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Superannuation: Special Report BUDGE-‘r_;J
Federal Budget 2009/2010:.
Superannuation changes announced

“No easy answer”

In delivering the 2009/2010 Federal Budget, Treasurer Wayne Swan
stated that there was “no easy answer” to addressing the effects of the
global financial crisis on Australia’s economy.

Despite considerable speculation in the press over possible changes in
recent weeks, superannuation has emerged relatively unscathed.

No changes were made to the taxation of superannuation fund
investment earnings. Lump sum and pension benefits paid to those
aged 60 and over remain tax free. No levy or additional tax on
superannuation contributions was announced.

The most unpalatable change will be reduction by half in the amount of voluntary superannuation
contributions that can be claimed as a tax deduction and taxed at 15%, commencing in 2009/2010.

The Budget also coincided with the release of a preliminary report on Australia's Future Tax System by Dr
Ken Henry of the Treasury. We may yet see further changes to the “Better Super” rules by December 2009.

Budget Super changes at a glance

50% reduction in concessional super contribution ca ps - 1 July 2009
Minimum superannuation pension drawdown relief set to continue
Reduction in super co-contribution matching rate

Assistance for self-funded retirees — Seniors Suppl ement &
Seniors Card

Henry review report on retirement incomes released
Other superannuation changes

What did not change?
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Superannuation Contributions BUDGET~

Concessional superannuation contributions caps red uced — 1 July 2009

As expected, the Government will cut the superannuation concessional (deductible) contributions caps by
50%. The only good news in this announcement is that the reduction will be effective from 1 July 2009 for
the 2009/2010 financial year, not from Budget night for this financial year as was the rumor.

The justification for this measure according to the Treasurer is that reducing contribution limits will impact
on less than 2% of those making voluntary deductible superannuation contributions. Tax deductible
concesssional contribution limits will now be as follows:

Age at 30 June 2008/2009 2009/2010
Aged under 50 $50,000.00 $25,000.00
Aged 50 or more $100,000.00 $50,000.00

With the reduction not taking effect until next financial year, the next seven weeks until 30 June 2009 may
present a final window of opportunity to make large voluntary contributions to superannuation.

Given the reduction in the value of superannuation investments due to the global economy, reducing
contribution rates means that many clients may need to re-evaluate their retirement savings targets.

Non-concessional contributions caps unchanged

The non-concessional (undeducted) contributions cap will remain at $150,000.00 per individual for the
2009/2010 financial year. The “bring forward” rule will continue, permitting undeducted contributions of three
times this limit of up to $450,000.00 over 3 years (for those under age 65). These are contributions that are
not tax deductible but are also not taxed when contributed to, or withdrawn from a superannuation fund.

The ATO had already announced an indexation increase of the non-concessional contribution cap for
2009/2010 to $165,000.00 p.a. however it appears now that the Budget changes will invalidate that
increase.

Government superannuation co-contribution matching rate

The Government has announced that it will temporarily reduce the superannuation government co-
contribution matching rate that is payable on eligible personal superannuation contributions, with effect from
1 July 20009.

Currently the Government pays a 150% matching contribution where you contribute up to $1,000.00 to
superannuation, you earn less than $30,342.00 p.a. and not less than 10% of your income is from
employment sources e.g. if you contribute $1,000.00 in 2008/2009, the Government contributes $1,500.00
to your super fund.

The temporary matching rates now proposed in the Budget are as follows:

Year(s) Matching rate Maximum Co-contribution
2009/10 to 2011/12 (3 years) 100% $1,000.00
2012/13 & 2013/14 (2 years) 125% $1,250.00
2014/15 and later years 150% $1,500.00
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Superannuation Pensions

BUDGET-

Pension drawdown relief extended to 2009/2010

The Government will extend its decision to reduce the minimum annual payment amounts for account-
based superannuation pensions by 50%.

This measure was first introduced in February 2009 when the Government recognized that the significant
downturn in global financial markets had had a negative effect on retirees' superannuation capital in
account-based pensions. The minimum drawdown requirements were halved for the remainder of this
2008/2009 financial year.

The Budget announcement extends this 50% reduction into next financial year, and includes account based
pensions and transition to retirement income streams, as well as market linked and allocated pensions.

Whether your superannuation capital has been depleted or you just don’'t need to draw a substantial
pension, as a self-funded retiree you may benefit from this measure for at least another year.

Transition to retirement income streams - unchanged
The rumored abolition or eligibility changes to “transition to retirement income streams” did not occur.

A transition to retirement income stream enables those aged 55 and over to draw a superannuation pension
to supplement their salary or business income. Using a transition to retirement income stream, you may be
able to:

Reduce your working hours with no effective reduction in take home income

Supplement your cash flow when business income is low or seasonal

Continue to contribute to superannuation

Sacrifice your current earnings as superannuation contributions & live on a superannuation pension
while continuing to work full-time.

These pensions can also be stopped if no longer needed, reverting to the accumulation phase. If you are
aged 60 or over, these pensions are tax free.

Assistance for self-funded retirees

Gross super benefits excluded from Seniors Health C ~ ard income test

The Government announced in the Budget that it will not proceed with including gross income from tax free
superannuation income streams (super pensions) in the income test when determining an individual's
eligibility for the Commonwealth Seniors Health Card.

This change was due to come into effect on 1 July 2009. Self funded retirees on superannuation pensions
may not loose this valuable benefit after all.

Read about all of the Budget
changes & the impact on you or
your business. Hanrick Curran's
comprehensive Budget review
...coming soon
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Assistance for self-funded retirees

Seniors Supplement

In recognition of the impact of the global recession on the incomes of self-funded retirees, the Government
will provide around 300,000 self-funded retirees with access to the Seniors Supplement from 20 September
20009.

The Seniors Supplement will be available to self-funded retirees who are eligible for the Commonwealth
Seniors Health Card or the Department of Veterans' Affairs Gold card with current Seniors Concession
Allowance. It incorporates existing payments of Seniors Concession Allowance and the higher rate of
Telephone Allowance.

For singles, the new supplement will increase payments by $129.00 per year, bringing their rate of payment
to two thirds of that received by couples combined. The Seniors Supplement will be $790.40 per year for
singles and $1,190.80 per year for couples combined. Payments will be made quarterly.

The Seniors Supplement is equivalent to the minimum rate of the Pension Supplement to be paid to part
pensioners. This alignment will allow a seamless transition as seniors move from the part pension onto the
Commonwealth Seniors Health Card if their income increases.

Eligible seniors will also continue to be eligible for other concessions linked to the Commonwealth Seniors
Health Card. These concessions include a reduction in prescription medicines under the Pharmaceutical
Benefits Scheme and a discounted Medicare safety net threshold.

Henry review report on retirement income system rel eased

The Government has released a report prepared by Australia's Future Tax System Review Panel into the
strategic issues for the retirement income system. The key finding of the Review Panel, chaired by the
Secretary to the Treasury Dr Ken Henry, is that the 3-pillar architecture of Australia's retirement income
system should be retained, consisting of:

1. ameans tested Age Pension,
2. compulsory saving through the superannuation guarantee; and
3. encouraging voluntary superannuation savings for retirement.

While supporting the 3-pillars system, the Review Panel has recommended the following changes so that
the system serves its purposes and retains its strengths:

maintaining the superannuation guarantee at 9%, not extending the superannuation guarantee to the
self-employed and retaining the $450.00 per month threshold;

gradually increasing the Age Pension age to 67 years

gradually aligning the age at which people can access their superannuation savings (preservation age)
with the increased Age Pension age

improved incentives to work beyond retirement age;

maintaining tax assistance to superannuation but improving the fairness of concessions for
contributions, including by broadening access to them, and considering whether the current cap is
appropriate

improving the awareness and engagement of individuals with the retirement income system.

Dr Henry also noted that a range of issues were raised in submissions and consultations which have not
been expressly dealt with in this report. Instead, these issues such as the age beyond which a person
cannot make contributions and the taxation of superannuation death benefits, will be taken into account in
the Panel's final report due in December 2009.



Other Budget changes

Lost superannuation entitlements

Unclaimed superannuation accounts in large funds will be required to be paid to the ATO from 1 July 2010.
This will include member balances less than $200.00 which have been inactive for a period of 5 years and
have insufficient records to identify the owner of the account

According to the Government, there are currently around 3 million lost super accounts with balances less
than $200.00. Former members of these funds will still be able to reclaim their money from the Tax Office at
any time.

Trans-Tasman retirement savings portability scheme

The Government has indicated that it has agreed in principle with New Zealand to establish a trans-Tasman
retirement savings portability scheme. The scheme will permit transfers of superannuation savings between
certain Australian superannuation funds and New Zealand KiwiSaver funds. Currently, members of
Australian superannuation funds may only transfer their retirement savings within the Australian
superannuation system.

The introduction of the scheme will facilitate the free movement of people, potentially removing an
impediment to trans-Tasman labour market mobility. The establishment of the scheme is consistent with the
movement toward a single economic market between Australia and New Zealand. Negotiations continue
and an implementation date has not been set.

What else did not change?

As previously mentioned, rumored changes to transition to retirement income stream rules and non-
concessional (undeducted) contributions caps did not occur in the Budget. Other rumored changes which
did not occur:

Self Managed Superannuation Fund borrowing rules are unchanged. These rules permit a fund to
borrow for certain investments under certain circumstances.

There was no increase to the tax rate of 15% on deducted superannuation contributions. No levy or
“surcharge” was imposed on deducted super contributions by high income earners

The roll-over of a capital gain on sale of a qualifying small business will remain tax free up to the
lifetime CGT cap of $1.045M ($1.1M in 2009/10)

Superannuation fund investments continue to be taxed as follows:

While accumulating During pension phase
15% tax on fund earnings No tax on fund earnings
10% tax on fund realized capital gains* No tax on fund realized capital gains

*assets owned at least 12 months



What else did not change?

Taxation of superannuation benefits did not change. The “Better Super” initiatives
of the previous Government which came into force on 1 July 2007 were not
changed in the Budget.

The current taxation of benefits after age 60 is as follows:

Tax free lump sums on retirement after age 60
Tax free retirement pensions & transition to retirement pensions after age 60

1 July 2009 — Salary sacrifice super contribution changes

Last year's Budget announced changes to commence from 1 July 2009, which will include “salary
sacrifice” superannuation contributions as “notional assessable income” in your personal income tax
return.

“Substantially self employed” persons can currently claim personal tax deductions for superannuation
contributions provided that no more than 10 per cent of their assessable income is from salary and
wages. The changes from 1 July 2009 to notionally assess salary sacrifice super contributions as
salary and wages income, may see many self employed persons fail this "10 per cent rule” and be
unable to claim personal tax deductions for super contributions. In particular, medical practitioners who
also perform work as Visiting Medical Officers (VMOSs) in hospitals as well as operate their own
practice, stand to be disadvantaged by the changes.

No relief to this perceived anomaly in the rules was seen in the Budget. We will be contacting those
clients that we believe may be adversely affected from 1 July 2009 in the next few weeks.

Watch for the email release of our comprehensive su  mmary on all the other business and
personal taxation measures from this year's Federal Budget, soon to be available via the
Hanrick Curran website.

If you have any questions or concerns on superannua tion matters, please contact Chris
Campbell or your Hanrick Curran Partner or Director



