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Introduction

This booklet will:

w	 help you understand the basics of investing

w	 inform you about sources of financial information

w	 give you information about investment products, and how they work

w	 explain generally how Centrelink and the Department of Veterans’ Affairs treat your 
investments for income support assessment purposes

w	 discuss some estate planning issues that you may want to consider

w	 provide some basic taxation information.

We hope this information will increase your interest in, and understanding of, how to 
begin investing money for your future, or to better manage the investments you  
already have.
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Chapter 1 
Preparing for retirement

During working life, and certainly well before retirement, we become used to earning 
a regular income. For most people the regular income comes in the form of a salary or 
wage which is paid at least monthly.

Because of the regularity of income during our working life, we usually adapt our 
spending to fit in with our income patterns. We might for example, buy the groceries on 
payday, or pay our major bills monthly.

And for most of us, managing our tax is not a big issue as our employer will have 
deducted income tax instalments from our pay before we receive the net amount. At the 
end of the year we receive a tax summary and lodge this with our personal tax return.  
All in all, this is a relatively straightforward process—we get a regular income and we 
don’t have to budget for large tax bills at the end of the year.

By the time retirement comes around 
we usually have our income and 
spending patterns well practised, 
although these may change a little 
in retirement. At retirement, or at 
some stage before, we also need to 
plan what we are going to do with 
our retirement savings. Usually this 
will involve looking at what to do 
with our superannuation money and 
any other savings that we may have 
accumulated along the way.

There are lots of things to consider 
in planning for retirement. The 
number of years we spend in 
retirement is increasing and this part 
of our life will generally be a very 
long period of time.

Planning anything for such a long 
period of time is quite difficult 
as many things can change along the way. Planning for retirement is no different, 
particularly when considering what might change in future years.
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For example, there is a fair chance that the house we live in at the start of retirement will 
not be our place of abode in 10 to 15 years time. We may decide at a future point in time 
to move to a smaller residence or to another location altogether. And further on, we may 
consider other types of accommodation with access to medical care.

With properties there are always ongoing maintenance costs. The property will need 
painting, plumbing, electrical or other repairs at some point in time. Or we may decide to 
do some renovations.

We may also have the prospect of receiving an inheritance and this may impact on how 
we plan our retirement. And, of course, there are always the uncertainties that happen in 
life which may involve substantial expenses.

So while having a regular income in retirement is a fundamental part of retirement 
planning, there are lots of other things to consider also. Having access to some cash 
is very important when it comes to managing special needs. Sound planning of our 
financial affairs usually involves some flexibility. 

Developing a retirement income budget
To successfully plan your financial future, start by doing a stocktake of your current 
position. This involves documenting your current assets and debts. It also involves 
working out a budget of expenses, so that you can clearly see how much income you 
need to meet both essential living expenses and optional expenses.

A simple worksheet for documenting your financial position and your income needs 
follows. Take time to complete this as it will make your planning so much easier.
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Calculation of your net worth

Your assets $ Value

Home	

Car	

House contents	

Jewellery and other valuables	

Investment property	

Shares	

Investments in managed funds	

Bank, Building Society or Credit Union accounts 

Term deposits	

Government bonds 	

Superannuation benefits	

Payment for unused annual leave	

Payment for unused long service leave	

Insurance policies

Other

Total assets (A)

Your debts $ Value

Home mortgage	

Car loan	

Home improvement loan	

Personal loan for other purposes	

Credit card balance	

Store charge accounts	

Investment property loan	

Taxation owing

Other

Total debts (B)

Your net worth (A–B)
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Your budget

Weekly living expenses $ per week Other Expenses $ per annum

Food	 Council rates

Clothing Water rates

Entertainment Car registration

Petrol Car insurance

Fares Gifts	

Telephone Donations	

Electricity		  Education costs

Gas Gardening and house 
maintenance

Rent Travel costs

Health insurance	 Life insurance

Medical expenses	 Mortgage expenses

Chemist		  Other loan expenses

Newspapers and 
magazines

Membership fees

Hobbies		  Other

Other

Total weekly expenses

Multiply by 52

Annual living costs (C) Total other expenses (D)

If you add columns C and D together you will have your annual income budget. This 
budget may vary a little from year to year as your circumstances and needs change. 
Retain this version, so you can simply review it and update it from year to year.

Now that you have worked out your essential living expenses, prepare a short list of the 
items of expenditure that are not essential, but which you would like to do or feel you will 
have to do, either now or at some time over the next few years.
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Optional expenditure or capital items

Your optional expenditure $

Total optional expenditure

Armed with your ‘financial stocktake’, you can now move on to resolving some of the 
other key financial questions.
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How long will I need income?
It would make planning our finances so much easier if you knew exactly how long you 
were going to live. So how can you estimate how long you need your money to last?

The best way is to work from average life expectancies. The Government produces details 
of average life expectancies based on historical information. These are updated from 
time to time, and the good news is that average life expectancies are getting longer. 
While this is great news in one sense, it also means that our retirement money generally 
needs to last longer.

By way of example, a male and female who are both age 65, would be expected to 
live over 17 and 21 years respectively. Life expectancies in 5 to 10 years time may be 
significantly longer, but this should provide some guide for planning your income needs 
into the future.

A selection of the average life expectancy factors are shown in the following table.
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Age
Male life expectancy 

(years)
Female life expectancy 

(years)

55 25.92 29.91

56 25.05 29.00

57 24.19 28.10

58 23.34 27.21

59 22.49 26.32

60 21.66 25.44

61 20.84 24.57

62 20.04 23.71

63 19.24 22.85

64 18.46 22.00

65 17.70 21.15

66 16.95 20.32

67 16.21 19.49

68 15.48 18.67

69 14.78 17.87

70 14.08 17.08

71 13.41 16.29

72 12.75 15.53

73 12.11 14.78

74 11.50 14.05

75 10.90 13.33

76 10.32 12.63

77 9.77 11.94

78 9.24 11.27

79 8.73 10.61

80 8.24 9.98

81 7.77 9.38

82 7.32 8.81

83 6.89 8.27

84 6.48 7.76

85 6.11 7.28

86 5.77 6.83

Australian Life Tables, 2000–2002, Government Actuary
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Will my needs change?
There is a very high probability that your financial needs will change over time. It is very 
unlikely that you will need the same amount of income over a long period of time for a 
variety of reasons:

Inflation—while Australia has been experiencing comparatively low levels of inflation for 
a number of years, there is still some inflation and there is always the possibility that it 
could increase.

Spending changes—at various stages in retirement your income needs will change 
simply because your spending patterns change. This might include specific holiday costs 
which may not be part of your normal budget. There may be other items of expenditure 
such as house maintenance costs which are unforeseen. There are lots of reasons why 
your income needs will change from time to time.

Capital needs—similarly the need to have access to capital may change over time. There 
is a strong chance that at some stage in retirement there will be issues to deal with such 
as major car repairs, upgrading a car or moving house. There may also be significant 
costs later in life associated with health matters, nursing care and using other services as 
you become less capable of doing all the things you used to do. Having access to money 
for key larger items of expense is sound planning.

How long will my money last?
How long your money will last depends on many things. The impact of income from other 
sources will be very important. If, for example, you earn some money from part-time 
employment in your early retirement years, you will be able to keep more of your capital 
intact, or perhaps actually build on it for a while. 

If you are entitled to a full or part age pension then this will assist in providing for your 
income needs. If you are entitled to a part age pension, you may not need to draw down 
your retirement capital as quickly and be able to spread your retirement savings out over 
a longer time frame.
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Chapter 2 
Getting started as an investor

It’s never too early to start thinking about your financial needs for retirement and it’s 
never too late to start planning and saving for it. 

Set a realistic budget—starting a regular savings or investment plan requires 
commitment and may be easier to achieve by first setting a realistic budget. 

Regular saving—even small amounts, saved regularly, do make a difference. A regular 
savings habit adds to your future security and gives you more choices about your 
future lifestyle. 

Saving or investing?—money for short-term expenses or emergencies is best kept in low 
risk, readily accessible accounts. Any extra money you have could be invested for longer 
periods to earn you a higher return.

Learn as much as you can about 
investments by attending investment 
seminars or reading about investment 
strategies in newspapers, investment 
magazines and books. 

Look after your investment
Always deal with licensed financial  
advice and product providers. When 
selecting a financial planner, get 
information from more than one planner 
before investing your money. Invest only 
when you understand the products they 
are recommending and you are satisfied 
that they suit your needs. 

Ask questions if you are unsure about any 
implications of an investment, no matter 
how simple they may seem. Ask questions 
to find out how much risk you are taking 
and make sure you are comfortable with 
that level of risk. Where an investment 
product has a prospectus or product 
disclosure statement, read it carefully 
before deciding whether to invest. 
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Some investments may offer taxation or social security and Veterans’ Affairs 
advantages. Consider these only where they allow you to invest with safety and to feel 
comfortable with the amount of risk involved. A Centrelink FIS Officer can give you free 
information about how your investments may affect your payments, and discuss how to 
maximise your overall retirement income.

If you are retired and have limited funds to invest, make the safety of your investments 
your first priority. Don’t just chase the highest returns available—higher returns involve 
higher risks.

Above all, remember that it’s your money, so make your decisions for your own 
reasons, not anyone else’s. The investments you choose should meet your requirements 
by providing the right amount of income and/or capital growth without causing you 
sleepless nights.

Take your time when making investment decisions—don’t be rushed into signing anything.

Never feel pressured into investing in something. Always take your time to think first, 
gather information and ask questions before you sign anything. The following steps  
are a guide:

1.	 Say ‘No’ or hold off
	 If something sounds too good to be true, it usually is. Do not be fooled by scammers 

who pressure you to act immediately. If the investment is genuine, it will still be 
available after you’ve had time to think about it. 

2.	 Look further
	 Shop around to see how the offer compares with other options. Always do your 

homework and give yourself plenty of time to think it over. Seek advice from a range 
of people, including financial advisers and consumer protection agencies.

3.	 Question
	 Do not be afraid or embarrassed to ask as many questions as necessary until you are 

sure you have all the information you need. Inquire about the investment and the 
proposed benefits you will receive and make sure that the offer is credible. 

4.	 Decide
	 If you follow these steps you will be better prepared to make a well informed 

decision on how best to invest your money.

If it sounds too good to be true … Indications of possible scams
Many consumers lose money each year to ‘get rich quick’ schemes that promise 
everything and deliver nothing. 

When there is any doubt at all about the investment or purchase, do not be pressured 
into anything, do not let the emotions override the decision and say no. Even if the offer 
is genuine, if there is any doubt it is better to say no at first so it provides the opportunity 
to understand and be comfortable with it before making a decision.
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Some tips to help protect against being a victim of a scam

w	 Ignore and delete emails, letters and chain mail offering lump sum payments or get 
rich quick offers.

w	 Take the time to examine the offer carefully. Do not commit to anything until fully 
satisfied with its validity.

w	 Ask for identification from people offering an investment or requesting payments  
or donations. 

w	 Ask for proof that the business or charity is registered and that the person is employed 
or registered with them.

w	 Don’t just accept testimonials without proof they are real as they can often be made 
up or dressed up to look good.

w	 Ask if there is a cooling off period and how easily the investment can be redeemed.

w	 Don’t accept offers from unknown sources over the phone. Ask how they got your 
details and refuse to commit to anything, as verbal agreements can be enforced.

w	 Ask for details on all costs, fees and payments that are involved in the offer or request.

w	 Requests by letter or email requesting details and money should be reported to 
the Australian Securities & Investments Commission (ASIC) and/or the Australian 
Competition and Consumer Commission (ACCC).

w	 Investigate the scheme before parting with your money. For instance you could say 
that you only deal with people you know, and that you need time to discuss the offer 
with other people.

w	 Seek professional advice from a qualified financial adviser authorised by ASIC, or 
legal advice, or discuss the offer with family or friends. Make it clear that you only  
take advice from qualified financial advisers that you know personally.

w	 Check that the source of the offer is genuine, especially if the offer is made by email. 
Normally it would be wise to disregard and delete all emails promoting get rich quick 
financial schemes, chain letters or requests for cash to be sent through the mail.

w	 Ask questions about their company, including their Australian securities dealer’s 
licence number, their ABN or their Australian Registered Body Number (ARBN) if  
they are a foreign caller. If they provide you with these details be sure to verify them 
with ASIC.

w	 In case you suspect a scam, do yourself and literally thousands of people a favour, and 
report the matter to the ACCC. 

More information about investment situations that you should be aware of as a careful 
investor can be found at www.fido.gov.au
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Chapter 3 
Some investment basics

The higher the return, the higher the risk. This is an important investment principle. 
Managing the level of risk is what investing is all about. There is no investment without 
some risk, including putting money in the bank. Always check the potential risks when 
quoted returns are unusually high.

The variety of investment products available can be very confusing. However, it becomes 
easier to understand if you think of investment products under three main categories:

w	 income producing investments

w	 capital growth producing investments

w	 investments producing both income and capital growth.

As you read on, these categories will be explained. Despite the wide variety of 
investment products available, they derive from three basic types:

w	 interest bearing products

w	 shares

w	 property.

Keep this in mind as you read about the individual products described later in this booklet. 
Before you invest in a particular product, you should think about the following guidelines.
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1.	 Decide on your investment needs
Do you want your investments to earn income or capital growth?

Be realistic in your expectations of how much income you will get from your available 
capital. You may need to use up some of your capital, as well as its earnings, to meet 
your living expenses.

Income producing investments pay you a regular income. They can:

w	 preserve your capital and pay only income,

w	 provide the return of your capital through the income, or

w	 provide an income but your asset value can rise and fall depending on what is 
happening in the investment markets. 

Products that preserve your capital are considered to have lower risk because the 
number of dollars invested remains the same, unless you withdraw funds, but there is  
no potential for capital growth.

The majority of products that return your capital through the income are commonly 
known as income stream products (see pages 61 – 68). These are usually managed 
investment products and their value may increase or decrease depending on the 
movement in value of the underlying investments and markets. This is reflected by 
changes in the unit price.

There are managed investments that do not return your capital, preserving the number 
of units you have in the investment. Any capital growth can be converted to income by 
cashing in some of your units. Sometimes this can be complicated, have tax implications 
and incur fees. Managed investments have the potential for capital growth but they can 
be more volatile and may need to be held for at least five years.

2.	 Invest for the right length of time
Do you need emergency money, longer-term investment money, or both?

Before you choose your investments, work out when you will need the money. If you 
need regular extra income to pay your bills, consider income producing investments, or 
combined income and growth products.

The investments you choose should depend on how long you want to invest your money. 
Money you need for short-term expenses and emergencies should be placed in more 
secure, readily accessible savings accounts. 

If you are prepared to invest your money for a longer term, for example more than five 
years, and are prepared to accept some short-term losses in exchange for expected 
overall long-term gains, you may want to consider growth investments. Remember— 
a loss is not made on an investment until the units or shares are sold.
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3.	 Use quality investments
Does the company—and its products—have a reliable track record?

Wise investors invest in companies with reliable reputations that have been established 
over time. It may be better to earn a lower return but know that your money is more 
secure. Investing in a less reputable company may give you a higher return, but you risk 
losing your money. Past performance does not predict future returns.

Most funds offer no guarantees about income or capital because they depend on market 
conditions. Carefully check any guarantees that are offered to see exactly what they 
cover. Remember—guarantees are only as good as the company providing them. Satisfy 
yourself that the investment is reputable by asking questions and carefully reading all 
the information provided.

4.	 Diversify or spread your investments
Are you varying your investments to reduce the risk?

Check how long it takes for your money to be returned if you decide to cash in 
an investment early. Find out what costs or potential losses there are. Ask if your 
investments have early withdrawal penalties or tax implications.

Diversification aims to reduce the risks by investing money in a range of companies or 
products and by ensuring it is available at different times; that is, not putting all your 
eggs in one basket. 

You may want to spread your money with several different institutions, with various 
investment types and across different markets, such as cash, fixed interest, shares  
and property.

If you are investing in fixed interest investments, it may be wise to spread your money 
so that you have different maturity dates. This reduces some of the risk if interest rates 
change. It can also provide you with income on a more regular basis. While you should 
always spread your risk over several investments, having many small investments may 
involve a lot of supervision, and the returns may be lower. Further, investing in similar 
types of products with different companies may not necessarily reduce your risk.

5.	 Balance the risks and returns
What level of risk are you willing to take for the returns involved?

Decide how much income you need to meet your planned lifestyle. Assess how much risk 
you are prepared to take. Don’t just chase the highest return. 
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Risk refers to the chance or possibility of loss, or not getting the return you expected. 
Risk levels can vary with:

w	 the performance of the economy

w	 movements in interest rates

w	 the expertise of those managing the company or fund

w	 currency exchange rate movements between countries.

Many investors who have been attracted by promises of high returns have lost money 
by not carefully assessing the risk. Investing safely means not investing in a product just 
because everyone else is. When the interest rate being offered is unusually high, always 
check the risks involved. If a return looks too good to be true, it probably is.

You should consider not only the risk of losing some or all of your money, but also the 
risk of not getting the returns you expected. To minimise your risks in these areas, 
your best investment may be more secure accounts such as savings accounts and 
term deposits.

If you have already retired you may not be able to replace any losses. Therefore you may 
prefer to settle for a lower, but steadier, return rather than to risk your life savings on an 
expectation of greater returns. If you are a younger investor, you should consider growth on 
your investments. Remember—growth means some level of risk.

6.	 Manage your debts
How much debt can you afford?

If you have loans or credit cards, make sure you can afford them and control your 
spending on them. If you are retired or about to retire, think carefully about taking on 
debt. When you are no longer working, debts can be much harder to repay. Pay off all 
your loans if you can. Exceptions to this rule may include loans with low interest rates 
such as Defence Service Home Loans. 

If you are retired and get a social security or Veterans’ Affairs pension, you may find it 
difficult to get loans from financial institutions. You may consider keeping credit cards 
and loan facilities open to cover emergencies, although controlling how much you spend 
on them is important.

Home Equity Conversion loans are different from other types of loans in that the loan 
repayments can be deferred—they can be paid from your estate. (See ‘Your home as 
an asset’, page 48).
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7.	 Take advantage of compounding earnings
How does compound interest work?

Interest earned on most investments can either be paid to you to spend, or it can be 
reinvested. When you reinvest the interest earned, that interest earns more interest. This 
is called compound interest.

Compounding interest helps your investments grow faster. Reinvestment of share 
dividends or distributions from managed investments compounds the number of shares 
or units held.

If you compound the interest, tax is still assessable on the interest earned each year. 
Depending on your circumstances, you may need to set aside money to pay the tax.

Leaving your money in a superannuation fund until your final retirement, or contributing 
more money earlier in life, is a very effective way to compound returns.

Comparing the effect of compounding

Say you invest $10 000 in an interest bearing account for 10 years and earn 5 per cent 
interest per year.

w	 With no compounding: at the end of 10 years you would still have your original $10 000. 
You would have earned $5 000 in interest, giving you $500 each year to spend.

w	 With compounding: at the end of 10 years your original $10 000 would have grown 
to $16 289. You would have earned $6 289 in interest, although this would not have 
allowed any spending money. By compounding your money, this investment would 
have earned you an extra $1 289 over 10 years.
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How bond trusts work

Returns: Can be reinvested, paid into your financial institution account, or paid to you 
by cheque. Income may vary with each payment. Bond trusts are affected by changing 
interest rates and are not risk-free investments. When interest rates are rising, bond 
trusts may perform below expectations. This may result in a fall in unit price or a very 
poor level of earnings.

Minimum investment: May apply to your initial deposit as well as to additional deposits.

Withdrawals: You can make withdrawals at any time, but usually a minimum amount applies.

Capital growth: Bond trusts generally provide little capital growth.

Cash management trusts
Cash management trusts allow you to invest in the short-term money market, with easy 
access to your money while earning a competitive short-term interest rate.

Don’t confuse cash management trusts with cash management accounts offered by 
banks, building societies and credit unions. Some cash management trusts offered by 
banks’ subsidiary companies may use a similar logo and name as their cash management 
account. They are not the same investment. They have different levels of risk, offer 
different interest rates and have different conditions. 

Cash management trusts have a credit rating to indicate the risk factor. Cash 
management trusts that invest only in government or bank-backed investments are low 
risk. The security and access to money invested in cash management trusts is outlined in 
the prospectus or product disclosure statement.
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How do cash management trusts work?

Duration: Short-term investment.

Access to your funds: Usually available the same day or within 24 hours by direct deposit, 
telephone or mail withdrawals. Income from other investments, including pension 
payments and dividends, may be credited direct to your cash management trust. Cash 
transactions are not usually permitted. Deposits must be by cheque and withdrawals are 
paid by cheque or to nominated accounts. Branch counter access is very limited.

Fees: The fees and how they are charged are set out in the prospectus or product 
disclosure statement.

Interest: May be higher than other investments with at call or 24-hour withdrawal 
facilities. Interest is usually calculated daily and paid quarterly. Interest rates on your 
cash management trust will rise and fall with cash and fixed interest market changes.

Minimum investment: The initial deposit required is usually $5 000. A specified minimum 
balance may be required to keep the investment open.

Capital growth: There is no capital growth on your money.

Equity trusts
Equity trusts allow you to invest in a wide range of shares listed on a stock exchange. 
They usually provide a medium level of income with potential for longer term growth.

Some equity trusts aim to produce more income than capital growth while others 
may aim for more growth. This will be outlined in the product disclosure statement or 
prospectus. Be sure that the aims match your needs.

How do equity trusts work?

Duration: Medium to long-term.

Minimum investment: Varies between funds but starts at $1 000 or from $100 if regular 
automatic contributions are made from a bank, building society or credit union account. 
Additional units may be purchased in the trust. With only a small investment, you have 
the opportunity to invest in a range of companies and/or share markets.

Access to your funds: Your money is usually available within one week, but can take up to 
three months in certain circumstances. You have no direct say in which shares are bought.

Income: Usually paid six-monthly. Can be re-invested or paid to you.

Capital growth: Equity trusts are not risk-free investments. If there is a potential for 
capital growth, there is also a potential for capital loss.

Returns: Performance and returns will vary each year. Equity trusts are not capital 
guaranteed and there is no guarantee of future returns.



34 Investing for Your Retirement | Managed funds

Listed investment companies

Listed investment companies can offer the same type of investments as equity trusts. 
Rather than buy units in a trust you buy shares in the listed investment company (LIC). 

Mortgage trusts
Mortgage trusts lend to individuals and companies who buy or develop residential or 
commercial properties.

Mortgage trust loans are secured by mortgages over real estate. The trust collects the 
interest paid on these loans and distributes the interest as income to the investors. The 
security of your capital could be affected if small margins are held and the value of the 
real estate falls.

Mortgage trusts should not be confused with property trusts. Mortgage trusts lend 
against the security of a mortgage while property trusts buy or develop property on 
behalf of unit holders.

How do mortgage trusts work?

Duration: Three years minimum term.

Returns: Varies as interest rates on loans change. Loans held by the trust have fixed 
interest rates, so earnings do not change until loans mature. This delays the changes 
in return that you receive, and changes may not be by the same percentage as the loan 
rates changes.

Interest: May be re-invested, paid into your account or paid to you by cheque. 

Minimum investment: Usually a minimum of $1 000. Additional deposits may be made.

Capital growth/loss: Mortgage trusts do not provide capital growth. The outstanding 
amount owed on a loan to the trust may be more than the value of the mortgaged 
property. If the property is sold to recover the debt, the trust may suffer a loss. If the trust 
has lent a large amount to one borrower and they cannot repay, the trust may suffer a 
significant loss. Most mortgage trusts can borrow extra funds. A high level of borrowing 
increases risk. Also, the institutions lending the money to the trust may have a better 
claim over the mortgaged property than the trust itself.

Access to your funds: The withdrawal time varies between trusts and may range from a 
few days to six months. Most mortgage trusts charge an exit fee for withdrawals during 
the first 3 years. Mortgages are not easily sold to other institutions. If the trust receives 
many withdrawal requests and holds insufficient cash in reserves, it may be difficult to 
raise the required cash. This may result in losses or long delays in payment.
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Property trusts
Property trusts allow you to invest in the property market, with potential for income 
and growth.

How do property trusts work?

Duration: Medium to long-term.

Returns: Income payments may be re-invested, credited to your account, or paid to you 
by cheque. The distributed income may have tax advantages. 

Access to your funds: Withdrawals from unlisted property trusts may sometimes be difficult.

Capital growth/loss: There is potential for capital growth. Property trusts are not capital 
guaranteed, so their value changes with market variations and can increase or decrease 
in value. Some property trusts borrow funds to invest. A high borrowing (or gearing) level 
increases the possible amount of capital gain or capital loss.

Minimum investment: Usually from $1 000 to $5 000.

There are several types of property trusts including:

Listed property trusts directly own and manage large properties usually in the office, 
shopping centre, industrial or leisure sectors of the property markets. The units in the 
trusts are listed on the stock exchange and are bought and sold through a stockbroker. 
The value of the units rises and falls on a daily basis in response to supply and demand 
in the market. Prospectuses are usually only required when new units are issued to small 
retail investors by way of a new float or a rights issue. Investors considering buying 
existing units on the stock exchange can get detailed information on a particular trust by 
acquiring a copy of its last annual report.

Unlisted property trusts directly own and manage real estate. They are not listed on 
the stock exchange. These trusts are now rare, because many have become listed 
property trusts.

Property securities trusts are unlisted. Your money is invested in listed property-related 
securities, such as shares and trust units. They offer potential for income and growth. 
The unit price of the trust is linked to share market changes, but units are bought and 
sold directly through the trust manager, not a stockbroker.

The security of a property trust investment depends on the type of trust, the properties 
it holds and its investment policy. Property securities trusts and unlisted property trusts 
should provide details in their product disclosure statement or prospectus.
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Personal investment funds or master trusts/wrap accounts
Master trusts and wrap accounts are managed investment schemes where the investor 
has the sole responsibility for all the investment decisions. They provide a service for 
acquiring and retaining investments where an investor can buy, hold and sell investments 
within a single administration arrangement that provides consolidated means of 
reporting on the investments held. These can be complex investments and may not be 
appropriate for all investors. They cover both superannuation and non-superannuation 
investments, however the regulation governing their operation differs. Superannuation 
funds using a master trust structure are regulated under the Superannuation Industry 
(Supervision) Act 1993 (Cth). Non-superannuation master trusts are regulated under 
Corporation Law as managed investments. 

A major difference between a master trust and a wrap account is that wrap accounts can 
include direct investments such as shares and property.

The principles of administering master trust and wrap accounts are similar for both 
superannuation and non‑superannuation investments. Master trusts and wrap  
accounts are the terms used by industry to describe these services, however they are 
formally called investor directed portfolio services (IDPS) under Australian Securities  
& Investments Commission (ASIC) policy. IDPS generally offer a menu of pre-selected 
investments/investment managers that investors can choose from to invest their savings.

Fee structures related to these types of investments can be complicated and investment 
decisions complex so it is best to get professional advice from a qualified accountant or 
financial adviser.
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Chapter 7 
Other products

Insurance and friendly society bonds
Insurance bonds and friendly society bonds are investments made with a single  
(or regular premium) payment and have a nominal 10-year term. Tax is paid by the 
insurance company or friendly society at the applicable company tax rate and earnings 
regularly accumulate within the bond. Bonds are most suitable for accumulating money, 
but not for providing regular income payments.

These bonds are provided by Life Insurance companies or Friendly Societies, both of 
which are regulated by the Australian Prudential Regulation Authority (APRA) and by 
the Australian Securities & Investments Commission (ASIC).
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How do insurance and friendly society bonds work?

Duration: Medium to long-term investments.

Returns: Accumulated earnings are received, tax paid, after at least 10 years. Earnings 
accumulate in the bond and are not paid until you withdraw the bond, in full or in part.

Adding to your investment: Each year, extra deposits of up to 125 per cent of the previous 
year’s deposit may be made. These count as having the same starting date as the original 
investment for taxation purposes. This option must be started by the end of the second 
year. Additional deposits can be made after ten years although the 125 per cent rule still 
applies and the ten year cycle starts again. 

Switching between different investment options (such as market-linked to capital 
guaranteed) is usually possible for a fee.

Access to your funds: While money in bonds is accessible, they are not designed for 
regular withdrawals.

Fees: Entry fees vary from nil to 5 per cent. Additional deposits may attract fees. 
Withdrawal fees may apply. Management fees are payable each year on the full balance 
of your account. They are deducted before earnings are added to the bonds. In times 
of low returns, management fees may considerably reduce your earnings. Fees and 
commissions may be significant, particularly in the early years of the investment.

Security and risks

The security of your money depends on the type of bond and the strength of the 
institution you invest in. If you have only small amounts to invest or cannot replace lost 
capital, you should favour capital guaranteed bonds.

Capital guaranteed bonds provide a guaranteed return of your money and may guarantee 
earnings once credited to your account. There is usually no guarantee of the earnings 
rate. Capital guaranteed investments are becoming rare.

Managed or growth bonds are market-linked bonds and their value will rise and fall with 
market changes. They usually invest in higher risk assets, such as shares, which have a 
greater potential for gain as well as loss.

Capital secure and capital stable bonds are also market-linked, but mainly invest in 
lower-risk assets such as government bonds. They are not guaranteed, and the value of 
these bonds can fall as well as rise.
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Social security treatment

The capital value of the bond including accumulated earnings will be taken into 
account for your social security or Veterans’ Affairs income test assessment under the 
deeming rules.

Taxation 

Insurance and friendly society bonds are often sold as tax-free investments. Tax is 
actually paid on the bonds before earnings are added to your account.

A tax offset is available for withdrawals made before 10 years. If withdrawals take place 
before the 10 years is up a percentage of the earnings will be assessable for tax. Tax 
benefits may not be helpful for pensioners and others on low tax rates.

You only pay personal income tax when you withdraw your money. The amount due 
depends on your tax rate, the tax offset available from tax already paid by the life 
insurance company or friendly society and the timing of the withdrawal. If you want 
to withdraw early from a bond, you should contact the friendly society or insurance 
company concerned. They can advise you about the tax that would apply in  
your situation.

Insurance products 
Life insurance policies provide death cover—that is, the insurance company pays an 
agreed amount of money on the death of the insured person. Some policies also include 
an investment component.

What types of insurance policies are there?

Whole of life policies usually have fixed premiums payable each year and provide 
death cover for as long as you pay the premiums. There is usually no time or age limit. 
There may be a cash (or surrender) value if the policy is stopped.

Term insurance policies provide death cover only for a nominated number of years, or 
until a certain age. No payment is made if you live past the agreed time. There is no 
surrender value if the policy stops.

Endowment policies provide death cover for a certain number of years and pay a sum of 
money at the end of that time. They also have a surrender value if stopped early.

Taxation on life insurance products

Bonuses received from life insurance policies may be taxable. It is a complex area and 
you should get advice from a taxation adviser or the Australian Taxation Office.
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If you receive social security or Veterans’ Affairs payments

Assets test—the surrender value of a policy is assessed as an asset for the policy owner. 
If the policy is taken out on your own life but is stated to be for the benefit of another 
person, for example your partner or children, it is assessed as an asset of the person who 
has access to the surrender value.

Income test—bonuses paid on these policies are not assessed as income during the 
life of the policy provided no withdrawals are made. If the policy is terminated, sold, 
matures or a withdrawal is made from it, the difference between the sum received and 
the relevant amount of the premiums paid will be assessed as income for the 12 months 
following the receipt of these monies. A Centrelink FIS Officer can provide more details 
on assessment policy regarding these products.

Funeral bonds
These are policies, usually offered by friendly societies or life insurance companies, that 
allow you to set aside money to cover your funeral costs. They provide a benefit only 
upon the death of the nominated person and normally cannot be accessed earlier. They 
work in a similar way to friendly society bonds. 

What are the fees?

Entry fees vary from nil to five per cent. Management and trustee fees are payable each 
year on the full balance of your account. They are deducted before income is paid. In 
times of low returns, management fees may considerably reduce your income.

Taxation on funeral bonds

The interest accruing in the bond is not assessed as taxable income of the bondholder in 
the year of accrual.

If bonuses are paid to the trustee of the bondholder’s estate on the death of the 
bondholder, generally these bonuses will not be assessed as income of the trustee.

For policies purchased after 31 December 2002 the earnings are taxable in the hands 
of the product provider with effect from 1 January 2003. The provider will be entitled 
to a deduction for the net investment income when it is distributed to the estate of the 
deceased or the funeral director. The trustee of the estate will be assessable for tax on 
this income when received. If paid to a funeral director the proceeds of the policy are 
assessable to the funeral director at the time of receipt (that is, principle and earnings).
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Prepaid funerals
Prepaid funerals are another option 
available to people. With a prepaid 
funeral all the arrangements are made 
and the funeral paid for at ‘today’s prices’. 
Legislation in the various states is different, 
so funeral directors may be able to invest 
the payments received differently. A 
common practice is for the money to be 
invested by the funeral director in funeral 
bonds. It is important that you establish 
where the money is invested and that you 
are comfortable with this.

It is important to find out what your 
situation would be if the funeral director 
sells the business or has to go into 
liquidation. Additional security may be 
gained in confirming the funeral director is 
a member of an industry association.

If you receive social security or Veterans’ Affairs payments

A funeral bond may be an exempt asset, subject to certain conditions:

w	 from 1 January 2008 the purchase price of the bond must not exceed $10 000 
(however, if the bond increases in value to over $10 000 as a result of investment 
earnings, the exemption is not affected)

w	 a second funeral bond can also be exempt, provided the total value of the bonds you 
hold does not exceed $10 000

w	 the person cannot have a prepaid funeral plan or cemetery plot as well as a  
funeral bond.

If you invest more than $10 000, the whole amount is assessed under the deeming rules 
and also as an asset. Exempt funeral bonds cannot be cashed in before maturity and only 
mature on the death of the investor. 

Important: You may wish to buy a cemetery plot for yourself without prepaying the 
funeral expenses. The value of the cemetery plot, regardless of its value, is not assessed 
as an asset. 

As with funeral bonds, the money spent prepaying funerals is exempt from the means 
tests. The limit of $10 000 for each funeral does not apply. If you prepay a funeral and 
have a funeral bond as well, the funeral bond is assessable for the means tests.
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Chapter 8 
Investing in shares

Public companies issue shares, which allow investors to buy a part of a particular company. 
Share ownership entitles you to part of the company profits if dividends are paid.

Shares may be classified in a range from conservative to speculative. Blue chip is 
often used to describe the highest quality shares as they are shares in companies with 
a proven track record, producing profits in good times and bad. They usually set the 
level of the market. Remember—all shares are affected by share market fluctuations. 
Individual share prices also vary based on supply and demand from sellers and buyers.

You can buy and sell shares listed on a stock exchange through a stockbroker. With 
all share transactions now being processed electronically investors will have either a 
company issuer sponsor holding statement or a clearing house electronic subregister 
system (CHESS) holding statement detailing the opening balance and closing balance for 
the month a transaction occurs.

As a shareholder you have a say in the company’s future through voting rights. 
You will be kept informed about the company through its annual report and other 
correspondence.

You need to keep careful records, because capital gains tax calculations can become 
complex, especially in a dividend reinvestment plan.
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Dividend reinvestment plans

Some companies offer shareholders dividend reinvestment plans. If you participate 
in these plans, you can increase your shareholding by re-investing all or part of your 
dividend in extra shares, usually at a discount on the market price. There is no  
brokerage or stamp duty on shares obtained this way.

How do shares work?

Duration: Unless you plan to actively trade your shares, you should consider them a 
long‑term investment. 

Minimum investment: May apply. You can get details from any stockbroker.

Returns: Shareholders accept the risks and responsibilities of ownership, but hope 
to share in the company’s profits by receiving dividends. The dividends may have tax 
advantages from imputation credits. Capital gains or capital losses are possible.

Access to your funds: Listed shares can usually be traded readily through a stockbroker. 
However, shares in small companies with low turnover may be difficult to sell particularly 
in times of market downturn. If the company is being wound up or liquidated, 
shareholders are the last to be paid.

Fees: Stockbrokers charge a brokerage fee that may be a flat fee up to specified amounts 
and a percentage of the value of the share parcel over this threshold. The level of service 
provided and advice given may vary depending on the fee charged. Discount brokers 
charge lower fees, but may not provide research information or other advice.

What are the risks? 

w	 The value of shares can be volatile depending on a range of economic factors and 
market sentiment.

w	 If a company experiences financial problems the value of shares can fall.

w	 Often those shares offering the highest levels of return also involve higher levels  
of risk.

w	 There is always the risk that people will be unable to sell shares when they need to 
although in a today’s global market this is a less serious concern. 
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What are the advantages?

w	 Shares can provide both capital growth when share values increase and regular 
income from dividends.

w	 Shares can be tax effective based on imputation credits where tax already paid on 
shares can be used to offset other taxes liable. 

w	 During periods of strong economic growth, shares can provide higher returns then 
interest based investments such as term deposits. 

w	  Shares require little ongoing maintenance unlike investments such as property.

Dividend imputation

A dividend is a distribution from the company’s profit. Dividends that have full company 
tax paid are known as fully franked. If you receive a franked dividend, a tax credit  
(known as an imputation credit) is available to you. This prevents tax being paid by the 
company and again by you. Some dividends may be only partly franked or unfranked.

When you are paid a dividend, you receive a statement that tells you what portion of your 
dividend is franked, what portion is unfranked, and what your imputation credit is. If you 
lodge a taxation return, you must show these details.

The dividend imputation system may reduce the amount of personal income tax you 
have to pay. If you do not have a tax liability or you have an excess credit after tax and 
the Medicare levy, the excess is refunded to you when you lodge your tax return. You may 
be entitled to a refund, even if you don’t normally fill out a tax return. You would not need 
to lodge a tax return if, for example, you are receiving a maximum rate of Age Pension or 
earn less than the tax free threshold. 

Excess dividend imputation credits are refundable to Australian resident taxpayers.  
This means that self-funded retirees, and other low-income resident individuals, can 
receive a refund of the difference between company tax paid in respect of their dividends 
(the dividend imputation credit) and their marginal tax rate. 

For self-funded retirees who are required to lodge a tax return, any refund of excess 
imputation credits will be automatically calculated. Where self-funded retirees are not 
required to lodge a tax return, they are able to receive a full refund of imputation credits. 
For more information about the conditions that apply and how you can claim visit  
www.ato.gov.au or phone the ATO Help Line on 13 2861 during normal business hours.
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How to go about investing in the share market

w	 The Australian Stock Exchange can help if you are uncertain about how to get started 
in share investing or how to find a stockbroker. The phone number of its corporate 
relations departments in all capital cities is 1300 300 279, for the cost of a local call.

w	 The Australian Securities & Investments Commission (ASIC) also provides a service 
to protect small investors. For information about your rights as a shareholder, phone 
the ASIC Infoline on 1300 300 630.

w	 The Australian Shareholders’ Association Limited may also be able to provide 
information and assistance. Phone 1300 368 448.

Margin lending
Borrowing to purchase assets, commonly shares, is a strategy that has been used to 
provide the investor primarily with a tax advantage. Many lenders provide margin loans 
which means they lend up to a percentage of the value of the asset securing the loan. If 
the value of the asset falls, the lender will require the amount of the debt to be reduced 
or more security to be provided.

Margin loans are often sought by people who plan to profit from the movement in the 
value of their assets and realise on the gain. The interest cost is claimed as a deduction 
against their income tax liability. The risk with this strategy is that the value of the shares 
remains the same or falls. Where the value remains the same the only real cost is that 
of the interest which you would have to carry for an extended period. In the event of the 
value of the shares falling you will either have to put up additional security or sell the 
shares to repay the debt and this loss will come out of the margin held, which was your 
contribution to the purchase.

Warrants
Warrants are an alternative way of buying shares. Instead of paying the full amount at the 
time of purchase, you pay part of the purchase price. Any dividends earned on the shares 
are used to pay off the capital amount outstanding. Normally, warrants are in force for 
10 years. At the end of the period, if the shares have done well, they will have been fully 
paid for. If not, you as the purchaser have to make up the difference.

Listed investment companies
Listed investment companies can offer similar type of investments as equity trusts. The 
company buys shares in other companies, financial instruments, income earning assets 
or goodwill. Then, as a company, its own shares are quoted on the stock exchange and 
can be bought through a stockbroker. The value of the company’s shares will vary with 
the value of the investments it holds, and also with the share market’s opinion of the 
value of the company itself.
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Chapter 9 
Real estate

Investing in property
Investment in property can either be through indirect investments like property trusts 
and other managed funds, as discussed in Chapter Six, or by direct investment in 
bricks and mortar. Direct investment in property can include residential property, such 
as houses, home units and holiday homes for renting. It can also include an investment 
in commercial properties, such as shops, offices, factories and warehouses. Property is 
a long-term investment. You should consider the implications carefully when deciding if 
this type of investment is suitable for you.

What are the risks?

w	 Property values can increase or decrease, depending on economic conditions.

w	 Keep in mind good tenants may be difficult to find—you may have long vacancy 
periods and damage to your property may occur.

w	 The property must be actively managed either by yourself or through a property manager.

w	 Expenses may be high and occur unexpectedly.

w	 Your money is not easily accessible.

w	 It may be difficult to sell your property quickly.
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What are the advantages?

w	 Well-chosen and managed properties provide regular rental income and potential for 
capital growth.

w	 It is sometimes possible to rent out properties when the rental income is guaranteed 
for a period, for example, Defence Service Homes.

w	 Many of the costs associated with owning and maintaining the property are tax 
deductible.

w	 Property investments are tangible ‘bricks and mortar’.

Taxation on real estate investments

In general terms, any rental income derived from an investment property forms part of your 
assessable income and expenses incurred in deriving that income are allowable deductions 
against any income. A deduction may also apply for depreciation of the assets.

If you receive social security or Veterans’ Affairs payments

Assets test—the home that you normally live in is excluded from the assets test, but 
homeowners have a lower assets test limit than non-home owners.

The value of any other property you own, including holiday homes, is fully assessable 
as an asset. It is valued as the amount of money you would get if you sold the property 
today, less any money you owe on it, unless the debt is secured by the home in which 
you live. In this case the amount of the debt is not taken off the market value of the 
second property.

Income test—income from real estate is assessed as the actual amount received from the 
property, less certain expenses for maintaining it.

Your home as an asset
Your home is an asset. The value of your home, less any debt, is the amount of equity 
that you have in your home. There are a number of accommodation options to consider  
if you are looking for ways of freeing up equity in your home. These options may give  
you investment and lifestyle choices that you may otherwise not be able to consider.  
For example, if you live in a large home, moving into a smaller home or a retirement 
village unit may leave you with extra money to invest, resulting in increased income and 
an improved standard of living. 

Centrelink does not count the home you live in as an asset. Only one home can be 
exempt from the assets test. Changing your accommodation may have implications 
for any income support payments you are receiving so you should always check with 
Centrelink or the Department of Veterans’ Affairs before entering into any arrangements 
involving your home. 
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Retirement villages
Retirement villages accommodate people aged over 55. Residents may be in good health 
or may need help in daily living. Retirement villages are popular with people who need 
more security, support or company but who want to maintain their independence.

Retirement villages are funded by residents’ payments, loans or donations. The amount 
you have to pay on entry to a retirement village will depend on a number of factors and 
will need to be carefully considered before contracts are signed. In some villages, the 
entry contribution is the purchase price of the unit. You will also need to pay ongoing 
fees and charges for services and facilities. 

Granny flat arrangements
A granny flat can be a separate self-contained dwelling built on someone else’s property 
or a right to accommodation for life in a private home. Granny flat rights are usually 
family arrangements.

You may create a granny flat interest if you contribute money or other valuable assets in 
exchange for your granny flat, but your granny flat legally belongs to someone else, even 
though you have secure tenure. 

You should always consider having legal documents drawn up to protect your security of 
tenure and to avoid any problems if your family situation changes. 

Selling and leasing back your home
These are commercial arrangements where you can sell your home, but continue to 
live in it for an agreed period, often for life. Part payment is made when the agreement 
is signed. The balance is paid when you leave the property. Sometimes the agreement 
involves a stream of payments for a fixed number of years. These plans are complex and 
you should investigate them thoroughly ensuring that you seek independent advice.

Home equity conversion loans/reverse mortgages
If you qualify for this kind of loan, you can borrow specified amounts of money against 
the security of your primary residence. In some cases these loans may be secured 
against investment properties or non-owner occupied properties. Usually, there is 
no requirement to make regular repayments until your home is sold or it is no longer 
occupied. While this type of loan can never be in default due to lack of payments being 
made, other conditions of the loan can place it in default. 

To qualify, the providers require you, or you and your spouse in the case of a couple, to 
be of a minimum age—commonly 60 years. Depending on the provider, you may be able 
to borrow amounts as a lump sum, regular payments or a combination of both.



50 Investing for Your Retirement | Real estate

While repayments do not have to be made until the property is vacated or upon your 
death, the interest is compounded and the amount of the debt increases over time. 
Other charges such as an application fee and a monthly charge can also apply. These 
are included with the loan and compound interest is charged. Some providers offer a 
‘no negative equity guarantee’ which means that, if the balance of the loan exceeds the 
proceeds of sale of the property, no claim for this excess will be made against your estate 
or other beneficiaries. However, the guarantee is dependent on you meeting the terms 
and conditions of the loan such as keeping your home insured and well maintained.

The effect of compound interest
If you borrow $30 000 (including application fee), and assuming a fee of $10 is charged 
monthly and the loan interest rate is 8.5 per cent, at the end of ten years the debt would 
have grown to approximately $71 860. This assumes the interest rate remains constant—
a big assumption as usually a variable interest rate applies. Other assumptions that 
need to be made could include the potential value of the property over time, the cost of 
maintenance etc. All strategies and transactions have risk. Assumptions that are made in 
providing projections could be very different from the reality of the situation. 

It is prudent, and sometimes a requirement, that independent legal and financial advice 
is sought before proceeding with such a loan. Discussing the decision to access this 
type of loan with your family members could also be sensible so they can be aware 
of the consequences of such a transaction and, if desired, other alternatives may be 
investigated. For example, you may need the equity in your home later on for another 
purpose, such as funding a place in an aged care home.

Pension Loans Scheme
If you get a part-rate Age or Service Pension or an Income Support Supplement or you 
can’t get a pension because of the income or assets test, you may be able to get financial 
help under the Commonwealth Pension Loans Scheme. If you own real estate in Australia, 
you may be able to obtain a loan that increases your fortnightly pension payment up to 
the maximum fortnightly pension. You will not qualify for the Pension Loans Scheme if you 
can’t receive a pension because of both the income and assets tests.

Your loan will be secured by registering a statutory charge against real estate that you 
or your partner owns. The debt, including accrued interest, will be recovered from the 
money received when the property is sold. If you choose, the loan will not have to be 
repaid until your death. Should you choose the option of repaying the loan after your 
death, you should discuss the matter with the beneficiaries of your will so that they 
are aware of the charge.

For more detailed information on some of these options
The Department of Families, Community Services and Indigenous Affairs has published 
additional information that may be of help to you. This information can be found at  
www.facsia.gov.au  Centrelink FIS Officers may also be able to discuss these 
arrangements with you. 
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Chapter 10 
Superannuation
Help is available if you have a dispute about your superannuation.  
Phone the Superannuation Complaints Tribunal on 1300 780808.

What is superannuation?
Superannuation is an investment vehicle for retirement. Money is accumulated during 
the person’s working life in specialised investments. Employers are obliged to contribute 
to superannuation on behalf of their employees at legislated rates. Employees may 
also choose to contribute to the same fund or to other funds available in the market. 
Self‑employed people and spouses may also contribute to superannuation. Tax deductions 
and/or offsets may be available to people who contribute to superannuation, depending 
on their circumstances.

Investment horizons

When considering superannuation, it is important to remember that this money is 
invested for the long term. If you have choices among super funds, or a choice of 
investment strategies within a fund, you should keep this in mind. Growth assets and 
compounding interest (see page 17) will help build up larger balances in the long run.
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Simplified Superannuation
From 1 July 2007, significant reforms to the taxation of Australia’s superannuation 
system will be implemented. The Simplified Superannuation reforms will increase 
retirement incomes, make superannuation simpler and easier to understand for 
retirees, improve incentives to work and save, and provide greater flexibility over how 
superannuation savings can be drawn down in retirement. A key reform is the removal 
of tax on superannuation benefits for Australians aged 60 and over who have already 
paid tax on their superannuation contributions and earnings. The full details of the 
Government’s superannuation reforms are available at www.ato.gov.au/bettersuper

Super Choice
Since 1 July 2005, new rules on ‘choice of superannuation fund’ allow more employees to 
choose a fund for their future super guarantee contributions. If you are eligible to choose 
under the new rules, your employer will give you a ‘standard choice form’. Under the 
new rules, you’ll be eligible to choose the fund for your future superannuation guarantee 
contributions unless: 

w	 your super is paid under a state award or state industrial agreement 

w	 your super is paid in accordance with a collective agreement or an Australian 
Workplace Agreement 

w	 you are a federal or state public sector employee excluded from choice by law 
or regulations 

w	 you are in a particular type of 'defined benefit’ fund or you’ve already reached a 
certain level of benefit in that fund.

More information about Super Choice is available at www.superchoice.gov.au

Access to superannuation
Superannuation is designed for use in retirement and there are legislative rules 
restricting access to superannuation before retirement. These rules take the form of 
direct restrictions on access to superannuation before retirement, as well as rules 
restricting the investment activities of superannuation funds.

Generally, most of your superannuation cannot be accessed until retirement after the 
relevant preservation age. The preservation age is 55 for people born before 1 July 1960. 
The preservation age increases by small amounts for people born after this date, until the 
preservation age for people born after 30 June 1964 is 60. This money is often called your 
preserved benefit. Contact your superannuation fund for more information. Some people 
may have unpreserved benefits that can be paid out before this earliest retirement age.
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Access to superannuation before retirement is only allowed in very limited circumstances 
when the individual is considered to be in severe financial hardship or there are strong 
compassionate grounds for allowing release. Individuals do not need the assistance 
of an adviser to access superannuation on these grounds. You should contact your 
superannuation fund directly in the case of severe financial hardship or the Australian 
Prudential Regulation Authority (APRA) for early access on compassionate grounds. 
Phone the APRA Information Hotline on 1300 131 060, or write to:

	 Australian Prudential Regulation Authority (APRA) 
GPO Box 9836 
Sydney NSW 2001

Transition to retirement

If you are 55 or over, you can ease into retirement, such as by reducing your working 
hours without reducing your income. Under the ‘transition to retirement’ option you can 
top up your income with a regular income stream from your super savings.

Members who have reached preservation age and are still working may access benefits 
through a transition to retirement income stream. The benefit, in part or in full, can 
be converted to a non-commutable income stream product including lifetime or life 
expectancy pensions or annuities, or non-commutable allocated pensions or allocated 
annuities. Once the member has reached age 65 or satisfied another condition of release 
the allocated pension or allocated annuity can be commuted.

More information about access to superannuation can be found by visiting the 
ATO superannuation website at www.ato.gov.au/super or by contacting the 
ATO Superannuation Infoline 13 1020.

Who can contribute money into superannuation?
From 1 July 2007 superannuation contributions can be made if:

w	 the member is under 65 years of age

w	 they are to satisfy obligations under the superannuation guarantee legislation for 
employees under age 70

w	 they are mandated (compulsory) employer contributions under an award for 
employees under age 75

w	 the member is 65 or over but under 75 years of age and was gainfully employed for at 
least 40 hours in a period of 30 consecutive days during the financial year in which the 
contribution is made (the work test)

–	 by an employer for an employee (including salary sacrifice), or

–	 as a personal member contribution 

w	 they are on behalf of a spouse who is under 65 years of age or between 65 and 70 and 
has satisfied the work test.



54 Investing for Your Retirement | Superannuation

Contributions cannot be accepted once the member reaches 75 years of age. Funds may 
be retained in superannuation indefinitely.

Under the Government’s Simplified Superannuation reforms, the self‑employed (and 
other eligible persons currently able to claim deductions for personal superannuation 
contributions) will be able to claim a full taxation deduction for these contributions made 
on or after 1 July 2007. This provides equivalent treatment for employees who can salary 
sacrifice into superannuation and the self‑employed.

If you are still employed
Superannuation is now a right for most paid workers and your employer should be paying 
into your superannuation fund. You may also be paying extra contributions into the same, 
or another fund.

Make sure you know the name and address of your superannuation fund and don’t forget 
to tell them if you change your address. Otherwise, you may miss out on some of your 
superannuation entitlements when you retire.

Australian Government superannuation co-contribution
The Australian Government contributes $1.50 for every dollar of eligible personal 
superannuation contributions made by qualifying employees. The maximum 
co‑contribution of $1 500 is payable for those with assessable income and reportable 
fringe benefits of $28 000 or less. This amount is reduced by 5 cents for every dollar of 
annual income over $28 000. The co‑contribution cuts out completely for persons with 
income of $58 000 or higher. 

The Government’s Simplified 
Superannuation reforms include 
an extension of the co‑contribution 
scheme to eligible self-employed 
persons, effective from 1 July 2007,  
that is, on eligible personal 
superannuation contributions 
made on or after 1 July 2007. 
Both self‑employed persons and 
employees will be subject to the 
same criteria to be eligible for 
the co‑contribution. For further 
information phone the Australian 
Taxation office on 13 1020, or visit 
www.ato.gov.au/bettersuper 
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The Government announced in the 2007–08 Budget that it will further reward persons 
who were entitled to receive a co‑contribution in respect of the 2005–06 income year 
by providing an additional one‑off superannuation co‑contribution that will double the 
co‑contribution for that year. Only those persons who would have been eligible for the 
co‑contribution in respect of that year under the eligibility criteria that applied at the time 
are eligible for the additional payment. 

Tax on superannuation during the accumulation phase

The income superannuation funds generate is taxed concessionally at a maximum rate of 
15 per cent. When a tax deduction has been claimed for a contribution to superannuation, 
whether by the member or their employer, the amount claimed as a deduction is 
assessable for tax purposes at 15 per cent in the hands of the superannuation fund. 
Generally, members’ undeducted contributions (ie. from after tax money) are not subject 
to the tax. Dividend imputation credits and other tax offsets and tax deductions may 
reduce the rate of tax actually paid by the fund.

Special rules apply to the taxation of withdrawals from superannuation funds.  
A surcharge tax applied to certain contributions for high income earners up to  
30 June 2005. Although superannuation surcharge is now abolished a levy may still apply 
in certain circumstances for surchargeable contributions made up to 30 June 2005.

As part of the integrity measures required to implement the Government’s Simplified 
Superannuation reforms two new caps (and potential taxes) on contributions have 
been introduced on individuals where their concessional contributions (generally those 
that are deductible and assessable in the fund’s hands) and/or their non‑concessional 
contributions (generally those that are undeducted) exceed certain annual caps.

Make sure your super fund has your tax file number. If it doesn’t you may be charged a 
higher tax on contributions and your fund may not accept some types of contributions.

More information about superannuation contributions and about tax on superannuation 
contributions and earnings can be found by visiting the ATO superannuation website at 
www.ato.gov.au/super or by contacting the ATO Superannuation Infoline 13 1020.

Types of superannuation funds
Retirement Savings Accounts (RSAs)
These investments have been made available through financial institutions to provide 
a very safe environment for superannuation savings. These accounts are suitable for 
people with small balances in superannuation or for those whose investment term is 
short. The accounts provide a guarantee from the financial institution and they try to 
keep costs to a minimum. By providing a guarantee for the capital in the account, most of 
the money held in these accounts is invested in the cash market. In times of low interest 
rates the return on these accounts will be low. The risk the account holder carries is that 
the return will not be enough, over time, to produce an adequate retirement income.
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Public offer superannuation funds
These are superannuation investments available to any member of the public who is 
eligible to contribute to superannuation. This group includes master trusts (see page36) 
that cater for superannuation investments.

Most of these funds offer several investment options ranging from capital guaranteed to 
growth funds. Capital guaranteed options usually have their assets invested in the cash 
and fixed interest markets. Capital stable funds usually have some exposure (10 per cent 
to 40 per cent) to the share and property markets. Managed and growth options would 
show greater exposure over the share and property markets, in some instances up to 
90 per cent or even more.

You could decide, or seek advice to help you decide, how to spread your investments 
over the options available.

Life insurance and/or death and disability cover may be included, at a cost, in these funds.

Industry funds
These funds first became popular when superannuation became part of the various 
industry awards. Each industry set up a fund for people working in that industry although 
they are now often available to members of the public. Life insurance and/or death and 
disability cover is usually included at a cost in these funds.

Employer-sponsored funds
These are superannuation funds set up by the employer. There is a general requirement 
for equal numbers of employer and employee representatives on the trustee board. 
These funds may be managed by a fund manager appointed by the trustee board or by 
the employer personally. There are, however, strict guidelines concerning how the money 
within the fund can be invested.

These funds may include life insurance and/or death and disability cover at a cost.

Self managed superannuation funds (SMSF)

Those who wish to have more control over how their superannuation is invested and 
believe they have the expertise to manage their own investments, may set up their own 
superannuation funds. These are known as ‘self managed superannuation funds’ or 
‘Small APRA funds (SAFS)’ (they were formally known as Do-it-yourself superannuation  
or DIY funds).

SMSF’s are regulated by the ATO. They are small superannuation funds with less than five 
members where all members must be trustees and are responsible for making decisions 
about the fund for the benefit of all members in the fund. SAF’s are regulated by the 
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Australian Prudential regulation Authority (APRA). They are small superannuation funds 
with less than five members and have an appropriately authorised trustee appointed 
who is independent to the members.

Many informative books on this topic are readily available in bookstores. This is a complex 
area and it is best to get professional advice from a licensed financial planner and/or an 
accountant before setting up a self managed superannuation fund. More information on 
setting up and operating theses funds can be sought from the ATO and APRA.

Lost members register (LMR)

The Lost Members Register (LMR) is a central register administered by the Australian 
Taxation Office (ATO), of superannuation fund members and retirement savings account 
(RSA) holders when their fund or account provider has lost contact with the person.

A lost member or account holder is a member of a superannuation fund, approved 
deposit fund, eligible rollover fund or is a holder of an RSA who is not contactable, 
is an inactive member/account holder or joined the fund as a lost member or a lost 
RSA holder.

Many superannuation funds have access to a product called SuperMatch. SuperMatch 
enables funds to request searches of the LMR on your behalf. SuperMatch can also 
search for any unredeemed Superannuation Guarantee vouchers or Superannuation 
Holding Accounts Reserve accounts that may belong to you.

To find your lost superannuation you can contact your current superannuation fund 
to conduct a search for you via SuperMatch. Alternatively, you can complete the Lost 
Members inquiry form located on the superannuation website at www.ato.gov.au/super 
under ‘Lost Members Register’.

The ATO also has a tool that can assist in locating lost superannuation called Superseeker. 
Superseeker will search the LMR and other tax office records including superannuation 
holding accounts special account and superannuation guarantee records. It is available 
online via the ATO website or by phoning the Tax Office on 13 28 65.

Where a person’s details are found to match those of an account listed on the LMR, the 
ATO can provide the person with the name of the superannuation fund or where the 
RSA account is held. 

As part of the Government’s Simplified Superannuation reforms, the ATO will be 
undertaking an extensive letter campaign in 2007–08 and 2008–09 to contact lost 
members and advise them of the details of their lost accounts.

People who are over age 65 may have superannuation which has become ‘unclaimed 
superannuation’. Up until 1 July 2007, this money has been paid to the state or territory 
government in which the superannuation fund is based. This may not be the state or 



58 Investing for Your Retirement | Superannuation

territory in which the person lived or worked. Unclaimed superannuation is held in 
trust by the relevant government until claimed by the rightful owner or their estate. 
Superannuation which becomes ‘unclaimed’ from 1 July 2007 onwards will be paid to the 
Australian Taxation Office, which will provide a single access point for individuals searching 
for lost or unclaimed superannuation and a simpler claims process going forward. 

Termination payments
When you leave your job you may be entitled to receive a termination payment. From 
1 July 2007, termination payments will either be employment termination payments or 
superannuation benefits. 

Superannuation benefits are generally payments from superannuation funds. An 
employment termination payment is a lump sum payment made in consequence of the 
termination of employment. They can include:

w	 amounts for unused rostered days off 

w	 amounts in lieu of notice 

w	 a gratuity or ‘golden handshake’ 

w	 an employee’s invalidity payment (for permanent disability, other than compensation 
for personal injury), and 

w	 certain payments after the death of an employee.

Employment termination payments do not include:

w	 superannuation benefits,

w	 a payment for unused annual leave or unused long service leave, or 

w	 the tax-free part of a genuine redundancy payment or an early retirement 
scheme payment.

The income tax treatment of both types of payments will change. For example, employment 
termination payments made on or after 1 July 2007 won’t be able to be rolled over into 
super unless you meet the requirements of the transitional arrangements.

What are the changes from 1 July 2007?

The changes that will apply from 1 July 2007 are as follows:

w	 Reasonable benefit limits (RBLs) will be abolished. RBLs restrict the amount of 
concessionally taxed termination and super benefits an individual can receive over 
their lifetime. Eligible termination payments which exceeded the reasonable benefit 
limits for income years before 2007–08 must be correctly declared in income tax 
returns for those years.
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w	 A payment will generally need to be received within 12 months of the termination to 
qualify as an employment termination payment. Payments received outside 12 months 
will be taxed as ordinary income at marginal tax rates.

w	 Employment termination payments made after 1 July 2007, (other than those made 
under the transitional arrangements) won’t be able to be contributed or rolled over 
into super.

w	 From 1 July 2007, any invalidity or pre-July 1983 amounts in a life benefit employment 
termination payment will be tax-free. The tax on any remaining taxable component will 
depend on your age.

w	 The cap on concessionally taxed employment termination payments is $140 000 for 
the 2007–08 income year and will be indexed. The taxable components of all life 
benefit employment termination payments received in an income year are counted 
towards this cap. The taxable components of any payments in excess of the cap are 
taxed at the top marginal rate plus the Medicare levy.

w	 The tax treatment of death benefit employment termination payments will depend on 
whether they are made to a dependant or non-dependant and how much is paid.

Are there any transitional arrangements?

Transitional arrangements apply to employment termination payments made between 
1 July 2007 and 30 June 2012 if you were entitled, as at 9 May 2006, to a payment made 
on the termination of employment under:

w	 a written contract 

w	 an Australian or foreign law (or an instrument under such a law), or 

w	 a workplace agreement under the Workplace Relations Act 1996.

These documents must do this by referring to the amount of the payment or a method 
or formula to work it out. It may allow you to choose how the payment is made— for 
example, as a payment made in kind, such as shares. Transitional termination payments 
may be:

w	 contributed (in full or in part) to a super fund, or 

w	 used (in full or in part) to buy a super annuity before 1 July 2012.

More information about employer termination payments, their tax treatment and  
the transitional arrangements is available from the superannuation website at  
www.ato.gov.au/bettersuper or by contacting the ATO Superannuation Infoline 13 10 20.
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Chapter 11 
Income streams
This section provides a general overview of income streams. For more 
detailed information on income streams read Retirement Income Streams 
at www.facsia.gov.au

Introduction
Having an adequate income throughout your retirement years is a fundamental part of 
enjoying retirement. Retirement income streams are a popular investment choice for 
retirees as a way of producing regular income payments throughout retirement.

Trying to match the investment in income streams to your income needs can require 
some considerable thought. In practice, our retirement income needs will vary 
throughout retirement years.

Some people take the view that they should have higher income in the earlier years of 
retirement when they are healthy and active. Hence, with greater activities, including 
travel, expenses may be higher.



62 Investing for Your Retirement | Income streams

Others take the view that they should try to limit living expenses in earlier years to 
build up capital for later in retirement and also to provide for contingencies such as 
health costs. 

There is no right or wrong answer to this. There may be phases of retirement where your 
income needs will vary. What you do is to try to design your income stream investments 
so that the right amount of income is produced at the right times.

You should also consider how much of your available money you invest in income 
streams. They are not the only option available and it is always prudent to retain 
access to some money for emergencies or other irregular expenses such as home 
maintenance costs.

Using a retirement income stream is simply a way of dealing with many of the financial 
issues to which you have become accustomed before retirement.

Retirement income streams are investments which allow you to obtain regular income 
and capital payments, and thereby provide you with a basis for managing ongoing 
income and spending patterns.

Some retirement income streams are not very flexible and you should consider the 
advantages and disadvantages of each type of income stream carefully. After becoming 
more familiar with them you may decide that other options best suit your needs.

Types of income streams
There are two main types of retirement income streams – pensions and annuities.  
A pension is the name given to income streams which are payable from superannuation 
funds, whereas an annuity is the name given to income streams which are generally 
payable from life insurance companies. There are many similarities between these two 
types of income streams. The key point to focus on first is what type of features do you 
want from your income stream?

Apart from the distinction between pensions and annuities, income streams also fall 
into two other categories, being those that are account based and those that are not 
account based.

Account based income streams

The ‘account based’ variety is the most flexible type of income stream. When you invest 
in an account based income stream, you have an investment account within the relevant 
fund. Your investment account balance will increase as investment earnings are added 
to your account and decrease as you draw down regular income payments. For as long 
as the income stream lasts, you will have an account balance. The most common type of 
account based income stream has been referred to as an allocated income stream.  
A more recent type is a term allocated pension.
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Non account based income streams

These are income streams which do not have an account balance. They generally have 
a purchase price and you exchange a lump sum of money for an income stream over 
either a fixed period of years, or for your lifetime. These payments are guaranteed to be 
payable by the organisation providing the product. These are also referred to as fixed 
term pensions and annuities or lifetime pensions or annuities. 

Type of income 
stream

Pensions Pensions Annuities Annuities

Category Account based Non account 
based

Account based Non account 
based

Common 
product  
names used

Allocated 
pensions

Market linked 
pensions 
(also called 
term allocated 
pensions)

Lifetime 
pensions

Fixed term 
pensions

Allocated 
annuities

Market linked 
annuities

Lifetime 
annuities

Fixed term 
annuities

Who provides retirement income streams?
Retirement income streams are provided by many different organisations and 
superannuation funds.

Life insurance companies offering income streams (ie everything except allocated and 
market linked income streams) are subject to certain government regulations. To support 
the guarantees that they offer, these companies must carry a prudent level of ‘capital 
reserves’ so that they are able to withstand substantial fluctuations in investment 
markets without affecting the guarantees they have provided. These regulations are 
administered by the Australian Prudential Regulatory Authority (APRA).

On the other hand, pensions are incomes paid from superannuation funds. APRA also 
applies prudential controls to superannuation funds offering lifetime, life expectancy 
or fixed term pensions. Life insurance companies are subject to stricter requirements in 
terms of reserving assets to meet their payment obligations than superannuation funds. 
The most common types of funds providing income streams are:

Public offer funds—the name merely indicates that the general public (subject to 
meeting certain conditions) are able to join the fund. Most public offer funds are 
operated by large institutions including banks, life insurance companies, credit unions, 
investment managers and financial advisory groups.

While there is a concentration towards account based income streams (allocated and 
market linked income streams) by this group of income providers they are also able to 
provide non account based income streams (lifetime and fixed term income streams).
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Defined benefit funds—these funds usually provide pension benefits to people who have 
been members of the employer organisation’s own superannuation fund for numerous 
years. The pension benefits are usually a percentage of the member’s pre‑retirement 
salary or wage and are usually payable for (at least) the lifetime of the member.

The most common examples of defined benefit funds paying pensions are funds 
established for State Government and Commonwealth employees.

Industry funds—a number of industry funds provide pension benefits to members. 
Those that pay pension benefits generally restrict their activities to allocated pensions. 

These funds first became popular when superannuation became part of various industry 
awards. Management of the fund includes employer and employee (often union) 
trustees. Many of the large industry funds now have (limited) public offer status and are 
available to a wide range of workers.

There are many industry funds in Australia—some of the largest are Retail Employees 
Superannuation Trust (REST), Aust Super, and Health Employees Superannuation Trust of 
Australia (HESTA) amongst others.

Self managed funds—these funds (which are also often referred to as DIY funds) make 
up a significant part of the Australian superannuation scene. Self Managed funds will 
have 4 or less members and more commonly one or two members only. While most are 
used by people in the pre-retirement phase of life, an increasing number are being used 
to provide retirement income streams.

Self managed funds can be used for the delivery of most varieties of pensions, but the 
vast majority are used to provide account based allocated pensions. These types of funds 
are subject to the same income stream rules as other types of superannuation funds, 
except in relation to lifetime, life expectancy and fixed term pensions where there are a 
few special rules.

Which one?
If you want to retain the most flexibility with your financial affairs, then it is likely that an 
account based income stream will be the most suitable option. Alternatively, if you seek a 
high level of security, and flexibility is not a major issue then a lifetime or life expectancy 
income stream may be more appropriate. 

Of course, it may be that you want a bit of both—a high level of security and certainty of 
income for part of your money and a high degree of flexibility with the balance. 

If this suits your needs then investing in more than one income stream may be the best 
option. There is no limit on the number of income streams you may invest in. In fact, you 
may choose to invest in more than one income stream simply to spread your risk.
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What are the risks?
As with any investment, retirement income streams involve some degree of risk. 
Everyone views risks differently, however with income streams there are three main 
dimensions to risk:

Security—means how much risk is involved in the investments underlying the income stream. 

Certainty—means how predictable the amount of the payments are from the income stream.

Outliving—means the risk that you will outlive your income stream payments.  
Only lifetime income streams do not have this risk. 

However, within the range of income streams available there are ways in which you 
can reduce risks to a level that you are comfortable with. What you need to do is to 
match the most appropriate income stream (or streams) and their features to your own 
specific circumstances.



66 Investing for Your Retirement | Income streams

Comparison of different types of income stream products
Account based and non account based income streams have a range of features that 
can vary considerably. However, there are some general features common to each which 
can be considered when trying to determine which income stream may best meet your 
circumstances. The advantages and disadvantages of these are summarised below.

Advantages and disadvantages of account based income streams
Advantages Disadvantages

1.	You have significant flexibility in the 
income you draw from year to year.

2.	You generally have access to your 
money at all times.

3.	You receive a regular income payment.

4.	You usually have a range of investment  
options to choose from.

5.	Your family, beneficiaries, or estate  
will receive the investment account 
balance on your death.

1.	You do not have a guarantee that the 
regular income payments will continue 
for your lifetime or any fixed term.

2.	You may be subject to unfavourable 
fluctuations in investment markets.

3.	You need to continue to be involved in 
the decision making process each year.

4.	You can only use ‘superannuation 
money’ as the purchase price.

Advantages and disadvantages of non account based income streams
Advantages Disadvantages

1.	They provide a guaranteed level of 
income for a fixed term or for your 
lifetime and possibly that of a  
spouse also.

2.	After you invest you do not have to 
worry about what is happening in 
investment markets. If the sharemarket 
drops or interest rates decrease, 
your income will remain at the level 
you commenced with, subject to any 
indexation increases.

3.	Once you have made your initial choices 
these products are very simple – you 
receive a regular income for the term or 
the rest of your life.

4.	For lifetime products, you may ‘gain’ 
significantly if you live a long time. 

1.	From an income viewpoint they are 
inflexible, as you do not get to choose  
a different income level at any time.

2.	You cannot generally access any of the 
money you invest at any time.

3.	If investment markets boom or interest 
rates increase, you do not participate 
by way of additional income, as your 
income payments are locked in at 
commencement. 

4.	For lifetime products, you may  
‘lose’ some capital in the event of 
premature death.
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The following table provides a summary of the different types of income stream products 
and shows how their features vary. 

Features

Account  
based  

income  
streams 

Account 
based market 
linked income 

streams1

Non account 
based lifetime 

income 
streams2

Non account 
based fixed 
term income 

streams3

Annual income 
payments  
are guaranteed

No No Yes Yes

Investment choice Yes Yes No No

Fixed term No Yes No Yes

Access to capital Yes No No No

Recipient can vary 
annual income received

Yes Yes No No

Death benefit payable Yes Yes Possible4 Yes

Asset test concession  
(if purchased):5

* pre-20 Sept 2004 N/A N/A 100% 100%

*between 20 Sept 2004    
  and 20 Sept 2007

N/A 50% 50% 50%

Income tested Yes Yes Yes Yes

Notes:
1.	 Income stream must meet requirements in s.9BA of Social Security Act 1991.
2.	 Income stream must meet requirements in s.9A of Social Security Act 1991.
3.	 Income stream must meet requirements in s.9B of Social Security Act 1991.
4.	 Death benefits are payable only where a guarantee period exists and all beneficiaries die within the 

guarantee period.

5.	 From 20 September 2007, all new income streams will generally be 100 per cent assets tested.

What are the tax rules?
The tax rules for your retirement income stream will depend your age and the type 
of fund that is paying you the income stream. However, because there are so many 
variations that are available, you need to discuss these issues with your financial adviser 
or accountant. 

More detailed information on tax and income streams is available in the publication 
Retirement Income Streams at www.facsia.gov.au and from the Australian Taxation Office 
at www.ato.gov.au or on 13 28 61.
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Usually tax free
From 1 July 2007, if you are over age 60, the income payments you receive will be tax 
free if they are paid from a taxed super source or fund. Most retirement income streams 
are payable from taxed super funds – this means funds that are subject to tax on their 
income along the way. All account based income streams and most publicly available 
non account based income streams are payable from a taxed source (or fund).

The tax free status of your income stream applies regardless of how much income you 
derive. So theoretically, if you invested in an account based product you can draw the 
whole amount out and not pay any tax on the amount. And because the amount is 
tax free you don’t even have to include it in your tax return.

Social security rules
Most investments are subject to means testing arrangements for social security pensions 
and allowances and Veterans’ Affairs pensions.

Retirement income streams are no different and they are subject to means testing. 
However, they have their own specific rules for both the income and assets tests.

For the income test, special rules are applied to most income streams because the 
income stream payments you receive will generally include a return of part of your 
capital. So there needs to be a way of working out which bit is income and which is your 
capital. Generally, for the income test, it is only the income part which is counted under 
the income test.

From 20 September 2007, all income streams, except defined benefit income streams, 
are counted for the assets test.

If you need more information about social security rules, read Retirement Income 
Streams at www.facsia.gov.au or you could seek further information from a Centrelink 
Financial Information Service Officer.
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Chapter 12 
Information for social security and 
Veterans’ Affairs customers
This information relates to age and service pensions. Information on the 
income and assets tests in relation to other income support payment 
should be obtained from Centrelink.

Australia has a social security system based on need and designed to be a safety net for 
people who are unable to support themselves. 

The income and assets tests are used to target the system so that it remains affordable 
for Australian taxpayers. The tests are kept under review to make sure that the funds 
available for social security expenditure are targeted to people in the community most 
in need. Pensions are assessed under both the income and the assets test and the 
test that results in the lower (or nil) rate of pension is the one that is used to work out 
their pension rate. If you are a member of a couple, your pension is calculated on your 
combined income and assts, regardless of which one of you actually receives the income 
or owns the assets.
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Income test
In general, the social security income test uses the gross ordinary income of people and 
measures income from all sources. Under social security law all income earned, derived 
or received for a person’s own use or benefit, is counted as income. The only exceptions 
are those items specifically exempted under social security law. This ensures that social 
security support payments are targeted to those with the least resources available for 
their own support. 

While serving the prime purpose of targeting social security assistance, the income test 
is also designed to encourage people to supplement their income support payments with 
other income. From 1 July 2007 a couple with one or both members receiving a pension 
can have other income up to $232 a fortnight (combined) before the pension starts to be 
reduced. This pension income test ‘free area’ is adjusted each year in July for increases 
in the cost of living using the Consumer Price Index (CPI). For each dollar to income over 
the income test ‘free area’ the pension is only reduced by 20 cents for each member of 
a couple. From 1 July 2007 a part pension is still payable up to an income of $2 439.00 a 
fortnight (combined) for a pensioner couple. The effects of the free area and taper rates 
means that pensioner couples are always better off receiving additional income. 

What is income?
The following are the common types of income that are counted as income for 
pension purposes:

w	 deemed income from financial assets

w	 salaries and wages

w	 the monetary value of non-income benefits paid in lieu of salary wages 

w	 superannuation pensions

w	 overseas pensions

w	 payments from immediate annuities, allocated annuities and allocated pensions

w	 income from real estate 

w	 profits from farms, private trusts, private companies and other businesses such 
as partnerships

w	 income from estates and life interests 

w	 distributions from private trusts and private companies. 
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Deeming
The deeming rules are a central part of the social security income test. They are used 
to assess income from financial investments for social security and Veterans’ Affairs 
pension/allowance purposes. Deeming assumes that financial investments are earning  
a certain rate of income, regardless of the amount of income they are actually earning.  
If pensioners earn more than these rates, the extra income is not assessed. 

The main types of financial investments are:

w	 bank, building society and credit union accounts and term deposits

w	 managed investments, loans and debentures

w	 listed shares and securities.

 From 1 July 2007, a deeming rate of 3.5 per cent applies to:

w	 the first $39 400 a single customer’s total financial investments

w	 the first $65 400 of a pensioner couple’s total financial investments

w	 the first $32 700 of total financial investments for each member of an allowee couple. 

A deeming rate of 5.5 per cent applies to financial investments above these amounts.  
The thresholds at which the higher deeming rate begins to apply are indexed in line with 
the CPI in July each year. 

The lower deeming rate reflects the expectation that customers will generally choose to 
have savings in investments with very high accessibility and safety, but which tend to 
provide relatively low income.

The higher deeming rate reflects the expectation that customers with higher amounts 
savings should seek higher returns on some of their savings, either by accepting 
relatively lower accessibility (eg term deposits) or by accepting some more risk 
(eg shares).

However, the deeming rules also create incentives for investors to earn more income 
from their savings. If pensioners and allowees respond to the deeming rules by 
investing to get higher returns, their total income will increase. The introduction and 
application of the deeming system has led to an increase in the total income of the 
pensioner population.
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The assets test
The assets test is designed so that people with substantial assets, apart from their home, 
use the assets (either directly or to produce income) to meet their day-to-day living expenses 
before calling on the social security system for support. The assets test has thresholds before 
it affects a person’s rate of payment. From 1 July 2007 these thresholds are:

w	 $166 750 for a single home owner

w	 $236 500 for home owner couples

w	 $287 750 for non-home owner singles

w	 $357 500 for non-home owner couples.

In general, the value used is the current net market value, or the amount which you could 
reasonably expect to get for the asset if offered for sale on the open market, less any debts 
owed on the asset. Debts on the asset will include mortgages or secured overdrafts.

Where a person’s rate of pension is worked out under the assets test, the value of  
their assets above the assets free area currently reduces their pension by $78 a year  
($3 a fortnight) for each extra $1 000 in assets. This is known as the assets test taper rate.

From 20 September 2007 the pension assets test taper rate will be halved so that 
pensioners will only lose $1.50 instead of $3 in pension every fortnight for each  
$1 000 of assets above the allowable assets limits.

Assets value limits – service pension and age pension
The value of the assets you may own before your rate of pension reduces depends on 
your marital status and residential situation:

w	 there are different limits for singles and couples

w	 as the principal place of residence is an exempt asset, non-home owners are allowed 
the concession of a higher assets value limit.

The assets value limits for service pension and age pension are:

Low Limit 
(home owners)

High Limit 
(non-home owners)

Singles $166 750 $287 500

Couples — combined $236 500 $357 500

This means you can have assets up to and including these amounts and still get the 
maximum rate of pension, provided your income does not exceed the income free 
area. The assets value limits are adjusted in each July in line with movements in the 
cost of living.
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What are assets?
What assets are assessed?

The following list shows the common types of assets that are counted for 
pension purposes:

w	 money in bank, building society and credit union accounts

w	 investments in shares, managed investments, bonds and debentures

w	 vehicles (including cars, boats and caravans)

w	 household contents and personal effects

w	 businesses, companies and partnerships

w	 real estate (other than the principal residence)

w	 properties (including farms) – see notes at end of this list for explanation

w	 trusts

w	 life assurance/insurance

w	 loans

w	 gifts (totalling more than $10 000 in a financial year or totalling more than $30 000 in 
a rolling five-year period)

w	 asset-tested short term income streams

w	 asset-tested long term income streams

w	 superannuation funds and rollover funds (such as approved deposit funds or deferred 
annuities) for pensioners who are over pension age

w	 cash on hand over $500

w	 bullion

w	 collections for trading, investment or hobby purposes. 

NOTE: Assessment of properties:

Two hectares and under

Where the principal home and adjacent land on one title document is two hectares and 
under the person must satisfy the “private Land Use Test”. That is, the land must be used 
primarily for private and domestic purposes. This exemption is available to all income 
support recipients.
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Land over two hectares

Where the principal home 
and adjacent land on one title 
document is over two hectares the 
concessional assets test treatment 
may apply. The pensioner must 
satisfy the “Extended Land Use 
Test”, which requires the following 
criteria to be met. The pensioner 
must:

w	 be of age pension age, qualify 
and be payable for the Age 
Pension or a Carer Payment, or 
qualify and be payable for the 
DVA Service Pension

w	 have a long-term (20-year) 
continuous attachment to the 
land and their principal home

	 and

w	 satisfy that they are making 
effective use of productive 
land to generate an income, 
given their capacity.

Income generated from the effective use of the land
If income generated from the effective use of the land is going directly to the pensioner 
qualifying for the concession then it is assessed under the income test in the usual way.

If the income generated from the effective use of the land is going to a close family 
member working the land then the income is not assessed as being received by 
the pensioner.

What assets are not assessed?
w	 the value of investments in a superannuation fund, or rollover fund (such as an 

approved deposit fund or a deferred annuity) but only until you reach pension age or 
start to draw an income stream from the fund

w	 the value of an interest in a granny flat or sale leaseback home (conditions apply)

w	 the value of a cemetery plot for you or your partner and pre-paid funeral expenses
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w	 an amount in an exempt funeral investment (up to $10 000 from 1 January 2008)

w	 aids and appliances for a disabled person

w	 the value of medals awarded to you

w	 the value of the former home in which you resided prior to you becoming an aged care 
resident, for up to two years from the day you entered a care situation

w	 the value of a lump sum accommodation bond paid to a residential aged care facility

w	 principal place of residence which you own for up to 2 years whilst you are absent 
from that residence because you are personally providing community based care to 
another person

w	 the value of the former home in which you resided prior to you becoming an aged care 
resident, but only if you are:

–	 paying an accommodation charge and renting out your former home, or

–	 paying an accommodation bond wholly, or partly by periodic payments while 
renting out your former home. 

If you sell your principal home the proceeds of the sale will be an exempt asset for 
12 months, up to 24 months in some circumstances, as long as you are planning to use 
the proceeds to buy another home. You will be deemed to be earning interest on the 
proceeds in the meantime, however, and this will be counted under the income test.

Pension Bonus Scheme
The pension bonus scheme encourages people of age pension age to defer claiming 
the Age Pension while continuing to work. People who choose to continue working can 
accrue a tax-free lump sum at the time they claim and receive the Age Pension. The size 
of the bonus is linked to the number of years a person defers Age Pension and keeps 
working (up to a maximum of five years) and to the rate of Age Pension payable when it 
is granted.



76 Investing for Your Retirement | Information for social security and veterans’ affairs customers



77Taxation issues | Investing for Your Retirement

Chapter 13 
Taxation issues

Simplified Superannuation
On 15 March 2007, legislation was enacted which will implement significant reforms to 
the taxation of Australia’s superannuation system.  The Simplified Superannuation 
reforms will increase retirement incomes, make superannuation simpler and easier to 
understand for retirees, improve incentives to work and save, and provide greater 
flexibility over how superannuation savings can be drawn down in retirement.  
A key reform is the removal of tax on superannuation benefits for Australians aged 
60 and over who have already paid tax on their superannuation contributions and 
earnings. Most of the changes will take effect from 1 July 2007.  The full details of the 
Government’s superannuation reforms are available at www.ato.gov.au/bettersuper

Tax offsets and incentives 
The Age Pension is a taxable payment. However, as a result of the Senior Australians Tax 
Offset (SATO), you don’t have to pay income tax if you receive only the Age Pension.  
The SATO is available to anyone 
who meets certain conditions 
covering age, eligibility for 
Commonwealth pensions or 
similar payments, not in prison 
and income. The source of a 
person’s taxable income does 
not affect eligibility for the SATO.

The SATO ensures that age 
pensioners pay no tax if their 
taxable income (including all 
pension and non-pension 
income) is less than the income 
test free threshold for the   
Age Pension. There are also 
Medicare levy thresholds for 
people eligible for the SATO to 
ensure they do not have to  
pay the levy until they incur a 
tax liability.
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Any unused part of the SATO can be transferred between members of a couple if both 
parties are eligible to claim the SATO (or the pensioner tax offset). The calculation of this 
transfer will normally be done by the ATO from information provided in the tax returns. 
The SATO can only reduce a taxpayer’s tax liability and cannot be used to offset their 
Medicare levy or be refunded to them if not fully used.

In some cases people eligible for the SATO will no longer have to lodge a tax return.  
For more information about the conditions for eligibility refer to the fact sheets on the 
ATO website www.ato.gov.au or call their Personal Tax Infoline on 13 28 61.

In calculating your income, the tax office is interested in what you actually earned for the year. 
Social security or Veterans’ Affairs deeming rules are not relevant for taxation purposes. 

Mature age worker tax offset

The mature age worker tax offset is an extra incentive for people to stay in work 
beyond the age of 55. The offset is available to people aged 55 and over, and provides 
a maximum annual rebate of $500 based on their income from working. The offset is 
payable on assessment. For further information phone the ATO on 13 28 61, or visit  
www.ato.gov.au

Low income tax offset

A tax offset is available for taxpayers whose taxable income is below a certain amount. 
From 1 July 2007, the full offset is available to individuals with taxable income below 
$30 000, while a reduced offset is available on taxable incomes up to $48 750.  
Further information on the offset can be obtained by calling the ATO on 13 28 61.

Superannuation low-income spouse tax offset

Seniors can claim an 18 per cent tax offset for contributions made to a complying 
superannuation fund or retirement savings account for a non-working or low-income 
earning spouse. Where a spouse is aged 65 or over, there are contribution work tests, 
which may prohibit the ability to make contributions on their behalf. The maximum tax 
offset is available for contributions of up to $3 000, where the spouse’s income does 
not exceed $10 800. A reduced offset is available where the spouse’s income is above 
$10 800, but less than $13 800.

Tax deductions for contributions to superannuation for  
self-employed persons

Under the Government’s Simplified Superannuation reforms, with effect from  1 July 2007 
eligible self-employed persons will be able to claim a full deduction for all contributions 
to superannuation until age 75. 
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The Medicare levy

Most Australian residents pay the Medicare levy. Some Veterans’ Affairs pensioners and 
people on the blind pension or Sickness Allowance may be exempt. There is also relief for 
low income earners and people who receive the pensioner tax offset or SATO.

Capital Gains Tax (CGT) discount 

Under the capital gains tax arrangements, only 50 per cent of nominal gains are taxed 
where the assets are held for at least one year.

CGT may be payable when shares or property bought or received after 19 September 1985 
are sold. The calculation of the CGT liability is complex and detailed records should  
be maintained.

Publications explaining how to work out your capital gains and capital losses are 
available from the Australian Taxation Office (ATO). You can get these by phoning  
1300 720 092 or by downloading them from www.ato.gov.au 

Capital gains and losses can also occur with fixed interest and managed investment 
products even if you do not sell your investments because the fund manager may have 
traded assets and the gains must be distributed.

With Property Trusts Tax deferred income may also be provided, as advised in distribution 
statements. This may reduce the cost base for capital gains tax.

Pay As You Go (PAYG) instalments

Pensioners who qualify for a full or part SATO are exempt from the PAYG instalment 
system. PAYG instalments seek to ensure that tax is collected on investment or business 
income earned during the previous quarter. When a person has a notional tax amount 
notified by the Taxation Commissioner of less than $8 000 they can choose to pay one 
annual PAYG instalment. PAYG instalments are not an extra tax. 

Doing your tax
There are many ways you can lodge your tax return with the Tax Office depending on how 
simple or complicated your tax affairs are. The Retirees TaxPack contains a shorter tax 
return form and has been designed specifically for retirees with relatively straightforward 
tax affairs.  Information about your eligibility to complete this tax return form is 
contained in the Retirees TaxPack. 

You may also be able to lodge your tax return electronically via e-tax or over the 
telephone by calling the lodgement service on 13 28 65.
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In the 2007–08 Budget, the Government announced that the Australian Taxation Office 
(ATO) will pre-fill electronic individual income tax returns for the 2007–08 and following 
income years.  The pre-filling of tax returns will make completing income tax returns 
easier for around nine million individual taxpayers who use e-tax or lodge their returns 
through tax agents. 

The ATO will automatically include the following information in returns:

w	 salary, wages and allowances, where the employer has electronically lodged the 
employee’s payment summary with the ATO

w	 dividend and interest income and distributions from managed funds

w	 payments from Centrelink, the Department of Education, Science and Training and the 
Department of Veterans’ Affairs

w	 Medicare out-of-pocket expenses and private health insurance information

	 and 

w	 Higher Education Contribution Scheme and Higher Education Loan Programme details. 

In addition, for taxpayers who made a small total deduction claim in the previous year, 
the ATO will enter the deduction amounts from the previous year. 

If taxpayers are satisfied that the pre-filled information is correct and they do not need 
to make changes or provide additional information, they can lodge their pre-filled 
return. Taxpayers with other sources of income, such as rental income, capital gains 
or foreign-source income, will need to add this information to their pre-filled return, as 
will taxpayers whose employer has not lodged their payment summary electronically 
with the ATO. Similarly, if taxpayers have additional information to provide, or offsets or 
deductions they wish to claim, these can be added to their return. 

Do you need to lodge a tax return?

If your taxable income is below the relevant  lodgement threshold, you may not need to 
lodge a tax return.  Information on whether you need to lodge is contained in the  
‘Do you have to lodge a tax return?’ section in TaxPack.   

If you lodged a return last year, but will not need to lodge a return this year, you need to 
send in the statement provided in the TaxPack. This explains why you are not lodging a 
return. You may not have to do this in following years.

Help with your tax return

Tax Help is a group of volunteers who are trained to help people on low incomes prepare 
their tax returns. This is a free service and available to anyone. For information about  
Tax Help, tax offsets, or general tax inquiries, phone the Australian Taxation Office on  
13 28 61 for the cost of a local call. 
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Chapter 14 
Estate planning issues

Inevitably, as we approach retirement or are already in retirement, we start to think more 
about family issues. Estate planning is the term that is generally given to planning your 
family affairs so that in the event of your death, your wishes are both clearly outlined and 
administered the way you intended them to be. Property and investments which are held 
as tenants in common will be distributed through your Will.

Appropriate estate planning can allow a person to pass on assets to beneficiaries in a 
tax effective manner. As part of the planning, it is important to ensure your nominated 
beneficiaries of superannuation funds and life insurance policies are current. While 
trustees of superannuation funds are not bound to follow your nominations, they will 
have regard to them when deciding to whom benefits are to be paid. 

Power of attorney
A power of attorney is a legal document that allows another person to act on your behalf. 
It ensures that important matters are dealt with by someone you trust if you are unable 
to deal with them yourself. The most common powers of attorney are a general power 
of attorney and an enduring power of attorney. The main difference between them is 
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that a general power of attorney ceases when you are incapable of acting in a situation 
yourself, while an enduring power of attorney remains in force until it is revoked or death. 
Granting of a power of attorney is complex, and there can be serious risks associated 
with it. Get legal advice on the best type for your needs.

Your Will
One of the key parts of estate planning is your Will. This is the document that sets out 
who you want your money to go to. If you die without a Will, state laws determine who 
gets the proceeds of your estate.

When you establish a Will you will also set out who is to be appointed as your executor or 
executors. This is the person or persons that you are entrusting with the job of looking after 
your affairs until your estate is distributed to your nominated beneficiaries. The person can 
be a member of your family, a friend or, for example, your solicitor or accountant.

Testamentary trusts
These are trusts set up under a Will. On death, the trust becomes the owner and manager 
of all assets that are passed to it through the Will. The trustee has the discretion 
to distribute income and capital to nominated beneficiaries. The main benefit of 
testamentary trusts is that income distributions may have tax benefits, and may protect 
assets from bankruptcy etc. 

There are both establishment and administration fees for a trust, and you should consult 
with legal and financial advisers to determine if this arrangement is appropriate for 
your situation. There may also be social security implications, and you should talk to a 
Centrelink FIS Officer to make sure you understand these.

Income streams and your estate
As your retirement income stream entitlements are part of your assets at the time of your 
death, it is important to consider these benefits as part of your estate planning.

There are different estate planning issues to consider, depending on the income stream 
selected and whether or not it is purchased with ‘superannuation money’ or other 
savings. This is one area where a financial planner can be of great assistance.

For more information

There is more information about Wills and powers of attorney in Are You Needing Help 
After Someone Has Died?—a free booklet available from Centrelink (to get a copy, 
phone 13 2300). Similar information can be found in NICRI’s free leaflet titled Enduring 
Power of Attorney (to get a copy, phone (02) 6281 5744, or FREECALLTM 1800 020 110). 
Veterans’ Affairs also has a similar free booklet called Planning Ahead.
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Glossary

The Australian Competition and Consumer Commission (ACCC)—An independent 
statutory authority that administers the Trade Practices Act 1974. (pages 11, 23, 24) 

Allocated annuity—An investment offered by a life insurance company using 
superannuation money to provide a flexible, regular income that allows access to capital. 
(page 53)

Allocated pension—An investment, offered by a superannuation fund, that provides a 
flexible, regular income that allows access to capital. (pages 53, 62, 64)

Asset—A possession having a monetary value. (pages 30, 38, 41, 45)

At call accounts—Accounts that give you access to your money within 24 hours. (page 25)

The Australian Securities & Investments Commission (ASIC)—An independent government 
body that enforces financial services and company laws. (pages 11, 22, 23, 24, 29, 36, 46)

Bank bills (discount securities)—Short-term fixed interest investments offered by banks, 
companies and other institutions. Terms usually range from seven to 180 days. (page 28)

Beneficiary/beneficiaries—People who will become legally entitled to the benefit of 
goods or property on the death of the original owner. (page 50)

Blue chip—Shares of a company known for its ability to make profits in good times or in 
bad. Yield is often proportionately low. They usually set the market level. (page 43)

Bonds—Fixed interest investments, usually for the medium to longer term. They are 
issued by governments, companies or other entities (the borrowers) who pay the investor 
interest throughout the life of the bond. The level of security varies with the offering 
institution. (pages 28, 41)

Brokerage—A commission or fee charged by a planner or stockbroker for buying or selling 
investments. (page 44)

Capital—The value of an investment, representing the total assets less total liabilities. 
(pages 15, 30, 46)

Capital gain (or loss)—Increased (or decreased) value of an asset. (pages 27, 35, 79)

Capital Gains Tax—A tax levied on profits from the sale of certain assets that were 
acquired usually after 19 September 1985. (pages 43, 79)

Capital growth—An increase in value of an asset. (pages 13, 26, 32, 34, 48)

Capital guarantee—Guarantees the return of your capital and may also guarantee 
interest once credited to your account. The guarantee is only as good as the organisation 
making it. There is usually no guarantee of future earnings. (page 56)
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Capital secure or capital stable—A fund where the underlying investments are usually 
low risk. However, their value can still decrease as well as increase. (page 38)

CHESS—The Australian Stock Exchange Clearing House Subregister System, which 
provides a central book entry register using electronic transfer of share ownership. 
(page 43)

Commission—Money paid by an organisation to a planner for placing investments with 
that particular organisation. The commission is paid out of fees deducted from your 
investment. (page 38) See also brokerage. 

Compound interest—Interest is paid on the initial investment (principal) when it falls due 
and interest earned on the combined amount. (pages 17, 5)

Debenture—A loan made to a company for a fixed period of time and at a fixed rate of 
interest usually secured by the company’s assets and a trust deed. (page 28)

Deeming—See page 71 for an explanation. (pages 39, 41, 71, 78)

Discount brokers—A financial intermediary or broker who offers access to shares or other 
securities at lower than normal market commission rates. Discount brokers generally 
provide limited advice or research services compared to a conventional full‑service 
brokerage firm. (page 44)

Diversification—Spreading funds between various sectors of investment markets and/or 
fund managers to minimise risk. (page 15)

Dividends—The portion of a company’s after-tax profits that is paid to its shareholders, 
usually six-monthly. (pages 17, 33, 43)

Dividend imputation—The system by which individual shareholders who receive 
dividends paid out of a company’s after-tax profits are entitled to a tax credit for the tax 
already paid by the company on its income. These tax credits can be used to offset the 
individual’s personal tax liabilities. (page 45)

Endowment policies—A contract made by a life insurance company to pay the insured a 
sum of money at the end of a fixed period or death, whichever is earlier. (page 39)

Entry fees—Fees charged to set up an investment. Usually charged as a percentage of 
the money being deposited, and deducted from the investment. (page 23, 38)

Exit fees—Fees charged to withdraw money (or redeem units) from an investment. 
Usually charged as a percentage of the amount being withdrawn and deducted from it or 
the balance remaining. (page 23)

Exposure—The susceptibility of an investment to changes in value on account of market 
movements. (page 56)

Fixed interest—Interest income that remains constant, for example, income derived from 
bonds, debentures or term deposits. (pages 15, 33, 56)
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Franked dividends—Dividends paid to shareholders where all or part of the tax has been 
paid by the company and gives rise to tax credit to the investor. (page 45)

Gearing—Borrowing money to invest, usually in residential property, shares or other 
income producing investments. (page 35)

Imputation credit—A tax credit for shareholders who receive dividends when company 
tax has already been paid. Dividends which have full company tax paid are known as fully 
franked. (page 45)

Interest—Money paid for the use of borrowed money, usually expressed as a percentage 
return on the money invested. (pages 13, 30)

Investor Directed Portfolio Services (IDPS)—Typically marketed as master funds and 
wrap accounts although they are formally called Investor Directed Portfolio Services 
(IDPS) under Australian Securities & Investments Commission (ASIC) policy. An important 
feature of an IDPS is that the investor makes all the investment decisions. (page 36)

Life expectancy—The average number of years that is expected to be lived in the future. 
This varies depending on your age. (See also relevant number) Or the average number 
of additional years a person of a given age and sex would live if current mortality trends 
were to continue. (pages 63, 64)

Listed property trusts (LPT)—Collective investment trusts that own a portfolio of real 
property. LPTs are listed on the stock exchange and their prices fluctuate with supply and 
demand. (page 35)

Managed investments—Professionally managed funds that pool money of numerous 
investors (for example, unit trusts and insurance bonds). Also referred to as managed 
funds. (pages 17, 40)

Management fees—Fees charged on the total value of the investments for administration 
services etc.; normally deducted before earnings are added to your account. (pages 27, 29, 38)

Market-linked—Pooled investment schemes in which the value of the investment 
depends on current movements in markets. (page 38)

Master trusts—Provide a service for acquiring and retaining investments where an 
investor can buy, hold and sell investments within a single administration arrangement 
that provides consolidated means of reporting on the investments held. (pages 36, 56)  
See also Investor Directed Portfolio Services (IDPS). 

Maturity date—A fixed date when an investment can be cashed in without penalty, or 
reinvested. (page 15)

Mortgage—A contractual arrangement whereby property is provided as security for a 
loan. (pages 28, 34)

Mortgage trusts—Trusts that allow you to pool your money for lending to individuals and 
companies who purchase or develop residential or commercial properties. (page 34)
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Non-commutable – Money held in investments that cannot be cashed out (withdrawn) as 
a lump sum. (page 53)

Portfolio—A group of investments or investment products held. (page 30)

Preservation age—The age when preserved superannuation money can be accessed 
subject to the owner being retired. This is presently age 55 years but is increasing to age 
60 years. (page 52)

Property securities trusts—Unlisted trusts where money is pooled for investment in 
listed property related securities. (page 25)

Prospectus or product disclosure statement—Printed document describing the features 
of an investment. (pages 9, 16, 29, 30, 31, 33, 35)

Risk—Chance or possibility of loss, or not getting the return you expected.  
(pages 9, 23, 26, 31, 44, 55)

Security—The safety of an investment. (pages 28, 32, 38, 41)

Speculative shares—Shares purchased in anticipation of selling them shortly afterwards 
for a profit. (page 43)

Superannuation fund—A trust fund, established primarily to provide benefits for 
members on their retirement, or on their resignation, death, disablement or other 
specified events. Superannuation funds are usually governed by a trust deed and 
administered by trustees. (pages 17, 52, 63)

Switching—The ability to transfer units between two funds or between components of a 
unit trust, for example, between a Growth Fund and Protected Growth Fund. (page 38)

Tax offset—amount deducted from the tax payable. (pages 39)

Trustee fees—Fees charged annually for the professional services of a trustee; usually 
quoted as a percentage of the funds being managed. (pages 40)

Unit price—The value of each equal share of a trust, determined by the net value of the 
assets held by the trust, less an allowance for fees and charges and provisions for costs 
of purchase and sale of assets. (page 14, 30)

Unit trust—A pooled investment fund or collective investment where the investor 
purchases units in the trust. The value of the units may rise or fall over time. Unit trusts 
are established under a trust deed that continually offers new units and redeems existing 
units from the owners. (page 30)

Unlisted property trusts—Trusts that directly own and manage real estate. They are not 
listed on the stock exchange. (page 35)

Unsecured notes—A loan by the issuer that is not secured by any assets of the issuer. 
They are similar to debentures but offer a higher rate of return, but with less security 
than a debenture. (page 28)
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Withdrawal fees—A fee charged in relation to some pooled investments for redemption 
of units (withdrawals) by unit-holders; or a fee charged for the redemption (cashing in) of 
units in a unit trust. (page 38) See also exit fees.

Whole of life policies—Policies where insurance is payable on death whenever this may 
occur. (page 39)

Wrap account—See Master trusts. (page 36)
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How to get information in  
languages other than English

This book is about investing money, the choices you have, and retirement planning. 
Information is also provided on how investments are assessed for those who receive  
a social security or Veterans’ Affairs payment. 

For information about retirement planning or about Age Pension in a language other  
than English, phone 13 1202 from anywhere in Australia for the cost of a local call. 

Mobile phones are charged at mobile rates.
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