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Overview 
Retirement planning is an integral part of the financial planning process. The goal 
of retirement planning is to fulfil the client’s personal and financial needs in 
retirement by assisting them to maximise the potential of their current and future 
financial resources. The tax effectiveness of superannuation savings therefore 
makes superannuation a vital part of any good retirement plan. 

This topic introduces superannuation and aims to develop an understanding of 
how best to use the superannuation environment to assist clients in preparing for 
their retirement. 

 Learning objectives 
In this topic, you will learn: 

• the benefits and limitations of superannuation in relation to retirement planning 

• to explain and calculate an employer’s superannuation guarantee (SG) 
obligation and the implications of the SG charge 

• how to summarise and calculate relevant tax deductions, tax offsets and other 
calculations relating to superannuation contributions 

• application of the relevant tax rates that apply to superannuation funds 

• superannuation legislation that relates to an individual’s eligibility to contribute 
to superannuation and the retention/preservation of superannuation benefits 

• the withdrawal status and tax treatment of superannuation lump sum payments. 

© Kaplan Education Pty Ltd. All rights reserved. 



2 Foundations of Financial Planning Part B: Financial Planning 

1 What is superannuation? 
Superannuation is an investment vehicle used to accumulate funds during a 
working lifetime to provide income after retirement. It offers a combination of tax 
concessions and a system of compulsory workforce superannuation contributions 
under the SG scheme, as well as government benefits. These combine to make 
superannuation one of the best investment vehicles for retirement, particularly 
over the long term. 

It is helpful to think of superannuation in three phases: 

• contributions into a superannuation fund 

• earnings accumulated from contributions less fees, charges and tax deducted 
from the superannuation fund 

• withdrawals made from a superannuation fund. 

An individual becomes a member of a superannuation fund and contributions can 
be made to that superannuation fund on behalf of the member. 

Assets can accumulate in superannuation from: 

• employer, personal or spouse contributions 

• contribution splitting from a spouse 

• government co-contributions and low-income contributions 

• contributions made for a minor 

• earnings on accumulated funds. 

A superannuation benefit cannot be paid out until a condition of release has been 
satisfied, such as retirement. 

1.1 Styles of superannuation benefits 
There are two styles (i.e. designs) of superannuation benefits: 

• defined benefits funds 

• accumulation funds. 
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Defined benefits funds 

This style of fund pays a retirement benefit that is fixed or ‘defined’ by the rules of 
the fund. Generally, the fund applies a formula to multiply the member’s final 
average salary by the number of years they have been a member of the fund or 
worked for the employer. 

Defined benefit funds may pay a lump sum or a pension. Generally, the amount the 
member receives does not depend on how well the fund invests its money. 
The member’s benefit is dependent on what happens to their salary close to 
retirement. 

These styles of superannuation are more common in the public service or for 
employees of large corporations. Defined benefit funds were originally 
established to reward loyalty and long service. 

Due to the high costs associated with them, defined benefit funds are in many 
cases being phased out. The law also only permits defined benefit funds to be 
offered by funds with greater than 50 defined benefit members from 12 May 2004, 
although defined members before this date may continue to hold their interest 
regardless of the number of members. 

Accumulation funds 

An accumulation fund, also sometimes referred to as a ‘defined contributions 
fund’, is one where the member’s retirement benefit depends on the amount 
contributed, the period for which the funds are invested, the fees and costs 
involved and the success of the fund’s investments. The fund receives a 
member’s contributions, pools them with contributions from other members and 
invests them. The return or benefit accumulates through the skill of the people 
managing the fund. 

The accumulation fund is the most common style of superannuation available. 

1.2 Types of superannuation funds 
A wide variety of superannuation funds are in operation, including: 

• public sector funds — established for the public sector (i.e. public servants) 

• retirement savings accounts (RSAs) — a low-cost alternative superannuation 
product similar to a bank account, offered by approved deposit-taking 
institutions  

• standard employer-sponsored (corporate) fund — membership restricted to 
employees of the enterprise 

• self managed superannuation funds (SMSFs) — controlled by less than 
five members and regulated by the ATO  

• small APRA funds (SAFs) — less than five members and regulated by APRA 

• industry funds — for employees of a particular industry or group of industries 

• retail funds — including personal superannuation products sold through public offer. 
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4 Foundations of Financial Planning Part B: Financial Planning 

1.3 Complying superannuation funds 
Superannuation money is invested with a superannuation provider, which may be 
the trustee of a superannuation fund, an RSA, a life insurance company or other 
registered organisation. 

The administration of superannuation funds and RSAs in Australia is very tightly 
regulated under the Superannuation Industry (Supervision) Act 1993 (Cth) 
(SIS Act) and Retirement Savings Account Act 1997 (Cth) (RSAA), respectively 
by APRA and the ATO. The aim of this legislation is to improve the security of 
investments held in superannuation funds. 

The SIS Act and accompanying regulations set out the laws and rules that 
apply to superannuation funds, and seek to protect members’ interests. 
A ‘regulated fund’ is an Australian superannuation fund that elects to be 
governed by the SIS Act. 

A regulated superannuation fund must have an eligible trustee, as well as a trust 
deed that states that the sole purpose for the existence of the fund is to provide 
retirement benefits to members, or death benefits to the member’s beneficiaries 
if the member dies before retirement. 

The term ‘complying superannuation fund’ refers to a resident, regulated 
superannuation fund that has complied with all the relevant provisions of the 
SIS Act (i.e. the trustees of the fund, or any other party, have not caused the fund 
to breach any of the laws applying to superannuation funds). 

If a superannuation entity is a complying superannuation fund, it is eligible for 
concessional tax treatment. 

2 SG scheme 
SG payments were introduced on 1 July 1992, making it compulsory for 
employers to contribute superannuation on behalf of eligible employees.  

The SG is intended to assist employees to accumulate sufficient savings for their 
retirement and so reduce the tax burden of providing age pensions to people 
otherwise unable to fund their own retirement. There are substantial financial 
penalties for employers who do not comply with the requirements set down in the 
SG legislation. 

Employers must currently contribute a minimum of 9.25% of their employee’s 
‘ordinary time earnings’ (OTE) to a complying superannuation fund, up to a 
maximum contributions base. Some payments to employees are excluded from 
the definition of OTE (e.g. overtime, fringe benefits and annual leave loading).  

To calculate SG contributions, use the following formula: 

SG = Employee’s earnings (up to maximum contributions base) × 9.25% 
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On 29 March 2012, the Superannuation Guarantee (Administration) Amendment 
Bill 2011 (Cth) received Royal Assent. The legislation requires that the SG: 

• rate increases annually to 12% between 1 July 2013 and 1 July 2019  

• age limit of 70 was removed from 1 July 2013 and employers will be required 
to contribute to complying superannuation funds of eligible employees 
aged 70 and older. 

Table 1 provides the increase to SG rates from 1 July 2013 to 1 July 2019. 

Table 1 SG rates from 1 July 2013 

Year Rate (%) 

2013/14 9.25 

2014/15 9.5 

2015/16 10 

2016/17 10.5 

2017/18 11 

2018/19 11.5 

From 1 July 2019 12 

Employers may choose to contribute amounts above the minimum outlined by 
the Superannuation Guarantee (Administration) Act 1992 (Cth) to attract and 
retain high-quality staff, or to reward employees for good performance. 

Employers may claim a tax deduction for both compulsory and non-compulsory 
(i.e. voluntary) contributions made on behalf of employees. 

SG does not have to be paid for some employees, including those: 

• who earn less than $450 before tax in any month 

• aged under 18 working 30 hours or less per week 

• engaged in domestic work (e.g. nannies or housekeepers) for less than 
30 hours per week. 
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Apply your knowledge 1: Superannuation guarantee 1 

Indicate whether an employer would be required under the Superannuation 
Guarantee (Administration) Act to contribute to superannuation on behalf of 
these employees: 

a. A 17-year-old working 10 hours per week 

 

b. A 25-year-old in full-time employment (35 hours per week) 

 

c. A 40-year-old who earns $1500 per month 

 

d. A 72-year-old working part-time earning $600 per month 

 

Note: You can access ‘Suggested answers’ for this activity at the end of this topic. 

2.1 Maximum contributions base 
The maximum earnings base on which an employer must contribute for each 
employee is $48,040 per quarter for the 2013/14 financial year. This amount is 
indexed annually by average weekly ordinary time earnings (AWOTE). 
Employers do not have to provide SG for any income an employee receives 
above this limit; however, they may do so if they wish. 

Example: Maximum earnings base and employer contributions 

Where an employee’s OTE for the year is $200,000, paid in equal quarterly 
amounts, the employer is only required to contribute 9.25% of the 
maximum contributions base: 

SG contribution = $48,040 × 9.25% 

 = $4443.70 per quarter 
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2.2 Quarterly due dates 
Employers are required to make SG contributions for their employees at least 
once per quarter, by the 28th day following the end of a quarter as shown in 
Table 2. 

Table 2 Quarterly cut-off dates for SG contributions 

Quarter dates Cut-off date for SG contributions 

1 July–30 September 28 October 

1 October–31 December 28 January 

1 January–31 March 28 April 

1 April–30 June 28 July 

Apply your knowledge 2: Superannuation guarantee 2 

Simone’s income for the March quarter of 2013 was $52,000. 

a. Calculate her employer’s SG obligation. 

 

b. When must this payment be lodged with her superannuation fund? 

 

Note: You can access ‘Suggested answers’ for this activity at the end of this topic. 

2.3 SG charge 
The SG charge (SGC) is a penalty imposed on those employers who do not 
make their SG payments by the quarterly due date. The SGC: 

• is not tax-deductible 

• incurs a nominal interest component and an administration fee 

• determines the shortfall calculation on a different earnings base 
(i.e. salary and wages), which can be greater than the employee’s OTE 

• may include an additional general interest charge (GIC) where the employer 
fails to lodge the SG statement and pay the SGC by the relevant date 

• may involve other non-tax deductible penalties. 
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2.4 Choice of funds 
The ‘choice of fund’ legislation gives most employees in Australia a choice into 
which superannuation fund their compulsory 9.25% SG contributions will be paid.  

Choice of funds is included in the SG platform and is only relevant to employees 
where their employer has an obligation to make superannuation contributions 
under the SG legislation. As such, not all employees are subject to the choice 
regime, such as public sector employees and some employees under state 
awards who are currently excluded from the choice regime. This law is also not 
relevant to self-employed people. 

Superannuation fund trustees and employers need to provide information for 
employees on superannuation choice. Many employees seek the advice of a financial 
planner to help them decide the fund into which their SG contributions should be paid. 

Employees and clients can choose any fund that is a complying fund. 

3 Superannuation contributions 
Superannuation contributions are categorised as either compulsory or voluntary 
(i.e. non-compulsory) contributions. 

Compulsory contributions are those made either under the provision of an 
industrial award or according to legislation (i.e. the Superannuation Guarantee 
(Administration) Act) that requires employers to make mandated contributions to 
superannuation on behalf of their employees. 

Legislation for compulsory contributions sets out both the type of fund to which an 
employer must contribute and the minimum amount that must be contributed for 
each employee. 

Voluntary contributions made by or on behalf of superannuation fund members 
may also be made to superannuation funds. 

Moneys contributed to a superannuation fund, referred to as ‘contributions’, 
are also classified for taxation purposes as either: 

• concessional — the contributor may claim a tax deduction. 
These contributions form part of the assessable income of the superannuation 
fund. All contributions made by an employer are considered concessional 

• non-concessional — the contributor is either not eligible or has decided not 
to claim a tax deduction. These contributions do not form part of the 
assessable income of the superannuation fund 

• CGT-exempt — the contributor is a qualifying small business or a small-
business operator. These contributions do not form part of the assessable 
income of the superannuation fund 

• personal injury payments — contributions made from certain personal injury 
payments. These do not form part of the assessable income of the 
superannuation fund. 

Limits may apply to the amount of each type of contribution that can be made 
without incurring additional tax penalties. 
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3.1 Concessional contributions 
Concessional contributions usually stem from employer contributions, salary 
sacrifice contributions or contributions made by the self-employed/unsupported 
for which a tax deduction is claimed. In general, contributions received by a 
superannuation entity for which a tax deduction has been claimed or are 
employer contributions form part of the assessable income of the fund and are 
taxed at a maximum of 15% within the fund. This is generally referred to as 
‘contributions tax’. 

The amount of concessional contributions that a person can make is capped at 
$25,000 (2011/12, 2012/13 and 2013/14) per person p.a. From 2014 the cap will 
be indexed.  

However, there is a temporary increase in the cap to $35,000 for some 
individuals as follows: 

• 2013/14 financial year if you are age 59 or over on 30 June 2013 

• 2014/15 financial year or a later financial year if you are age 49 or over on the 
last day of the previous financial year. 

The temporary higher cap is not indexed and will cease when the general 
concessional contributions cap is indexed to $35,000. 

Prior to this, a transitional limit of $50,000 was applied until 30 June 2012 for 
people aged 50. 

Contributions in excess of the concessional cap are taxed at an additional 31.5% 
and are counted towards the person’s non-concessional contribution (NCC) cap. 

Contributions by self-employed, substantially self-employed and 
unsupported persons 

A person who is self-employed, substantially self-employed or unsupported can 
claim a tax deduction for personal superannuation contributions. 

To claim a tax deduction for the contribution, an eligible person’s income 
attributable to the person’s eligible employment must be less than 10% of their: 

• assessable income  

• reportable fringe benefits  

• RESC. 

The contribution is being claimed as a tax deduction so is considered to be a 
concessional contribution, and therefore any excess concessional contributions 
are subject to excess contributions tax. 

A person who meets these requirements can claim a tax deduction for any 
amount of superannuation contribution made. The deduction must not exceed the 
taxpayer’s positive taxable income for that financial year (i.e. it cannot take the 
taxpayer into a loss situation).  

To claim a tax deduction on personal contribution, a person is required to send a 
notice to the trustee of the superannuation fund indicating the amount of the 
contribution they are claiming as a tax deduction. 
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The notice, commonly referred to as a Section 290-170 notice, must be provided 
to the superannuation fund the earlier of: 

• the date of lodgement of the taxpayer’s income tax return for the year in which 
the contributions was made, or 

• the end of the next income year. 

The superannuation fund trustee or provider must provide an acknowledgement 
of the receipt to the taxpayer. If the member is planning to commence a pension, 
this notice must be given before the pension commences. 

A notice cannot be withdrawn or revoked, however the amount can be reduced, 
including to nil, provided the person is still a member of the fund. 

The trustee must acknowledge receipt of the notice. 

Where a person splits a contribution to a spouse, it is important for the notice to 
be lodged before the application to split. If the notice is lodged after the 
application to split, the deduction will be denied. 

Compulsory employer superannuation contributions 

Compulsory contributions made by an employer are called ‘mandated employer 
contributions’ and include: 

• payments made under awards and agreements — these vary depending on 
the specific industry requirements 

• payments under the SG scheme. 

Salary sacrifice contributions 

In a superannuation context, salary sacrifice refers to the employee voluntarily 
choosing to contribute some of their pre-tax salary to superannuation, rather than 
taking it as cash. Contributions made in this way are regarded as employer 
contributions, although not compulsory and not personal contributions. 

Given that salary sacrifice contributions are employer contributions and therefore form 
part of the assessable income of the superannuation fund, they may be taxed at a 
maximum rate of 15%. This can be a particularly effective strategy for employees 
taxed in the higher marginal tax brackets who are approaching retirement. 

It is at the discretion of the employer to offer their employees the ability to 
salary sacrifice. 

An employee should discuss with their employer whether SG contributions will 
continue to be paid at their current levels, or whether they will reduce in 
proportion to the amount salary-sacrificed. Further, because salary-sacrificed 
contributions are employer contributions, they may be used to offset the 
employer’s SG obligations. 

It is also important for an employee to determine if a salary sacrifice arrangement 
will impact on any other benefits or entitlements, such as unused long-service 
and annual leave, employment termination payments, group life insurance 
policies, or any other benefits or entitlements that may use the post-salary 
sacrifice arrangement salary and wage amounts as a measure. 
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This may be critical, especially if the employee is close to receiving these 
benefits, such as approaching retirement, or if a redundancy or retrenchment is 
imminent. If an employer is using the post-salary sacrifice arrangement salary 
and wage to determine these benefits, it could be beneficial for the employee to 
cease the salary sacrifice arrangement to maximise their end benefits. 

Unlike SG and superannuation contributions via payroll deduction, there is no 
legislative requirement for an employer to actually pay the salary-sacrificed 
superannuation contribution to a superannuation fund. This is because a salary 
sacrifice arrangement is a contractual arrangement. Therefore it is important that 
the timing for when a salary-sacrificed contribution will be made by the employer 
is included in the salary sacrifice agreement. 

Sample case study 

Open the case study and look at Section 2, Table 2: Income and tax position. 

Here you will see the current salary sacrifice amounts that the clients are making.  

Check that these amounts, when added with the employer SG contributions, 
fit within the concessional contribution limits above.  

Note: You can access this resource at KapLearn. 

Low income superannuation contribution 

From 1 July 2012, the low income superannuation contribution (LISC) is a payment 
made by the government on behalf of low-income earners who make concessional 
contributions to superannuation. (Note: This payment can be made in addition to 
the co-contribution which applies to NCCs and is explained in section 3.3.) 

The maximum benefit is $500 annually for eligible individuals who have adjusted 
taxable incomes of up to $37,000. 

Adjusted taxable income includes: 

• taxable income  

• adjusted fringe benefits amount (i.e. total reportable fringe benefit amounts × 0.535)  

• tax-free government pensions or benefits  

• target foreign income (includes any income earned from overseas that is not 
already included in the taxpayer’s taxable income or received in the form of a 
fringe benefit) 

• reportable superannuation contributions (includes both reportable employer 
superannuation contributions and deductible personal superannuation 
contributions) 

• total net investment loss (includes both net financial investment loss and net 
rental property loss). 

It is reduced by deductible child maintenance expenditure (i.e. child support paid 
by the taxpayer). 

The minimum payment is $20, with amounts rounded to the nearest 5 cents. 
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The amount payable is calculated by applying a 15% matching rate to 
concessional contributions made by or for individuals on adjusted taxable incomes 
of up to $37,000, with an annual maximum amount payable of $500 (not indexed). 
The amount will then be paid into a superannuation account of the individual. 

Concessional superannuation contributions made from 1 July 2012 are eligible 
for the LISC. The first payments were made in the 2013/14 income year. 

For more information regarding eligibility and payment methods, 
visit <http://www.ato.gov.au>.  

Contribution splitting 

A member can transfer contributions made to their account during a financial 
year to their spouse’s superannuation account. Contribution splitting allows 
members to split up to the lesser of: 

• 85% of their concessional contributions, or 

• their concessional cap for that financial year. 

Contributions are split in the financial year after the financial year in which they 
were made. However, a contribution may be split in the financial year it was 
made where the member’s entire benefit is being rolled over, transferred or 
cashed during that financial year. 

Member’s claiming a tax deduction for their personal contribution must ensure 
they provide a notice to their fund before requesting a split. 

Amounts that cannot be split include NCCs, accumulated benefits, previously 
rolled-over amounts, amounts transferred from overseas funds, defined benefits 
and contributions made under the CGT cap, including small-business CGT 
contributions. 

To process a split, a member must make an application to their superannuation 
fund confirming the: 

• amount and type of contribution to be split 

• spouse’s account details or fund details if it is to be split to a different fund. 

However, a superannuation fund trustee cannot split a contribution where: 

• the member’s spouse is over age 65, or 

• the member’s spouse is aged between preservation age (currently 55) and 65, 
and the member’s spouse satisfies a retirement condition of release of: 

 – being age 55 to 60 and ceased gainful employment and the superannuation 
fund trustee is reasonably satisfied that the member’s spouse intends never 
again to become gainfully employed, or 

 – being over age 60 and gainful employment has ended. 

If the member is over age 55, the member’s spouse should state in the application 
to split that they could not then satisfy the retirement conditions of release. 

A superannuation fund trustee that accepts an application to split a contribution 
must split the contribution within 90 days of receiving the application. 
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3.2 Non-concessional contributions 
NCCs are those for which no tax deduction is claimed. Any personal contribution not 
claimed as a tax deduction is treated as a NCC, including spouse contributions. 

A limited amount of NCCs can be made by or on behalf of a superannuation 
fund member. 

For 2013/14, a cap of $150,000 per person p.a. applies to eligible individuals under 
the age of 75. Individuals under age 65 may bring forward two years of NCCs to allow 
larger payments to be made into superannuation. This means that individuals can 
contribute up to $450,000 over any rolling three-year period. However, if they bring 
forward the next two years of contributions, they will not be able to make further 
NCCs until the expiration of the two years that are brought forward. The formula to 
calculate the NCC cap is six times the concessional contributions cap. 

Table 3 provides the operation of the ‘bring forward’ rule. 

Table 3 Bring forward rule 

Year Scenario 1 Scenario 2 Scenario 3 Scenario 4 

Year 1 Less than $150,000 
contributed. 
Bring forward not 
triggered in this year. 

Between $150,001 and 
$449,999 contributed. 
Bring forward triggered 
in this year. 

$450,000 contributed. 
Entire bring-forward 
entitlement used in 
this year. 

More than $450,000 
contributed. 
A tax liability for the 
excess in this year. 

Year 2 Up to $150,000  
per year or $450,000 
over three years. 

Up to the difference 
between contributions 
in Year 1 and $450,000 
over Years 2 and 3. 

Additional NCCs 
before Year 4 will 
exceed the cap and 
result in a tax liability. 

Additional NCCs 
before Year 4 will 
exceed the cap and 
result in a tax liability. 

Year 3 

Year 4 Up to $150,000 per 
year or $450,000 over 
three years. 

Up to $150,000 per 
year or $450,000 over 
three years. 

Up to $150,000 per 
year or $450,000 over 
three years. 

Source: Explanatory Memorandum to the Tax Laws Amendment (Simplified Superannuation) Bill 2006, 
Superannuation (Excess Concessional Contributions Tax Bill) 2006, Superannuation (Excess Non-Concessional 
Contributions Tax) Bill 2006, Superannuation (Excess Untaxed Roll-Over Amount Tax) Bill 2006, Superannuation 
(Departing Australia Superannuation Payments Tax) Bill 2006, and the Superannuation (Self Managed 
Superannuation Funds) Supervisory Levy Amendment Bill 2006. 

Example: Non-concessional contribution 1 

Billy, age 60, would like to make a NCC of $500,000. Billy can make a NCC 
of $150,000 for 2013/14. He can also bring forward the next two years 
amounts (i.e. for 2014/15 and 2015/16), allowing him to make a further 
$300,000 contribution. The total he can contribute during 2013/14 is 
therefore $450,000. Billy will not be able to make a further NCC until 1 July 
2016, so he may wish to contribute the remaining $50,000 after this date. 

Example: Non-concessional contribution 2 

Sally, age 59, makes a NCC of $250,000 during the 2013/14 financial year. 
To do this, she brought forward $100,000 from the 2014/15 limit and 
triggered the three-year NCC cap. This means that Sally is able to make 
further NCCs totalling $200,000 during the 2014/15 and 2015/16 financial 
years but needs to ensure that she does not make more than $450,000 of 
NCCs in total between 1 July 2013 and 30 June 2016. 
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Member non-concessional (i.e. personal) and spouse contributions 

Since 1 July 2004, voluntary superannuation contributions by, or on behalf of, 
a person under age 65 have been allowed without having to meet a work test. 

Work-test restrictions apply for those aged between 65 and 75; no voluntary 
personal superannuation contributions can be made by those over age 75. 
The guidelines are set out in Table 4. 

Table 4 Voluntary superannuation contributions guidelines 

Age Personal, employer and other contributions 

Younger than 65  Contributions, including spouse contributions, can be made by or for any person 
without restriction (i.e. no work test needs to be satisfied). 

Age 65–69 inclusive Contributions, including spouse contributions, can be made by or for a person if 
at the time the contribution is made the person has been gainfully employed at 
least 40 hours in a period of at most 30 consecutive days in that financial year. 

Age 70–74 inclusive Personal contributions can be made if the person has been gainfully employed at 
least 40 hours in a period of at most 30 consecutive days in that financial year. 
Employers or another person can contribute if the contributions are mandatory 
(industrial award/certified agreement). Note that SG obligations cease when an 
employee reaches age 70. 

Older than 75 Individuals cannot make contributions. 
Employers may make mandated (i.e. industrial award/certified agreement) 
contributions only. 

Member NCCs are those for which no-one has received a tax deduction (e.g. 
member contributions from their after-tax salary). These types of contributions do 
not form part of the assessable income of the superannuation fund. 

Spouse contributions are someone contributing to superannuation on behalf of 
their spouse. This is also a NCC. 

Superannuation spouse contribution tax offset 

The contributing spouse may qualify for a tax offset providing that he or she: 

• is an Australian taxpayer 

• does not claim a tax deduction in respect of the contributions 

• their spouse was an Australian resident when the contribution(s) was made 

• was not living separately and apart from their spouse permanently when the 
contribution(s) was made  

• has an eligible spouse with assessable income, reportable employer superannuation 
contributions (RESC) and total reportable fringe benefits less than $13,800. 

A spouse includes another person who, although not legally married, lives with 
their partner on a bona fide domestic basis as husband and wife. It does not 
include a person who lives separately and apart from an individual permanently. 

Providing these conditions are met, the contributing spouse may claim 18% of 
the lesser of: 

• $3000, reducing by $1 for every $1 that the recipient spouse’s assessable 
income, reportable fringe benefits, and RESC exceeds $10,800 

• the total spouse contributions made in the financial year. 
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The maximum tax offset that can be claimed is $540. 

Example: Spouse superannuation contribution 

Dianne makes a $4000 superannuation contribution on behalf of her 
spouse, Rob. Rob has an income of $13,000 for that financial year. 

Spouse contribution tax offset = 18% × $4000 or 

  18% × [$3000 – ($13,000 – $10,800)] 

The offset payable will be the lesser of these two amounts. 

 = 0.18 × $4000 or 

  0.18 × $800 

 = $720 (max. offset is $540, i.e. 0.18 × $3000) or 

  $144 

Therefore the spouse superannuation contribution offset = $144. 

Apply your knowledge 3: Spouse contribution tax offset 

Refer to the above example. 

a. Calculate the offset Dianne would be eligible to claim if the spouse 
contribution she made was $10,000. Explain the outcome. 

 

b. Calculate the offset Dianne would be eligible to claim if the contribution 
was only $750. 

 

Note: You can access ‘Suggested answers’ for this activity at the end of this topic. 
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3.3 Government co-contribution scheme 
Under the Commonwealth Government’s co-contribution scheme, those earning 
less than $48,516 (2013/14) in assessable income, reportable fringe benefits and 
RESC who make a personal NCC to superannuation may be eligible for a 
government superannuation co-contribution. 

Under the current legislation, to be eligible for either the full or partial 
co-contribution, a person must: 

• be age less than 71 years old at the end of the financial year in which the 
contribution was made 

• have assessable income plus reportable fringe benefits of less than $48,516 
(2013/14) 

• make a personal non-concessional superannuation contribution to a 
complying superannuation fund or an RSA during the financial year 

• not hold an eligible temporary resident visa at any time during the 
financial year 

• have lodged an income return for the year of income 

• earn 10% or more of total income from eligible employment, carrying on a 
business, or combination of both. 

The co-contribution: 

• cannot be used to reduce a separate tax debt 

• must be preserved in the fund and can only be accessed when other 
preserved amounts can be accessed 

• is not included as income in the tax return 

• will not be subject to any taxation when initially paid to the fund 

• will not be taxed as an end benefit. 

Shade-out and cut out thresholds 

For 2013/14, people with income of $33,516 or less will receive $0.5 for every 
$1 of personal superannuation contributions, up to a maximum co-contribution 
of $500. Therefore if you contributed $1000 you would receive a $500 
co-contribution. 

The maximum co-contribution of $500 reduces by 3.33 cents per dollar over the 
total income threshold of $33,516, with no co-contribution payable once total 
income reaches $48,516. 

The government superannuation co-contribution available to a client in 2013/14 is 
calculated as: 

Co-contribution = $500 – [0.0333 × (Total income –$33,516)] 
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Example: Superannuation co-contribution 

Forty-year-old Trevor’s total income (i.e. assessable income, reportable 
fringe benefits and RESC) for the 2013/14 tax year was $42,000. He made 
a personal superannuation contribution of $500. 

Max. co-contribution = $500 – [0.0333 × (Total income – $33,516)] 

 = $500 – [0.0333 × ($42,000 – $33,516)] 

 = $500 – 0.0333 × $8484 

 = $500 – $283 

 = $217 

Actual co-contribution = 0.5 × $500 

 = $250 

Therefore, the government co-contribution would be $217 because this 
amount is the maximum amount available to Trevor given his income. 

The various types of superannuation fund contributions discussed above are 
listed in Figure 1 below. 

Figure 1 Superannuation fund contributions 

Employer Superannuation Guarantee contributions

Employee contributions

Self-employed contributions

Spouse contributions

Voluntary personal contributions and 
Government co-contributions

Rollovers from other superannuation entities

Contributions from any individual

Superannuation fund
Investment 

management

Member benefits

Low Income Superannuation Contribution 
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3.4 GGT-exempt contributions 
Where a taxpayer qualifies as a small business, a number of concessions are 
available that may enable the owner to reduce an assessable capital gain on the 
sale of the business and/or associated active assets, and make contributions to 
their superannuation fund.  

An active asset is an asset used or ready for use in the course of running a 
business. 

The rules about qualifying for these concessions are complex and beyond the 
scope of the subject, so clients should seek specialised taxation advice. 
There are further complex rules as to when the contribution has to be made. 
The information below is provided as a brief overview to make students aware 
that there may be opportunities available for small business operators to 
contribute. 

Where ‘basic conditions’ have been met, a taxpayer can use the following small 
business CGT concessions to assist in contributing to their superannuation fund: 

• Small business 15-year exemption: A small business can disregard a 
capital gain from an active asset if it has been owned for at least 15 years. 
To claim an exemption, an individual must be 55 years or older and the 
CGT event must happen in connection with their retirement, or they are 
permanently incapacitated at the time of the CGT event. 

• Small business 50% reduction: A small business can elect to reduce a 
capital gain generated by an active asset by 50%. Where the taxpayer is an 
individual, this concession can be used in conjunction with the 50% discount 
available to individuals. Remaining capital gain can be reduced further with the 
small business retirement exemption. 

• Small business retirement exemption: A small business can elect to 
disregard up to $500,000 capital gain generated by active assets if the capital 
proceeds are used in connection of the taxpayer’s retirement. The $500,000 
amount is a lifetime limit. 

The small business 15-year exemption takes precedence over the other 
concessions and taxpayers may apply the small business retirement exemption 
at their discretion. 

Where the proceeds of the sale of an active asset are CGT-exempt as a result of 
the small business 15-year exemption or because the asset was purchased prior 
to 15 September 1985 (i.e. a pre-CGT asset), a lifetime limit of $1,315,000 
(2013/14) may be contributed to superannuation (including the $500,000 small 
business retirement exemption). 

This amount does not count towards the member’s NCCs cap but forms part of 
the tax-free component of the member’s benefit. 

Members aged between 65 and 75 years must satisfy the work test in order for the 
small-business contributions to be made. In addition, a member aged older than 75 
cannot use the small-business concessions to contribute to superannuation. 

A contribution made will only count towards the CGT cap amount if the member 
notifies the trustee of their superannuation fund before or when the contribution is 
made so the trustees can report the contribution correctly. 
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3.5 Personal injury payments 
Contributions made from certain personal injury payments may be exempt from 
the NCC cap if no tax deduction is claimed. The personal injury payment must be 
in the form of a structured settlement, an order for a personal injury payment, or a 
lump sum workers compensation payment. 

To be considered a ‘personal injury payment’, two legally qualified medical 
practitioners must certify that as a result of the injury the person is unlikely to ever 
be gainfully employed in a capacity for which they are reasonably qualified. 

The person must notify their superannuation fund trustee that the contribution is 
being made under the ‘personal injury payment’ exemption before or when the 
contribution is made, so the trustees can report the contribution correctly. 

The contribution must be made within 90 days of the later of: 

• payment being received, or 

• the structured settlement or coming into effect. 

The contribution is only exempt from the NCC cap up to the amount that relates 
to the personal injury. Any amount in excess of this amount, and no tax deduction 
is claimed, count towards the NCC cap. 

Apply your knowledge 4: Tax deductions and offsets for 
superannuation contributions 

Complete the following table of tax concessions available for each of the 
superannuation contributions listed below for the year 2013/14. 

Type of contribution Tax deduction or 
tax offset? 

Maximum deduction 
or tax offset 

Relevant table or 
formula 

Employer SG contribution 
   

Employer salary sacrifice 
   

Self-employed 
   

Spouse contribution 
   

Personal (employee) —  
no deduction claimed 

   

Government co-contribution  
   

Note: You can access ‘Suggested answers’ for this activity at the end of this topic. 
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3.6 Taxation of contributions 
The tax payable on contributions paid into a superannuation fund depends on the: 

• source of the payment 

• type of payment 

• amount 

• member’s personal situation 

• election made by the member on payment. 

The types of contributions which are taxed at the time of contribution are listed in 
Table 5. 

Table 5 Taxation of contributions in superannuation funds 

Type of contribution 15% tax deducted at 
time of contribution? 

Concessional contribution — employer SG contribution Yes 

Concessional contribution — employer salary sacrifice Yes 

Concessional contribution — self-employed (a deduction is claimed) Yes 

NCC — personal (no deduction is claimed)  No 

NCC — spouse contribution No 

Transfer from untaxed sources* 
(does not count towards concessional contribution cap) 

Yes 

* An untaxed source is a benefit that has been rolled over from a superannuation fund that has been exempt 
from taxation. These funds are usually government funds. 
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4 Preservation rules 
Preservation rules exist to ensure individuals cannot access their superannuation 
before retirement except in certain circumstances. The superannuation benefits 
that are protected this way are considered preserved. Preservation ages  
(i.e. the age after which retirement is actually recognised and therefore benefits 
can become non-preserved) appear in Table 6. 

Table 6 Preservation ages 

Date of birth Preservation age 

Before 1 July 1960 55 

1 July 1960–30 June 1961 56 

1 July 1961– 30 June 1962 57 

1 July 1962–30 June 1963 58 

1 July 1963–30 June 1964 59 

After 30 June 1964 60 

The amount of superannuation that may be accessed depends on how the 
benefit is classified. This depends upon: 

• when the contributions deriving the benefit were made 

• the source of the benefit 

• whether legislation requires the benefit to be preserved. 

Generally, benefits within superannuation funds may be categorised as: 

• preserved benefits — the member must satisfy a ‘condition of release’  
(as defined below) to access these funds 

• restricted non-preserved benefits — the member must terminate an 
arrangement of gainful employment or one of the other conditions of release 
must be satisfied to access these funds 

• unrestricted non-preserved benefits — these funds may be accessed by 
the member at any time. 

All contributions made after 1 July 1999 are preserved. Restricted non-preserved 
and unrestricted non-preserved amounts accumulated up to 30 June 1999 retain 
their (non-preserved) status; however, any earnings or growth on these amounts 
are fully preserved. 
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4.1 Conditions of release 
In order to access funds classified as preserved benefits or restricted 
non-preserved benefits, members must first satisfy a condition of release. 
In essence, once a condition of release is met, the benefits become unrestricted, 
non-preserved benefits if kept in the superannuation environment. Unrestricted, 
non-preserved benefits may be accessed (i.e. can be cashed out) by the member 
at any time. 

Conditions of release include: 

• the member reaches age 65 irrespective of employment status 

• retirement: 

 –  after reaching preservation age (see Table 6) but before age 60, the 
member must terminate an arrangement of gainful employment and satisfy 
the fund trustee that they do not intend to be to be gainfully employed ever 
again, either full-time or part-time  

 –  age 60 and over, the member must terminate an arrangement of gainful 
employment, although the member may work in another capacity 

 –  if the member terminates their employment before age 60 but does not 
access their superannuation until after age 60, upon applying to have their 
superannuation released they must satisfy the fund trustee that they do not 
intend to work again either full-time or part-time  

• transition to retirement (TTR) — this condition of release is for those who have 
reached preservation age but are unable to access their superannuation 
because they are still gainfully employed. Preserved benefits are accessible 
but only in the form of a non-commutable income stream 

• death 

• permanent incapacity 

• severe financial hardship 

• compassionate grounds (e.g. to fund payments for medical treatment of 
life-threatening illness) 

• temporary incapacity 

• termination of gainful employment where benefit is less than $200 or member 
has restricted non-preserved benefits 

• non-residents departing Australia permanently 

• release of benefits for ancillary purposes. 
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5 Lump sum superannuation benefits 
Once a person who has money in a superannuation fund has met a full condition 
of release, they can: 

• continue to keep their funds in the accumulation phase of their fund 

• take the benefits as a lump sum payment 

• convert the benefits to a retirement income stream, or 

• take part lump sum and part income stream 

or potentially a combination of all of these. 

The tax treatment of these options differs and a financial planner needs to be 
aware of the consequences of each choice of action. 

If a person continues to keep their benefit in the accumulation phase, it continues 
to be taxed as above. 

5.1 Taxation components of superannuation benefits 
Superannuation benefits consist of two different tax component amounts: 

• a tax-free component 

• a taxable component that may contain taxed and untaxed elements. 

Figure 2 Components of superannuation 

 

5.2 Taking a lump sum 
Superannuation lump sums include payments from a superannuation fund or 
RSA. These payments comprise a: 

• tax-free component 

• taxable component. 
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Tax-free component 

This is generally made up of contributions from a member’s NCCs, government 
co-contributions, CGT-exempt contributions, personal injury payments and 
amounts that represent the portion of a superannuation benefit that is deemed to 
have accrued before 1 July 1983. 

Taxable component 

This is the total benefit amount less the tax-free component.  

The taxable component may contain a taxed element and an untaxed element. 

Most superannuation benefits are a taxed element, meaning that the 
superannuation may have been subject to taxation on the fund’s benefits. 

The untaxed element of the taxable component is generally created by either 
being a member of an untaxed scheme, such as an unfunded government 
superannuation fund; or where the benefit is being paid as a lump sum death 
benefit to a non-tax dependent from a taxed superannuation fund that has 
claimed a tax deduction for an insurance policy on the member. 

The terms ‘taxed source’ and ‘untaxed source’, or ‘taxed fund’ and ‘untaxed fund’ 
are also used to describe these elements. 

Taxation of superannuation lump sums 

The tax-free component of a lump sum superannuation payment is not subject to 
tax, irrespective of the member’s age. 

The taxation of the taxed and untaxed elements of the taxable component of a 
superannuation lump sum are summarised in Table 7. 

Table 7 Taxed and untaxed elements of superannuation lump sums 
(excludes Medicare) 

Age of member  Tax-free 
component 

Taxable component — 
taxed element 

Taxable component — 
untaxed element 

60 or over Tax free Tax free 15% up to untaxed plan cap† 
45% on the balance 

Between preservation 
age and age 60 

Tax free Tax free to low-rate cap* 
Up to 15% on balance 

15% up to low-rate cap* 
30% from low-rate cap* to untaxed 
plan cap† 
45% on balance 

Under preservation age Tax free Up to 20% 30% to untaxed plan cap† 
45% on balance 

* $180,000 from 1 July 2013 indexed each year in increments of $5000 in line with AWOTE. 

† $1,315,000 from 1 July 2013 indexed each year in increments of $5000 in line with AWOTE. 
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6 Retirement income streams 
A retirement income stream is generally a regular series of payments paid from 
an investment product to the investor, who is usually referred to as the pensioner 
or annuitant. The payments consist of a combination of both the capital amount 
originally used to buy the income stream, as well as earnings on the investment. 

6.1 Pensions and annuities 
Retirement income streams usually take the form of either pensions or annuities. 
Both products have very similar operation. 

Pensions are paid from a superannuation fund. Rather than receiving 
accumulated superannuation benefits as a lump sum, the individual elects to 
receive regular payments from their fund in the form of a ‘pension’. 

An annuity is purchased from a life insurance company with either money from 
inside superannuation or money from outside superannuation. It too provides 
investors with regular payments for the term of the annuity, which may be for a 
lifetime or a fixed term. 

Until 1 July 2007, a range of retirement income stream products was on the 
market. Pensions commenced under the previous system before this date or in 
line with the transitional provisions before 20 September 2007 may continue to 
be paid where they were established in accordance with the rules that applied at 
the time of commencement. 

Since 1 July 2007, pensions must provide: 

• payment of a minimum annual amount 

• no maximum payment, except where the income stream has been established 
under the TTR provisions 

• no residual amount when the pension ceases for account-based pensions 

• pensions on death can only be paid to a tax dependant 

• death benefits payable to a tax non-dependant must be paid as a lump sum 

• pensions on death payable to a dependent child must be cashed at age 25 as 
a tax-free lump sum, unless that child is permanently disabled 

• the maximum payment under a TTR pension is limited to 10% of the account 
balance at the start of each year or the commencement of the income stream 

• TTR pensions are non-commutable until another condition of release is met. 
However, account-based TTR pensions may be converted back to the 
accumulation phase. 

Allocated pensions that commenced before 1 July 2007 are deemed to comply 
with the new standards. 
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Account-based pensions 

Account-based pensions are pensions for which there is an account balance 
attributable to the recipient and that meet a number of standards, including: 

• an account balance attributable to the member 

• any income payment is calculated as per Table 8 below 

• the pension may be transferable to another person only on the death of the 
member  

• the capital value of the pension and the income from it cannot be used as a 
security for a borrowing.  

These pensions pay an income stream from a pool of assets funded from a 
member’s superannuation benefits in an account allocated specifically to the 
member. 

The features of these pensions are: 

• they can only be commenced from superannuation money 

• a pension payment must be made every year 

• income payable is flexible but subject to a minimum payment 

• they can be cashed out, in full or in part, at any time although where this 
occurs before age 60, such a payment will be taxed as a superannuation 
lump sum benefit 

• the member controls the investments and bears the investment risk 

• the member can outlive the capital, so they bear the longevity risk 

• there is no loss of capital on death 

• a reversionary beneficiary can be nominated or the balance may be paid to a 
dependant or the deceased’s estate 

• income and capital gains from the assets backing the pension are exempt 
from tax for the superannuation fund 

• assets backing the pension will be 100% assessable for social security assets 
tests 

• income will be treated concessionally in social security income tests 

• the member controls the pension. 

The minimum annual pension is based on a percentage of the capital at 
commencement of the pension or on 1 July. 

In the 2008/09 financial year, the government announced a 50% reduction in 
minimum pension withdrawal percentage. This was considered necessary to 
assist individuals in preserving their retirement savings that may have been 
eroded due to the global financial crisis. In July 2011, the percentages were 
increased to three-quarters of the original minimum drawdown and on  
1 July 2013, they returned to the original minima (see Table 8). The percentage 
has always varied according to the member’s age, as seen in Table 8. 
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Table 8 Minimum pension drawdowns 

Age Minimum % drawdown 
1 July 2011–30 June 2013 

Minimum % drawdown 2013/14 and 
later years 

Under 65 3% 4% 

65–74 3.75% 5% 

75–79 4.5% 6% 

80–84 5.25% 7% 

85–89 6.75% 9% 

90–94 8.25% 11% 

95 or more 10.5% 14% 

TTR income stream 

Members have access to superannuation as a non-commutable income stream 
under TTR stream rules. These rules allow a fund member who has reached their 
preservation age to access their superannuation benefit as an income stream 
before retirement without having to satisfy a full condition of release. 

A TTR income stream: 

• provides a minimum benefit payment as per the minimum pension factor in 
Table 8 above  

• allows total payments made in a financial year to amount to no more than 10% 
of the income stream’s account balance at the commencement of the year or 
the commencement date if the income stream commences during the year.  

Account-based TTR income streams that satisfy the rules above may be 
commuted to move back to the accumulation phase, having met the pro rated 
minimum income requirements despite being a non-commutable income stream. 

Where the member satisfies a full condition of release, the income stream would 
not be considered a TTR income stream but a ‘standard’ account-based pension. 
Further, many financial planners promote the term ‘transition to retirement’ as a 
literal concept where an income stream is established while the member is still in 
gainful employment although their client may fully satisfy a condition of release, 
such as being over age 65. Again, in this case, the income stream established is 
not technically a TTR income stream but a ‘standard’ account-based pension. 

In addition to the above rules, a market-linked income stream (MLIS), or term 
allocated pension may also be used as a TTR income stream. However, 
these income streams have strict requirements regarding access to capital even 
where a full condition of release has been met, and are generally considered 
unsuitable for a client as a TTR income stream. 

Note: MLISs, also known as term allocated pensions or TAPS, are a type of 
income stream that has been available from 20 September 2004. MLIS can only 
be sourced from superannuation benefits and were used as a complying income 
stream for social security purposes where 50% of the balance was exempt, and 
to target tax advantages prior to 1 July 2007. However, MLIS are not readily 
available from most public offer superannuation providers. 
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Taxation of income streams 

A person aged 60 and older receives their pension income tax free where it is paid 
from a taxed source (i.e. where the taxable component is entirely comprised of a ‘taxed 
element’). This applies to pensions commenced both before and after 1 July 2007. 
Where a person is aged under 60, pension payments will generally be assessable. 

When part of a ‘superannuation interest’ is paid out, the benefit will include both 
tax-free and taxable components. The relevant proportions of the tax free and 
taxable components will reflect the share each component has of the total value 
of the superannuation interest. 

The proportioning rule applies to both superannuation lumps sums, including 
rollovers and superannuation income streams that commenced after 1 July 2007. 

Applying the proportioning rule 

The first step in applying the proportioning rules is to determine the proportion 
of the tax-free component and the taxable component of the superannuation 
interest from which the superannuation benefit is being paid: 

• The tax-free and taxable components of a superannuation lump sum are 
determined on the value of the superannuation interest at the time just before 
the lump sum being paid. 

• The tax-free and taxable components of a superannuation income stream are 
calculated based on the value of the superannuation interest at the time that 
the superannuation income stream is created. 

These proportions are then applied to the superannuation benefit. 

Example: Determining the taxable and tax-free component 

Matthew is age 56 and has a superannuation fund amount of $500,000. 
The tax-free component is $200,000 and the taxable component is $300,000. 
Matthew commences an account-based pension. The tax-free percentage of 
Matthew’s superannuation interest when the pension commences would be: 

Value of pension = $500,000 

Tax-free component = $200,000 

$200,000 ÷ $500,000 = 40% of superannuation benefit 

The taxable component percentage of Matthew’s account-based pension is 
therefore: 

$300,000 ÷ $500,000 = 60% 

Matthew receives a pension of $25,000, which is above the minimum percentage 
that he must take. The tax-free component of this pension payment is: 

$25,000 × 40% = $10,000 

The taxable component of this superannuation benefit is therefore: 

$25,000 – $10,000 = $15,000 
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Superannuation annuity and pension tax offset 

As a further incentive to encourage people between the ages of 55 and 59 to use 
their accumulated superannuation savings to purchase an income stream, a 15% 
offset is applied to the taxable amount. This is not available to persons under the 
age of 55 unless the income stream is a disability superannuation benefit. 
In addition, the offset is not available to recipients of a pension paid from an 
untaxed source. A tax offset of 10% applies to income streams from an untaxed 
source for recipients aged 60 and over. 

Annuity and pension tax offset = 15% × Taxable amount 

 = 15% × (Pension payment – Tax-free component) 

Example: Pension tax offset 

Based on Matthew’s account-based pension of $25,000 referred to in the 
previous example, the tax-free component is $10,000 (40% of the pension 
payment) and the taxable amount (taxable component) is $15,000. 

Tax offset = 15% × $15,000 

 = $2250 

A tax offset will not apply where an annuity has been purchased with 
non-superannuation money. 

Apply your knowledge 5: Taxation of account-based pensions 

Jack, age 58, transferred his superannuation benefit of $200,000 into an 
account-based pension in July 2013. The superannuation benefit includes 
a tax-free component of $60,000. 

a. Calculate the minimum withdrawal that Jack can make (calculate as a 
full-year figure). 

 

b. Calculate the amount of the payment that will be received tax free. 

 

c. If Jack elects to receive a pension payment of $15,000, calculate the 
taxable amount. 
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d. Calculate the offset that Jack is eligible to claim on the taxable portion of 
the pension payment if he elects to receive $15,000. 

 

Note: You can access ‘Suggested answers’ for this activity at the end of this topic. 

How are pensions treated on death? 

There are three options available when it comes to selecting what will happen to 
the income from an annuity or pension on the death of the original 
pensioner/annuitant. The pensioner/annuitant can: 

1. nominate a reversionary pensioner/annuitant in advance 

2. nominate a beneficiary in advance, sometimes referred to as a 
‘discretionary option’, or 

3. make no nomination. 

From 1 July 2007, a pension can only be paid to a dependant under the Income 
Tax Assessment Act 1997 (Cth) (ITAA 1997). Non-dependants under ITAA 1997 
must receive any death benefits as a lump sum. 

Death benefit income streams which commenced prior to 1 July 2007 may 
continue to be paid to a non-dependant and will be taxed as if received by 
a dependant. 
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7 Superannuation and relationship breakdown 
Since 28 December 2002, separated or divorced couples have been able to split 
superannuation benefits, including income streams such as pensions, into two 
separate accounts on marriage breakdown. The benefit can be split through 
either mutual agreement called a ‘superannuation agreement’, or through a 
family court order if an agreement cannot be reached. 

Depending on the rules of the superannuation fund, it may be possible for a 
member's superannuation benefit to be split upon the receipt of an agreement or 
court order, rather than waiting for a member's benefit to become payable, such as 
when they meet a condition of release. This means that under the agreement or 
court order, a superannuation split can be finalised closer to the time of separation, 
rather than waiting until the member spouse satisfies a condition of release. 

A new superannuation interest can be created for the non-member spouse in the 
member's fund, or transferred or rolled over to another fund. In some cases, the 
non-member spouse is immediately entitled to be paid their interest in the form of 
a superannuation benefit if the non-member spouse meets a condition of release. 

The tax-free and taxable components of the superannuation benefit must be 
calculated immediately before the interest split or payment, and divided between 
the split interests or payments in the same proportion. 

When relationship breakdown occurs after an income stream has commenced, 
a superannuation agreement or court order made under the family splitting laws 
can specify that the income stream be split.  

In most cases, the income stream would be commuted and the non-member 
spouse paid their entitlement under the agreement or court order. The remainder 
would be paid to the member spouse either as a lump sum or a reduced income 
stream. 

Where the non-member spouse's entitlement is paid as a super lump sum,  
it is treated as a separate lump sum benefit for the non-member spouse. 

If the non-member spouse's entitlement is paid as an income stream, it is treated 
as a separate income stream for the non-member spouse. 

Where the income stream is unable to be commuted due to the rules of the fund, 
the split is effected by dividing each income stream payment between the 
member spouse and non-member spouse. The split will result in two regular 
payments being made from the same income stream, one each to the member 
spouse and non-member spouse. 

It should be remembered that under superannuation law a spouse includes:  

• another person with whom the person is in a relationship that is registered 
under a law of a state or territory law  

• another person who, although not legally married to the person, lives with 
them on a genuine domestic basis in a relationship as a couple.  

Superannuation and relationship breakdown can be a complicated process and 
a financial planner should refer a client who is going through a relationship 
breakdown to a family law specialist. 
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8 Taxation of superannuation funds 
It is important to be familiar with the structure of taxation for complying 
superannuation funds. As with most tax-paying entities, superannuation funds 
follow the same basic principles with regard to the calculation of their tax liability: 

Assessable income – Allowable tax deductions = Taxable income. 

The taxable income determines the tax payable, and the marginal tax rate of 
superannuation funds is generally 15%. Any tax payable by the superannuation 
fund can be reduced by any tax offsets and rebates the superannuation funds 
may be entitled to claim, such as franking credits associated with franked 
dividends. 

Superannuation funds generate their assessable income from a number of 
sources, including concessional superannuation contributions, investment 
earnings and capital gains.  

Where a superannuation fund owns an asset for more than 12 months, the fund 
may be entitled to a 33.33% discount on the capital gain generated by the 
disposal of the asset. 

This may be reduced by tax deductions available to superannuation funds, 
such as administration expenses and certain costs associated with insurance 
policies and benefit payments. 

The untaxed element of a taxable component rolled over to a superannuation 
fund is also included in the assessable income of the fund. The deduction of tax 
from the untaxed element of the taxable component then turns the amount into a 
taxed element of the taxable component. 

Not all income earned by a superannuation fund forms part of the fund’s 
assessable income. In certain circumstances, such as when a superannuation 
fund is paying a pension, the income may be considered exempt from taxation. 

Any tax payable is paid by the superannuation fund and not directly by the 
members. However, many superannuation funds deduct 15% tax on 
concessional contributions to reflect the tax payable by the fund and attribute this 
tax to the member’s benefit. This is generally referred to as ‘contributions tax’. 
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Key points 
• There is a need for greater self-provision in retirement to be achieved through 

superannuation savings, coupled with clearly understood retirement income 
targets. 

• Assets may accumulate in superannuation through: 

 –  employer, personal or spouse contributions 

 –  contributions from any other individual 

 –  contribution splitting from a spouse 

 –  government co-contributions and LISCs 

 –  benefit payment entitlements, or 

 –  earnings on accumulated funds. 

• The administration of superannuation funds in Australia is regulated under the 
SIS Act by APRA and the ATO. 

• A regulated superannuation fund must have a trustee and have a trust deed. 

• A complying superannuation fund receives concessional tax treatment. 

• The design of the benefits of a superannuation fund is usually structured in 
defined benefits funds or accumulation funds. 

• Superannuation contributions may be either compulsory or non-compulsory. 

• The SG ensures employers contribute a minimum of 9.25% of ‘eligible’ 
employee’s OTE to superannuation, increasing to 12% by 1 July 2019. 

• In general, SG eligible employees are aged between 18 and 70 and earn more 
than $450 in any month. Some older employees are eligible from July 2013. 

• Employers may claim a tax deduction for superannuation contributions made 
on behalf of their employees. 

• Employers are required to pay the SG and lodge an SG statement by quarterly 
due dates, otherwise further penalties may apply. 

• A superannuation fund is permitted to accept voluntary contributions on behalf 
of a member under 65 without having to meet a work test. Work-test 
restrictions apply for those aged between 65 and 75. No voluntary personal 
superannuation contributions can be made by people older than 75. 

• Self-employed — may claim a tax deduction for superannuation contributions. 
The deduction must not exceed the taxpayer’s positive taxable income for that 
tax year. 

• Spouse contributions — a taxpayer who makes superannuation contributions 
on behalf of a spouse or bona fide de facto earning a low income may be 
eligible to claim a tax offset of up to $540. 
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• Government co-contribution — individuals earning less than $48,516 p.a. in 
2013/14 who make a personal contribution to superannuation may be eligible 
for a government superannuation co-contribution up to a maximum of $500 at 
a matching rate of 50% (i.e. 50c for every $1 up to the maximum of $500). 
The maximum co-contribution is reduced by $0.03333 for each $1 of 
additional income over $33,516.  

• Concessional contribution — superannuation contributions that form part of 
the assessable income of a superannuation fund. Most superannuation funds 
deduct tax at 15%. 

• Access to superannuation benefits is subject to strict preservation rules. 

• A member may split their superannuation contributions with their spouse. 

• Superannuation lump sums include payments from a superannuation fund or 
RSA, and comprise a tax-free component and taxable component. 

• The tax-free component of a lump sum superannuation payment is not subject 
to tax irrespective of the member’s age. 

• The taxation of the taxable component varies according to the member’s age 
and the source of the benefit. 

• On death, benefits may be paid out as a lump sum to the dependants of a 
member as defined by the SIS Act. Pensions may only be paid to dependants 
under ITAA 1997. 

• Lump sum death benefits are tax free when paid to dependants under 
ITAA 1997. 

• If a death benefit is paid to non-dependants under ITAA 1997, it must be paid 
as a lump sum and they will pay tax on the death benefit at various rates, 
depending on the source of benefit. 
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Suggested answers 

Apply your knowledge 1: Superannuation guarantee 1 

Indicate whether an employer would be required, under the Superannuation 
Guarantee (Administration) Act, to contribute to superannuation on behalf of 
these employees:  

a. 17-year-old, working 10 hours per week No 

b. 25-year-old in full-time employment (35 hours per week) Yes 

c. 40-year-old who earns $1500 per month Yes 

d.  72-year-old working part-time Yes (from 1 July 2013) 

Apply your knowledge 2: Superannuation guarantee 2 

a. Simone’s employer is only required to contribute 9.25% of the maximum 
contributions base, which amounts to $4443.70 for the March quarter. 

b. The payment must be lodged by 28 April 2013. 

Apply your knowledge 3: Spouse contribution tax offset 

a. Spouse contribution tax offset = 18% × lesser of $3000 or $3000 – (Spouse income – $10,800) 

  = 18% × lesser of $3000 or $3000 – ($13,000 – $10,800) 

  = 18% × lesser of $3000 or $800 

  = 0.18 × $800 

  = $144 

The maximum contribution that counts towards the offset is $3000. Therefore, 
any amount of the contribution that exceeds $3000 does not affect the calculation. 

b. Applying the two formulas, spouse contribution tax offset 

  = 18% × lesser of $750 or $3000 – (Spouse income – $10,800) 

  = 18% × lesser of $750 or $3000 – ($13,000 –$10,800 ) 

  = 18% × lesser of $750 or $800 

  = 0.18 × $750 

  = $135 

Allowable spouse contribution tax offset is $135. 
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Apply your knowledge 4: Tax deductions and offsets for 
superannuation contributions 

(2013/14 FY) 

Type of 
contribution 

Tax deduction 
or tax offset? 

Maximum deduction or tax 
offset 

Relevant table or formula 

Employer SG 
contribution 

Deduction to 
employer 

Amount contributed n.a. 

Employer salary 
sacrifice 

Deduction to 
employer 

Amount contributed n.a. 

Self-employed for 
which a deduction 
is claimed 

Deduction Amount contributed n.a. 

Spouse 
contribution 

Tax offset If spouse’s taxable income < 
$13,800, max offset $540 
(i.e. 18% of max. contrib. of 
$3000) 

Lesser of: 
18% × contributions 
or 
18% × [$3000 – (Spouse income – $10,800)] 

Personal 
(employee) - no 
deduction claimed 

Not an allowable 
tax deduction 

NCC cap applies. 
Excess contributions are 
subject to tax. 
No tax offset. 

n.a. 

Government 
co-contribution 

Not an allowable 
tax deduction or 
offset 

If taxable income is up to 
$33,516 p.a., maximum 
co-contribution from 
government up to $500 if 
personal contributions made 

Personal contributions × 0.5  
(reduces at the rate of $0.03333 for every $1 
earned over $33,516, cutting out at $48,516) 
Max. co-contribution = $500 – 
[0.0333 × (Total income – $33,516)] 

Apply your knowledge 5: Taxation of account-based pensions 

a. Minimum pension payment = 4% (percentage for age) × Account balance 

  = 4% × $200,000 

  = $8000 

The pension payment that Jack elects to receive must be $8000 or more. 

b. Tax-free amount = $8000 × ($60,000 ÷ $200,000) 

  = $2400 

c. Tax-free amount = $15,000 × ($60,000 ÷ $200,000) 

  = $4500 

 Taxable amount = Pension payment – Tax-free amount 

  = $15,000 – $4500 

  = $10,500 (assessed at marginal tax rate) 

d. Jack is eligible to claim a 15% tax offset on the tax he pays. Therefore: 

 Account-based pension offset = 15% × Taxable amount 

  = 15% × $10,500 

  = $1575 
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