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How to keep the pension
as you go into aged care
JOHN RAWLING

One of the great fears for many
older Australians who are
considering going into
residential aged-care is losing
their age pension.
It is understandable that,
in retirement, people will want to
hold onto their age pensions.
However, strategies exist for
people to maintain their
pensions when they move into
aged care.
Typically, pensioners live at
home — either alone or with a
spouse — and have a small
savings to help fund their
retirement.
Many retirees have very little
if anything in the way of
superannuation; the
superannuation guarantee was
not introduced until 1992, and at
a rate of just 3 per cent of
earnings.

The home is
treated as exempt
under the asset
test for the age
pension
The home is treated as
exempt under the asset test for
the age pension. If a pensioner
meets the assets test he/she
qualifies for the full pension of
$907.60 per fortnight.
For couples, the pension is
$684.10 per fortnight each, or
$1368.20 combined.
Single pensioners start to
lose some of their pension when
their savings are more than
$161,000 (for couples it is
$282,000).
Under the pension assets test,
the pension is lost completely
when savings reach $561,250
(single) and $844,000 (couple).
But the situation can change
dramatically when a person
enters residential aged care and
decides to sell their home in
order to pay the Refundable
Accommodation Deposit
(formerly known as the bond) as
a lump sum, to avoid paying the
prohibitive Daily
Accommodation Payment.
While the home is excluded
from the assets test, the proceeds
from the sale of a home are
counted as an asset.
So what options are there?
Let’s look at two examples.

Jack and Norma are moving
into aged care. They own their
home, worth $1.8 million, they
have $200,000 in the bank, and
they are on a couple’s pension.
They have chosen to move
into two standard rooms in an
aged-care facility, which require
RADs of $350,000 each.
They have decided to sell
their home to fund the RADs
because they cannot afford the
ongoing Daily Accommodation
Deposit of $57.15 each per day (a
total of $41,720 per year) on top
of other daily fees.
They sell their home, pay the
RADs as lump sums and have
$1.1m left over to add to their
savings of $200,000. They now
have assessable assets of $1.3m
and are in danger of losing their
pensions.
What can they do to avoid
this? As far as the pension is
concerned, the RAD is an
exempt asset, much like the
home.
In this case the aged-care
facility also offers superior rooms
with RADs of $550,000.
If Jack and Norma upgrade to
these rooms, they will pay an
extra $400,000 as RADs to the
aged-care facility and reduce
their assessable assets to
$900,000. This will leave them
part pensions of $447.80 each per
fortnight.
Rushing into selling the
family home is certainly not
necessary. Take this other
example.
Bill and Shirley’s home is
worth $2m and they have
savings of $450,000. They each
receive a part pension of $582.85
per fortnight.
They too have chosen the
aged-care facility with standard
rooms with RADs of $350,000
each.
Under the current rules Bill
and Shirley can retain their
home for up to two years without
it impacting on their pensions.
Once they move into
permanent aged care their
pension entitlement will increase
to two full single pensions of
$907.60 per fortnight.
If they use $300,000 to part
pay their RADs, they will still
have ongoing DAPs of $65.32
each per day (a total of $23,840 a
year).
In this situation, the increase
in the pension and remaining
savings of $150,000 provide
sufficient funds to pay the DAP
and other aged-care fees and
allow the family to defer the
need to sell the home.
But be aware that any rental
income would have an impact
under the pension income test.

John Rawling is a consultant at
aged care specialists Joseph
Palmer & Sons.

Moving into aged care doesn’t mean you lose your pension
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Opportunities in cooling property
more and punish properties with
negative features heavily.
“It’s important to remember
the long game and even in a soft
market, continue to focus on quality properties in areas with a long
history of strong, stable capital
growth,” Gould says.

JAMES GERRARD

“Diversification is protection
against ignorance. It makes little
sense if you know what you are
doing.”
Ken Peng, managing director
of investment firm AIG Capital,
which operates private mortgage
funds, says “lending conditions
continue to be tough and are likely
to persist into the foreseeable
future, particularly for investors”.
“You look at Westpac’s decision to pull out of the SMSF lending market … and you get a sense
of the pressure that big banks are
under with regard to investment
loans,” Peng says.
AIG Capital, which does private lending to property investors,
has been inundated with inquiries
from customers who are looking
for loans. Peng says “our business
is striving in the current market
conditions. We have a pool of credit-worthy borrowers who have
been unable to get loans from
their bank. On the other side, we
have a group of investors who
wish to lend their money to borrows and achieve returns higher
than term deposit rates.
“Our job is to match the right
borrowers with the right investors
and manage risk.”

Auction clearance rates are falling, average days on market are
rising and most capital city prices
are faltering. It’s all looking pretty
grim and bleak for the Australian
property market. However, the
smart money says current market
conditions offer up some good
opportunities.
Warren Buffett, the world’s
most famous value share investor,
has said much about stockmarkets
that has practical application in
the property market. We asked a
few property industry professionals about their favourite Buffett quotes in the context of the
current property landscape.
“Be fearful when others are
greedy and greedy when others are
fearful.”
Arj Senthilkumaran, director
at Sydney buyers agency firm APS
Advisory, says “everything you
read about the Australian property market is doom and gloom.
Sentiment has shifted sharply
over the past few months and is
definitely negative at present.
We’ve gone from an environment
when there was frenzied bidding
at auctions pushing prices to record highs to now, where real estate agents are scratching around
for buyers to simply get a single bid
at auction.”
Senthilkumaran says the current fear in the market has created
buying opportunities.
“Contrarian investing is when
you make an investment decision
that is in contrast to the prevailing
sentiment of the time. We’re definitely being contrarian at the
moment and advising clients to
ignore the herd mentality and
focus on the fundamentals.
“We’re buying good property
at discounted prices due to the
mispricing in the markets caused
by fear. Where something would
be bid up to a silly price 12 months
ago, we’re walking in the door as
the only serious buyer, in a position of power and able to negotiate a good outcome for our
clients.”
“Opportunities
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frequently. When it rains gold, put
out the bucket, not the thimble.”
Shamren Odisho from buyers
agency firm i-property solutions is
buying strongly in Adelaide.
“As the heat comes out of the
bigger capital cities, buyers from
Sydney and Melbourne in particular are looking for opportunities
outside their home towns and
gravitating towards these cheaper,

smaller capital cities which are
poised to grow strongly over the
next five years,” Odisho says.
The numbers back up Odisho’s
position, with national house
prices down 0.7 per cent for the
March quarter. However, Adelaide is up 0.5 per cent, Canberra up
0.9 per cent and Hobart up 4.2 per
cent.
“Adelaide has been a flat mar-

ket for the best part of 10 years and
is now showing signs of being in
the early stages of the property
growth cycle,” Odisho says.
“We’re seeing more interstate
investors come in and scoop up
properties. The value is great; you
can get an older-style two-bedroom apartment within a few kilometres of the CBD for $200,000
with a 7 per cent gross rental yield.
“In addition to the healthy
rental incomes, key infrastructure
such as the $2 billion new Royal
Adelaide Hospital is leading to an
influx of health professionals who
are either renting or buying property in and around Adelaide,
pushing property prices north.
We’re helping clients seize this
small window of opportunity and
are buying as many properties as
we can while conditions are right.”
“It’s far better to buy a wonderful company at a fair price, than a
fair company at a wonderful price.”

Amanda Gould, principal buyers agent at Sydney-based HighSpec Properties, says “real estate
agents are returning buyers’ calls,
price guides are more realistic and
buyers don’t have the same fear of
missing out as they had during the
market peak. We’re getting a significant portion of our properties
via off-market transactions as
vendors test the market, not wanting to commit to an expensive
marketing campaign only to have
the property pass in at auction.”
Focusing on the fundamentals
is important in a flat market,
Gould says. “As the market in Sydney, Melbourne and Brisbane
cools, it can be tempting to focus
on the properties with the biggest
discounts.”
But be alert as to why their prices are dropping. They may be on
a main road, in a bad part of the
suburb or away from amenities
and public transport. When the
market is soft, buyers discriminate

My favourite Buffett quote is
this: “If past history was all that is
needed to play the game of money,
the richest people would be
librarians.”
Statistics are great for telling us
what has happened in the past, but
things change over time and we
need to think with a forward focus.
In regard to the property market, a growing population, rising
life expectancies and physical restrictions on supply within most of
our already heavily developed
capital cities mean that, in my
opinion, the current dip in property prices will be a temporary
one. Once housing affordability
catches up and sentiment improves, that should be the catalyst
for the property market to resume
its upward trend.

James Gerrard is the principal and
director of Sydney financial
planning firm
FinancialAdvisor.com.au

Make the most of your self-manged super fund to build the nest egg
MONICA RULE

One easy way of building your
nest egg in a self-managed superannuation fund is by making as
many contributions as you can.
There are some contributions that
allow you to claim an income tax
deduction or a tax offset to reduce
the tax you need to pay on your income. But first let’s have a look at
how to make contributions into
your SMSF.
First, you need to make sure
you do not exceed the contribu-

tions caps of $25,000 per annum
for concessional contributions
and $100,000 per annum or
$300,000 (using the two-year
bring forward caps) for non-concessional contributions. This is because if you exceed these caps, you
will end up having to pay more tax.
There are ways you can contribute
more than the annual cap
amounts.
Secondly, you need to be aware
of the tax office’s interpretation of
when a contribution is considered
to be made into an SMSF. This is
because the tax office may treat
certain actions of an SMSF member as being contributions without
the member realising it.
For example, when a member
pays an expense belonging to their
SMSF and does not seek reimbursement, the tax office may regard that as a contribution.

Thirdly, you need to consider
the timing of the contribution.
The timing will determine in
which financial year the contribution is counted against the contributions caps, as well as which
year you can claim a tax deduction
or a tax offset on the contribution.
Remember also that if you are
aged 65 or over, you need to meet
the part-time work test (that is, 40
hours over 30 consecutive days) in
order to make contributions into
your SMSF. If you are making
non-concessional contributions,
then your total superannuation
balance across all your superannuation funds must be below
$1.6 million.
Now that we know how to
make contributions, let’s now look
at how we can maximise the benefits of them. When making concessional contributions, you could

Savour a silky,
Gold-medal
Italian aristocrat

consider contributing $25,000
during the financial year and another $25,000 in June of the same
financial year so that you can
claim a tax deduction on the entire
$50,000 in one financial year.
From 1 July 2019, you may be able
to claim a higher amount as a tax
deduction by using the catch- up
concessional contribution caps.
In the event you receive a
structured settlement payment
for a personal injury, you could
consider contributing the payment into your SMSF. The structured settlement contribution will
not count towards your non-concessional contributions cap. It will
also not count towards the $1.6m
transfer balance cap, if you decide
to use the payment to commence
a retirement pension in your
SMSF.
Some of us own small business-

es and another way to create
wealth in an SMSF is to transfer
your business property into your
SMSF. If you qualify as a small
business entity where your business turnover is less than $2m or
your net asset value does not exceed $6m, then not only you can
avoid paying capital gains tax on
the sale of the property, you can
contribute either the sale proceeds
of up to $1.48m or capital gains of
up to $500,000 into your SMSF.
The contribution will not count
towards your non-concessional
contributions cap.
You can also help your spouse
with their super and claim a tax
offset by making contributions for
them. Your spouse will need to
meet certain eligibility criteria in
order to receive spouse contributions. This includes an annual income not exceeding $37,000 per

annum. If your total income is less
than $52,697, you may be entitled
to receive government co-contributions of 50c for each $1 of up to
$1000 in non-concessional contributions made into your SMSF.
The maximum co-contribution of
$500 reduces as your income exceeds $51,813 and cuts out altogether once your income reaches
$52,697.
By having a good understanding of the income tax and superannuation laws, you can maximise
the use of your SMSF to build your
nest egg for your retirement.

Monica Rule is an SMSF specialist
and author of The Self Managed
Super Handbook —
Superannuation Law for SMSFs in
plain English .
www.monicarule.com.au

Save $90 on a luxuriously rich and silky Gold-medal Sangiovese-rich, Chianti Riserva from
picturesque southern Tuscany, near Montalcino (famed for Brunello). The Trophy-winning
Barbanera family, whose estate dates from 1938, named this in tribute to an ancestor, who
after fighting in an artichoke field, was dubbed Duca di Cardino (Duke of Artichokes).
Enjoy its dark cherry and chocolate tones, a treat with roasts or Tuscan bean stew. Saluti!
Duca di Cardino Riserva 2012, Chianti DOCG, Italy
12 btls

$287.88

$197.88

Save $90

6 btls

$143.94

$98.94

Save $45

$23.99

$16.49 a bottle

A fine Riserva from the winemaking Barbenera Family.

Call 1300 762 174 quoting ‘4185001’
or visit theaustralianwine.com.au/chianti

Terms and conditions: Delivery charge advised upon ordering and varies by postcode. Offer available while stocks last. Cannot be used in conjunction with any other offer. $90 saving is off the normal retail prices of the 12 bottle case provided by the wineries at the time of printing. Order acceptance and the contract between
you and us will only be formed on the dispatch to you of the product(s) ordered. Orders not accepted (nor will wine be delivered to) persons under the age of 18 years. We do not ship to the Northern Territory and we do not deliver to parcel lockers. If a wine becomes unavailable, a similar wine of equal or greater value
will be supplied. If you are unhappy with the substitute we’ll refund you. Please see our full Terms and Conditions of Sale and Privacy Policy available here: theaustralianwine.com.au/terms or call us on 1300 762 174. Wine People Pty Ltd (licence No. 514 00724, LIQP770016550) 200 Chalk Hill Rd McLaren Vale SA 5171.

