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What’s the change?
On 7 December 2024, new regulations  came into effect, allowing individuals to exit 
non-commutable legacy pensions within a 5-year amnesty period. The full balance 
of the pension (including reserves) can either be commuted in cash, rolled back to 
accumulation phase or used to start a new income stream. Prior to the introduction 
to these regulations, these pensions could only be commuted under very limited 
circumstances. Furthermore, where a lifetime or life expectancy income stream is 
commuted, any reserves supporting that income stream will not count towards either 
the concessional or non-concessional contributions caps and other reserve allocations 
will now count towards their non-concessional contributions cap instead of their 
concessional contributions cap.

Which legacy pensions are covered?
•	 Complying lifetime pensions covered under SISR 1.06(2)

•	 Life expectancy pensions covered under SISR 1.06(7)

•	 Market-linked pensions covered under SISR 1.06(8)

Does commuting these pensions impact my client’s 
Transfer Balance Cap (TBC)?
For TBC purposes, capped defined benefit income streams (CDBIS) including Lifetime 
pensions, Life expectancy pensions commenced before 1 July 2017 and term 
allocated pensions commenced before 1 July 2017 have a special value for the TBC 
credit amount. CDBIS credits which exceed the TBC do not cause excess TBC issues, 
however additional tax is applicable if total CDBIS payments exceeds the defined 
benefit income cap threshold ($118,750 in 2024-25). With the new regulations 
allowing commutation, these excess issues can be avoided. 
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https://www.ato.gov.au/individuals-and-families/super-for-individuals-and-families/super/withdrawing-and-using-your-super/retirement-withdrawal-lump-sum-or-income-stream/transfer-balance-cap-capped-defined-benefit-income-streams
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The debit amount on commutation depends on the type of pension commuted. 
For lifetime pensions, the debit value will generally be equal to the credit value on 
1 July 2017. For life expectancy and term allocated pensions commenced before 
1 July 2017, the debit value will be calculated using a special debit formula. For term 
allocated pensions commenced on or after 1 July 2017, the debit value will be equal 
to the account balance at the time of the commutation. 

What happens to my client’s social security 
exemptions upon commutation?
Some of these legacy pensions have a 50% or a 100% social security assets test 
exemption, depending on the type of pension and when it commenced. Previously, 
if these pensions were commuted, the commutation could result in a retrospective 
loss of their asset test exemption and could incur a five-year clawback of social 
security entitlements. 

However, to align with these new regulations, a debt waiver instrument  was issued to 
allow the Secretary of the Department of Social Services to wave any debts arising from 
the commutation of these legacy pensions. However, it should be noted that the debt 
waiver instrument was introduced in the last week of March and has a disallowance 
period of 15 sitting days of both the House of Representatives and the Senate. With 
the recent election and the pause in the disallowance period, care should be taken 
when considering commutations before the disallowance period has ended. 

Although the debt waiver instrument removes any debt raised from the loss of the 
assets test exemption for the last five years, the commutation can impact the social 
security entitlement going forward. For example, a client commutes $500,000 from 
a 100% assets-test exempt life expectancy pension and those monies are now sitting 
in a bank account. Those monies will now be an assessable asset subject to deeming 
for social security purposes. 

Considerations can be given to reinvesting commuted legacy pensions in products 
having concessional assets test treatment like a lifetime annuity that can help cushion 
the impact of any loss of social security entitlements. The assets test assessment of 
Challenger Lifetime Annuity is 60% of the purchase price until age 85 (or until age 
84 for lifetime income streams commenced from 1 July 2019 to 31 December 2024), 
subject to a minimum of 5 years, and then 30% of the purchase price thereafter.

Can my client commute a legacy product 
with Challenger?
Yes - legacy products with Challenger including Challenger Retirement Fund 
Guaranteed Lifetime Pension Plan, Guaranteed Income Pension Plan, Term Allocated 
Pension, Guaranteed Annuity, Guaranteed Income Plan and Income Choice can be 
commuted if the withdrawal occurs within 5 years beginning on 7 December 2024 
and the entire benefit is withdrawn. Please contact Challenger’s Investor Services 
team on 13 35 66 for more information.

https://www.ato.gov.au/tax-and-super-professionals/for-superannuation-professionals/apra-regulated-funds/managing-member-benefits/updated-guidance-market-linked-pensions
https://edge.sitecorecloud.io/challengerg66c7-challengerprod-prod-4c11/media/Project/Challenger/Challenger/Documents/Significant-events/Changes-to-commutability-of-legacy-retirement-products.pdf
https://edge.sitecorecloud.io/challengerg66c7-challengerprod-prod-4c11/media/Project/Challenger/Challenger/Documents/Significant-events/Changes-to-commutability-of-legacy-retirement-products.pdf
https://edge.sitecorecloud.io/challengerg66c7-challengerprod-prod-4c11/media/Project/Challenger/Challenger/Documents/Significant-events/Changes-to-commutability-of-legacy-retirement-products.pdf
https://edge.sitecorecloud.io/challengerg66c7-challengerprod-prod-4c11/media/Project/Challenger/Challenger/Documents/Updates/Update-of-information---Changes-to-commutability-of-legacy-retirement-products.pdf
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The information in this article is current as at 1 May 2025 unless otherwise specified and is provided by Challenger Life Company Limited ABN 44 072 486 938, 
AFSL 234670 (Challenger, our, we), the issuer of the Challenger annuities (Annuity(ies)) and Challenger Retirement and Investment Services Limited 
ABN 80 115 534 453, AFSL 295642 (CRISL). The information in this article is general information only about our financial products 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. 
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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