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Defined benefit pensions are generally not assessed under the assets test, however,
they are assessed under the income test. Income that exceeds a deductible amount is
assessable income for both social security and aged care purposes.

Assessable income = Gross income - deductible amount

The deductible amount is generally the tax-free component of the income stream as
calculated by the superannuation fund. Not all defined benefiwt pensions will have a
tax-free component.

From 1 January 2016, the deductible amount is capped at 10% of the gross income
(income before any tax is withheld) received from the income stream. This means if
the income stream has a tax-free component greater than 10% of the gross income,
the tax-free component is capped at 10%.

Exceptions to the 10% cap apply to DVA pensioners and to the following Military
defined benefit pensions:

¢ Military Benefits Scheme (MilitarySuper)

e Defence Force Retirement and Death Benefits Scheme (DFRDBS)

¢ Defence Force Retirement Benefits Scheme (DFRBS)

Example:

Eric, a Centrelink part-pensioner, receives a defined benefit pension of $1,500 per
fortnight (or $39,000 p.a.) indexed to CPI. The superannuation tax components are
as follows:

— $200 tax-free component
— $1,300 taxable component (element taxed)
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His defined benefit pension has the following assessable income for social security
purposes:

Assessable income = $1,500 less $150 = $1,350 per fortnight

As his tax-free component exceeds 10% of his gross payment it is capped at 10%,
reducing his deductible amount from $200 to $150 per fortnight.

Capturing defined benefit pensions in Challenger’s
Aged Care Calculator
Assessable income from defined benefit pensions' can be captured in the settings

tab for “100% Asset test exempt income streams’. Eric’s assessable income from his
defined benefit pension above, can be captured as follows:

100% Assets Test Exempt income stream settings m

Product type: | Lifetime income stream |
Reduced purchase price: $0
Superannuation money? | Yes |
Payment indexation: | CPI |
Payment amount p.a: | $39.000.00 |
Deductible amount p.a: | $3.900.00 I ?

Capturing defined benefit pensions in Challenger’s
Age Pension/Retirement lllustrator

The defined benefit pension’s assessable portion for social security purposes can be
captured in the ‘Other’ field under the ‘Income’ section. For Eric’s defined benefit

pension, the assessable amount of $35,100 p.a. ($1,350 per fortnight) can be
entered as follows:

w

Employment income (p.a.): @ 5| 0 |¢

Other (p.a.): 0 5| 35,100 |

To capture cashflow being received by Eric but excluded from social security
assessment, Eric’s income goal can be reduced by the deductible amount. If Eric
requires $60,000 p.a. to achieve his retirement goals, we would reduce this by
$3,900 p.a. ($150 per fortnight non-assessable amount) and enter $56,100 into the
‘What is the target income?’ field as follows:

What is the target income?
$56,100

1 Untaxed components can’t be captured in the tool. Where ‘superannuation money’ is set
to ‘yes’ in the settings, the tool will assume the entire income payment is not subject to tax.
Where ‘superannuation money’ is set to ‘no’, the tool will treat income above the deductible
amount as taxable income.



Contact details

Call Challenger Tech team

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

(during Sydney business hours)

The information in this article is current as at 1 February 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
Target Market Determination (TMD) and Product Disclosure Statement (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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