $105.30 and a lifetime cap

of $135,318.692.

The means-tested amount (MTA) continues to be compared to the maximum
accommodation supplement (MAS) to determine the HC and NCCC. The assessment
of assets and income remains the same however, the calculation of the MTA has

changed.
HC = MTA - MAS

NCCC = MTA - (MAS + Maximum HC)
MTA = Assets-tested amount + Income-tested amount

Assets-tested amount (single and couple each)?

New rules Previous rules

Assessable Assets-tested Assessable Assets-tested
assets amount assets amount

< $63,000 0% < $63,000 0%

$63,000 - $210,555 17.5% $63,000 - $210,555 17.5%
$252,000 - $355,367  7.8% $210,555 - $505,666 1%

> $ 532,055 7.8% > $505,666 2%

Income-tested amount (Single)?

New rules Previous rules

Assessable Income-tested Assessable Income-tested
income amount income amount

< $34,762 0% < $34,762 0%

$34,762 - $86,406 50% > $34,762 50%

$101,105 - $117,230 50%

> $139,049 50%

Income-tested amount (Couple each)?

New rules Previous rules

Assessable Income-tested Assessable Income-tested
income amount income amount

< $34,034 0% < $34,034 0%

$34,034 - $85,678 50% > $34,034 50%
$101,105-$117,230 50%

> $139,136 50%

The higher taper rate for the assets-tested amount under the new rules means
the HC and NCCC increase at a faster rate than the MTCF as assessable assets
increase. The maximum HC and NCCC will be payable when assessable assets reach
$1,023,460 whereas the maximum MTCF was payable when assessable assets

reached $2,115,1002.

Under the pre-1 November aged care rules, the former home was often sold to pay
for accommodation as a lump sum instead of daily payments. This was because the
increase in the MTCF was often more than offset by the reduction in daily payments
after the home was sold. This was particularly in situations where there were minimal
assets outside of the former home to pay the lump sum.

2 Aged care rates and thresholds as at 1 January 2026.
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Case study - Minimal assets outside of the former home

Susan is single, 85 years old and has been approved for residential care and her
chosen aged care facility has an advertised accommodation price of $400,000. She
lives alone in her home worth $900,000, has $50,000 invested in term deposits and
$10,000 of personal contents.

Susan seeks financial advice explaining she would like to keep and rent her former
home after she moves into residential care. Her financial adviser determines her cash
flow where she pays the entire accommodation price as a DAP and rents out her
former home for $600 per week.

Cash flow Keep former home rented
Year 1 $400,000 DAP, $50,000 Term deposit
Age Pension® $17,693

Investment income* $2,000

Rental income $31,200

Expenses ($2,600)

Total $48,293

Care fees?

Basic daily fee $23,926

Hotelling contribution $7,946

Non-clinical care contribution $0

DAP $30,600

Total $62,472

Tax payable ($5,397)

Net cash flow ($19,576)

Susan will have a cash flow deficit of $19,576 in the first year if she keeps and rents
out her former home. Susan also needs to consider the impact on cash flow when her
home is no longer exempt under the Assets Test for Centrelink purposes after 2 years.

Susan considers selling her former home and paying the entire accommodation price
as a RAD with the remaining proceeds invested in term deposits. Her financial adviser
compares her cash flow where her former home is sold.

Keep former home rented Sell former home

Cash flow $400,000 DAP, $400,000 RAD,
Year 1 $50,000 Term deposit $550,000 Term deposit
Age Pension? $17,693 $26,560
Investment income? $2,000 $22,000
Rental income $31,200 N/A

Expenses ($2,600) ($2,600)

Total $48,293 $45,960

Care fees?®

Basic daily fee $23,926 $23,926
Hotelling contribution $7,946 $8,085
Non-clinical care $0 $35,522
contribution

DAP $30,600 N/A

Total $62,472 $67,533

Tax payable ($5,397) ($4,137)

Net cash flow ($19,576) ($25,710)

3 Centrelink and aged care rates and thresholds as at 1 January 2026.
4 Term deposit and bank account assumed interest rate of 4%.




-y

Susan’s cash flow deficit has increased with the non-clinical care contribution
becoming payable and without the rental income. This has been offset by the
increase in Age Pension, the DAP no longer being payable and the increase in
investment income. Although her cash flow deficit has increased, she has more
assets which can be drawn down after selling her former home.

The non-clinical care contribution increased because the value of the former home
was capped however, the sale proceeds are fully assessed. The Age Pension increased
because the rental income was assessed however, the sale proceeds used to pay the
RAD are not deemed.

Change in cash flow Year 1
Age Pension® $8,867
Investment income® $20,000
Rental income ($31,200)
Hotelling contribution® ($139)
Non-clinical care contribution® ($35,522)
DAP> $30,600
Tax payable $1,260
Net change in cash flow ($6,112)

Case study - Significant assets outside of the former home

John is single, 85 years old and has been approved for residential care and his chosen
aged care facility has an advertised accommodation price of $550,000. He lives alone
in his home worth $1,200,000, has $600,000 invested in term deposits and $10,000
of personal contents.

John seeks financial advice explaining he would like to keep and rent his former
home after he moves into residential care. His financial adviser determines his cash
flow where he pays the entire accommodation price as a RAD and rents out his
former home for $800 per week.

Cash flow Keep former home rented
Year 1 $550,000 RAD, $50,000 Term deposit
Age Pension® $12,493

Investment income® $2,000

Rental income $41,600

Expenses ($2,600)

Total $53,493

Care fees®

Basic daily fee $23,926

Hotelling contribution $8,085

Non-clinical care contribution $31,667

Total $63,678

Tax payable ($7,974)

Net cash flow ($18,159)

John will have a cash flow deficit of $18,159 in the first year if he keeps and rents out
his former home. John also needs to consider the impact on cash flow when his home
is no longer exempt under the Assets Test for Centrelink purposes after 2 years.

John considers selling his former home and investing the proceeds in term deposits.
His financial adviser compares his cash flow where his former home is sold.

5 Centrelink and aged care rates and thresholds as at 1 January 2026.
6 Term deposit and bank account assumed interest rate of 4%.



Keep former home rented Sell former home

Cash flow $550,000 RAD $550,000 RAD
Year 1 $50,000 Term deposit $1,250,000 Term deposit
Age Pension’ $12,493 $0

Investment income?® $2,000 $50,000
Rental income $41,600 N/A

Expenses ($2,600) ($2,600)

Total $53,493 $47,400

Care fees’

Basic daily fee $23,926 $23,926
Hotelling contribution $8,085 $8,085
Non-clinical care $31,667 $38,435
contribution

Total $63,678 $70,446

Tax payable ($7,974) ($5,891)

Net cash flow ($18,159) ($28,937)

John’s cash flow deficit has increased with the reduction in Age Pension, increase in
the non-clinical contribution and without the rental income. This has been offset by
the increase in investment income and reduction in tax payable.

The Age Pension decreased because the former home was exempt however, the sale
proceeds are fully assessed. The non-clinical care contribution increased because the
value of the former home was capped however, the sale proceeds are fully assessed.

Change in cash flow Year 1
Age Pension’ ($12,493)
Investment income?® $48,000
Rental income ($41,600)
Non-clinical care contribution’ ($6,768)
Tax payable $2,083
Net change in cash flow ($10,778)

Decisions involving the former home remain important under the new rules
particularly with the higher taper rate for the assets-tested amount. Regardless if

there are minimal assets to pay for accommodation as a lump sum, selling the former Regardless if there are
home may not improve cash flow. minimal assets to pay for
Where the former home is sold and there are proceeds remaining after accommodation as a lump
accommodation has been paid as lump sum there are investment solutions which sum, selling the former

can improve cash flow. home may not improve
cash flow.

Challenger CarePlus - Investment solution for
residential aged care

Challenger CarePlus (CarePlus) is a combined lifetime annuity (CarePlus Annuity)
and life insurance policy (CarePlus Insurance) which can be purchased by clients
who receive or plan to receive Government subsidised aged care services. CarePlus
Annuity provides guaranteed regular payments for life and CarePlus Insurance
provides a guaranteed death benefit, up to 100% of the amount invested, payable
to nominated beneficiaries or the estate in the event of the client’s death?®.

7 Centrelink and aged care rates and thresholds as at 1 January 2026.
8 Term deposit and bank account assumed interest rate of 4%.
9 Stamp duty (1.5% of CarePlus Insurance premium) will be deducted from the death benefit for SA residents.



CarePlus works effectively with Centrelink and aged care means testing to reduce
assessable assets. 60% of the CarePlus Annuity purchase price is assessed until age
85 (with a minimum of 5 years) and then 30% is assessed thereafter. If the client

is Age Pension age or over at the time of investment, the greater of the CarePlus
Insurance premium and surrender value is assessed.

CarePlus works effectively with tax to reduce assessable income. CarePlus Annuity
receives a deductible amount which reduces assessable income from the regular
payments. The deductible amount is calculated as the CarePlus Annuity purchase
price divided by the client’s life expectancy at the time of investment.

After selling her former home and paying $400,000 as a RAD, Susan has $550,000
invested in term deposits. She considers investing $500,000 in CarePlus with
$50,000 remaining in term deposits. CarePlus will make regular payments of
$25,345 per annum'® and pay a death benefit of $500,000. Her financial adviser
compares her cash flow where $500,000 is invested in CarePlus.

Sell former home $400,000 RAD

Cash flow $400,000 RAD $500,000 CarePlus
Year 1 $550,000 Term deposit $50,000 Term deposit
Age Pension' $26,560 $25,689
Investment income'? $22,000 $2,000

CarePlus payment N/A $25,345

Expenses ($2,600) ($2,600)

Total $45,960 $50,434

Care fees'

Basic daily fee $23,926 $23,926

Hotelling contribution $8,085 $8,085

Non-clinical care $35,522 $30,978
contribution

Total $67,533 $62,989

Tax payable ($4,137) $0

Net cash flow ($25,710) ($12,555)

Susan’s cash flow deficit has reduced with the reduction in the non-clinical care
contribution and tax no longer being payable. There has been a reduction in Age
Pension however, this has been offset by the regular payment from CarePlus.

The non-clinical care contribution decreased because the investment in CarePlus has

reduced assessable assets. The tax payable decreased because the regular payment
from CarePlus receives a deductible amount which has reduced assessable income.

Change in cash flow Year 1
Age Pension’ ($871)
Investment income/CarePlus payment'? $5,345
Non-clinical care contribution™ $4,544
Tax payable $4,137
Net change in cash flow $13,155

10 Challenger Aged Care Calculator 19/01/2026, 85 year old female, NSW resident, nil adviser fees.

11 Centrelink and aged care rates and thresholds as at 1 January 2026.
12 Term deposit and bank account assumed interest rate of 4%.
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Contact details

Call Challenger Tech team

challenger.com.au MR challengertech@challenger.com.au LDl L

(during Sydney business hours)

This information is current as at 1 February 2026 unless otherwise specified and is provided by Challenger Life Company Limited ABN 44 072 486 938,
AFSL 234670 (Challenger), the issuer of CarePlus Annuity and CarePlus Insurance, together referred to as Challenger CarePlus. The information in this
article is general information and is intended solely for licensed financial advisers or authorised representatives of licensed financial advisers, and is provided
to them on a confidential basis. It is not intended to constitute financial product advice. This information must not be distributed, delivered, disclosed or
otherwise disseminated to any investor, without our express prior approval. Investors should consider the applicable Annuity Target Market Determination
(TMD) and Product Disclosure Statement (PDS) available at challenger.com.au and the appropriateness of the applicable product to their circumstances
before making an investment decision. This information has been prepared without taking into account any person’s objectives, financial situation or
needs. Neither Challenger and/or CRISL, nor any of its officers or employees, are a registered tax agent or a registered tax (financial) adviser under the Tax
Agent Services Act 2009 (Cth) and none of them is licensed or authorised to provide tax or social security advice. Before acting, we strongly recommend
that prospective investors obtain financial product advice, as well as taxation and applicable social security advice, from qualified professional advisers who
are able to take into account the investor’s individual circumstances. Each person should, therefore, consider its appropriateness having regard to these
matters and the information in the TMD and PDS for the applicable Annuity before deciding whether to acquire or continue to hold the product. A copy
of the TMD and PDS is available at challenger.com.au or by contacting our Adviser Services Team on 13 35 66. Any examples shown in this article are for
illustrative purposes only and are not a prediction or guarantee of any particular outcome. Age Pension benefits described in this article will not apply to
all individuals. Age Pension outcomes depend on an individual (or couple’s) personal circumstances and may change over time. This article may include
statements of opinion, forward looking statements, forecasts or predictions based on current expectations about future events and results. Actual results
may be materially different from those shown. This is because outcomes reflect the assumptions made and may be affected by known or unknown risks
and uncertainties that are not able to be presently identified. Challenger and CRISL relied on publicly available information and sources believed to be
reliable, however, the information has not been independently verified by Challenger and CRISL. While due care and attention has been exercised in the
preparation of this information, Challenger and CRISL gives no representation or warranty (express or implied) as to its accuracy, completeness or reliability.
The information presented in this article is not intended to be a complete statement or summary of the matters to which reference is made in this article.
To the maximum extent permissible under law, neither Challenger, CRISL, nor its related entities, nor any of their directors, employees or agents, accept
any liability for any loss or damage in connection with the use of or reliance on all or part of, or any omission inadequacy or inaccuracy in, the information
in this article.
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