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Traditionally ECPI was the realm of the accountant, worked out at year end as part of the
annual return... this is no longer the case

Advice case studies

« Business real property asset sale at retirement

= Starting a retirement phase income stream

« Receiving an inheritance

= Minimum pension payments and lumpy assets

Business real property asset sale
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NCRN

SMSF asset 1 July 2018 market

Consulting rooms $1,200,000 (cost $800,000)
Cash & shares $300,000

Total value $1,500,000
018 balance in accumulation
Bob $1,100,000

Jane $400,000

Total value $1,500,000

#NCN

#NCN

Claim ECPI using the

proportionate method

= 13.028% exempt

= Net capital gains have
the exempt income
proportion apply

Jane commences ABP 1 January




Bob & Jane’'s SMSF 2019-20
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Al capital gains and
losses are disregarded

How fund claims ECPI

depends on whether fund

has DSFA

LT = If don't have DSFA:
segregated method

= If do have DSFA:
proportionate method

Bob commences ABP 1 July

Bob & Jane’s SMSF 2019-20

Opening balances at 1 July 2019:
Bob $1,139,000 and Jane $ 314,100
= fund does not have DSFA

= Assets deemed to be segregated pension assets
= Segregated method must be used for ECPI
= Capital gain is disregarded (100% exempt)

[ —

o mereegea e

Business real property asset sale

Typical advice solution:

= 13.208% of income in 2018-19 is ECPI using proportionate method

= 100% of income in 2019-20 is ECPI using segregated method

= Capital gain realised in 2019-20 is disregarded, $400,000 exempt capital gain

A pretty good outcome...
= No ications for fund ini ion or ECPI

= Gain realised tax free
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#NCN

Assume consulting rooms sold
prior to Bob retiring in M:

#NCN

Commence ABP when Bob retires in May 2019
this will increase the assets in retirement phase
over the income year.

Jane commenced ABP 1 January
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Fund solely in retirement phase
15 May — 30 June 2019

Bob commenced ABP 15 May
Jane commenced ABP 1 January

Solely
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DSFay

p— Bob commenced ABP 15 May

Does not have DSFA
= fund eligible to use segregated method

B T e —




11.079% exempt
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Jane commenced ABP 1 Januarv

22.258% exempt
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Creates two accounting

proportionate and
segregated method for
ECPI

Actuary will exclude

segregated pension

assets

= Results in a lower
exempt income
proportion applying to
capital gain

Bob commenced ABP 15 May
when turns 65 with entire
balance except $10

One accounting period
= Use proportionate
method for ECPI

Actuary will include all

retirement phase assets

= By avoiding deemed
period receive higher
‘exempt income
proportion on capital
gain
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Defer asset sale until Bob turns 65

Proportionate method 1 July to 14 May s

2. Consulting rooms sold at a loss

-$100,000

If we can defer sale

until Bob

commences ABP

= Gain will be 100%
exempt in the
deemed period
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Disregarded loss =
$100,000

Carrying forward the
capital loss may be
valuable in future if
accumulation members
again join the fund.

Bob commences ABP 1 July 2019

Maintain an accumulation account

-$100,000

Bob commences ABP 1 July 2019
Leaving $10 behind in accumulation

= Assets not solely
supporting
retirement phase

Use proportionate
method for ECPI

Net capital loss is
carried forward

Exempt income
proportion 99.999%
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Use proportionate
method for ECPI

Net capital loss is
carried forward

Jane commenced ABP 1 January

If Bob decides to

commence pension in

May

= Fund does not have
DSFA

* Avoid a deemed
period to carry
forward loss

Jane commenced ABP 1 January with entire balance except $10

Bob’s accumulation balance

Irrespective of whether

fund has DSFA

= Capital gains will have
exempt income
proportion apply
Capital losses can be
carried forward

Fund would NOT have
DSFA as Bob has no
retirement phase account
at 30 June 19

Bob commences ABP 1 July with $1.6m leaving $20k behind in accumulation




Elected segregation of a property

Mlustration of fund liabilties

Pttt
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In the first year person
with balance > $1.6m
moves into retirement
phase the fund will NOT
have disregarded small
fund assets

= Can use segregation
If property is a
segregated pension
asset capital gain
would be 100%
exempt

Bob commences ABP 1 July with $1.6m leaving $4.4m behind in accumulation
$1.2m property segregated to Bob

Tips for selling assets

Questions you need to ask:

Does the fund have DSFA? How will the fund claim ECPI?
Will the asset sale result in a capital gain or loss?

What other events will/have happened in the year?

How will the capital gain or loss be treated at the moment?

Map out the fund’s situation and consider whether adjusting the timing of sale, or

other events in the year, could maximise the exemption on the capital gain

Starting a retirement phase income
stream
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#NCN

ancaon
Monthly $1,035 concessional
contribution received 15 March.
Monthly $1,035 concessional
contribution received 15 May.

Rollovers received and new
ABP commenced 20 April.

John turned 65 on 10 March.
ABP commenced with entire
accumulation balance.

13/02/2019
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John & Margaret's SMSF 2017-18

. Fund does not have DSFA in Deemed to be segregated for 5 days
= 2017-18 and so s eligible to from 10 to 14 March
Deemed to be segregated for 25
days from 20 April to 14 May

i use the segregated method
3
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Admin headache
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Segregated method
I

Admin headache

In prior years we would
have used
proportionate method
over the entire year.

Now commencing
pensions has
maximised ECPI but
created complexity

= 5accounting periods

» Use both segregated
and proportionate
method to claim
ECPI

Fund requires an actuarial
certificate to claim ECPI using
proportionate method.

Actuary will request member
balances at beginning of each
proportionate period.

12



Admin headache
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Determine income
earned in each period
in order to calculate
ECPI

i 2 4
- Income Income
$0 0

1 5
Income Income || Also need to identify
446,190 $12, what expenses are
distinct and severable
and those which relate
- to the whole year and
must be apportioned.

Pt L bt

Calculating ECPI for 2017-18

= Segregated ECPI
ECPI = income on segregated assets = $5,250

= Proportionate method ECPI
Actuarial exempt income proportion = 50.447%
ECPI = exempt income proportion x income on assets not segregated
=0.50447 x (46,190 + 5,150 + 12,691) = $32,302

= ECPI = segregated method ECPI + proportionate method ECPI = $37,552
= Assessable income = $31,729

Simplifying administration

ent phase

irem

There is always 2 nonrrv:hre
accou

ate method o claim

Use proportion

ntire year

ECPI over & Rollovers received and new
ABP commenced 20 April
except for $1,000 leftin

accumulation

Prsum—— St W i | JOhN turned 65 on 10 March.
ABP commenced with entire accumulation balance
except for $1,000 left in accumulation
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Proportionate method
54.428% exempt

NCRN

Have still maximised
retirement phase
balance but avoided
complex administration

= 1accounting period

= Use proportionate
method to claim
ECPI over entire
year
Actuarial exempt
income proportion
considers all fund
assets

#NCN

#NCN
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Receiving an inheritance

Receiving an inheritance

Andrea (63) and her husband Tom (64) are permanently retired and have the following
account based pensions in their SMSF and no other superannuation accounts:

SMSF member |1 July 2018 balances | Tax free proportion

Andrea $1,310,000 88%
Tom $ 805,000 20%
Tom $ 400,000 100%

« Neither Tom or Andrea have made NCCs in the past 3 years

 Andrea received a $400,000 inheritance. On 4 December 2018 she made a NCC of
$300,000 and a spouse contribution of $100,000 for Tom.

Tom has started part-time work and will be receiving SG contributions of about $200 per
month starting on 20" March 2019

Receiving an inheritance

Andrea and Tom are seeking advice now on 22 February 2019 about what to do with the
contributed money...

Traditional advice:

« Immediately start retirement phase income stream with the contributed amounts to
maximise ECPI

« Lodge TBAR after the end of March

What is the impact on ECPI and fund administration?

13/02/2019
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Andrea and Tom’s SMSF in 2018-19

NCCs received SG contribution
I on of fund liabsilti 2B 4 December received 20 March
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with entire balance 22
February

Andrea and Tom’s SMSF in 2018-19

NCCs received SG contribution
4 December received 20 March
J 12
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i
H Andrea & Tom’s
i GEES SMSF is eligible to use
g New ABPs commenced segregation as does not
with entire balance 22 have DSFA
February
Assets deemed
segregated
B AgB il GHE Nel Dot et B Wen  Awd Gen  den - 13ulto 3 Dec
® teveracs SRR R — = 22 Feb to 19 Mar

Multiple accounting periods

I 93.959% exempt

Have maximised ECPI
but created 4
accounting periods.

Fund will use both
segregated method and

claim ECPI:

= Segregated method
periods 1& 3

= Proportionate

proportionate method to

method periods 2 & 4
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Multiple accounting periods

Have maximised ECPI
but created 4

2 3 4 accounting periods.
Income Income Income Income
$60,300 $9,240 || $27,731 Fund will use both
segregated method and
proportionate method to
claim ECPI:
Segregated method
periods 1& 3
Proportionate
method periods 2 & 4

Receiving an inheritance

Segregated method

= ECPI = 60,300 + 9,240 = $69,540
Proportionate method

= Actuarial exempt income proportion = 93.959%
« ECPI =0.93959 x (27,729 + 27,731) = $52,110

ECPI = 69,540 + 52,110 = $121,650

Simplifying fund administration

94.714% exempt Avoid second deemed

New ABPs commenced with period in order o
entire balance 22 February simplify administration
except for $10 left behind in = 2accounting periods
accumulation

Fund will use both
segregated method and
proportionate method to
claim ECPI
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Simplifying fund administration

2
Income Income
$60,300 $64,700

Receiving an inheritance

Segregated method

= ECPI = $60,300

Proportionate method

= Actuarial exempt income proportion = 94.714%
© ECPI =0.94714 x 64,700 = $61,280

ECPI = 60,300 + 61,280 = $121,580 (previously $121,650)

Review strategy
* When Tom stops working
= Ifthere is a material income payment or capital gain expected

Tips for simplifying administration

Plan in advice to simplify administration

commencements etc in year ahead

deemed segregation

13/02/2019

Fund will use both
segregated method and
proportionate method to
claim ECPI:
Segregated method
period 1
Proportionate
method period 2

Understand client’s plans for sale of assets, contributions/withdrawals, pension

Map out how fund will claim ECPI and consider impact of events in the year ahead
If don’t have DSFA then maintaining a small accumulation balance at all times can avoid

18
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Minimum pensions and lumpy assets

Cornelia’s SMSF

Cornelia turns 85 in June 2019 and her SMSF is fully in retirement phase
The SMSF owns a residential property worth $1.2million and has cash of $50,000
The property is let and after costs the SMSF receives $30,000 p.a.

In 2018-19 Cornelia's minimum pension payment was $88,000. She has drawn $40,000
and will draw the balance before 30 June.

Cornelia has $2million share portfolio outside super inherited from mother
= Re-invests dividends and does not want to sell or spend these assets
= Wants to pass this portfolio onto her daughter

Advice considerations at Feb 2019

Cornelia is concerned about a few issues:

How is she going to fund her minimum pension in 2019-20?

She is not spending her minimums, only needing around $50,000
= Her property i was in 1990 for $300,000. She is
considering selling but is unsure of when to do it.

19



Typical advice solution

1. Reduce assets in retirement phase to reduce minimum payment
= Partially $652,000 to ion at 30 June 2019 leaving $560,000 in
pension which would provide a payment of $50,400 in 2019-20
= Keep savings in accumulation phase due to high marginal tax rate outside super

2. Sell property in the next 12 months
= Improve liquidity in the fund and maximise exemption on capital gain

Selling in the 2019-20 year

S an s
N-retip |
accoyng tiremeny |

Comelia's accumulation

q balance

| Use

3 proportionate

H method to claim

E. ECPI on capital
gain

Get sale done before commutation
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Cornelia’s +5900,000 Cornelia commutes

[ —

at 1 July 2019.

= Fund uses
segregated method
R e e e e for ECP! in 2018-
e g i e ceane ® st seas 19

pension balance Gain disregarded balance at end of day
100% exempt

30 June so that has
$560,000 in pension
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Tips for selling assets for liquidity

Understand the type of fund based on event which have occurred or will occur in the year
If have DSFA then actuarial exempt income proportion applies and so maximise ECPI

If don’t have DSFA be aware of the impact of deemed segregation and think about how
timing of transactions such a pension commutations, contributions could impact how a
gain or loss is taxed

Monitor fund liquidity and avoid not meeting the minimum payments
= Fund would lose eligibility to claim ECPI, 0% exempt

= Don't sell assets in a year the fund will not meet minimum pension

It's everyone’s job to understand ECPI

To optimise client outcomes plan ahead
* Sale of assets
= Moving into retirement phase

= One-off lumpy transactions

Contact details EHEWSON

Call Accurium on 1800 203 123 or email us at act@accurium.com.au
www.accurium.com.au/techhub

www.hewison.com.au

Disclaimer
The.

in thi i ty Ltd ABN 13 009 492 219 (Accurium) and Hewison &
Associates Pty Ltd ABN 51 006 082 257 (Hewison Private Wealth). Itis general information only and is not intended to be.
financial product advice, tax advice or legal advice and should not be relied upon as such. Whilst all care is takenin the
preparation of this presentation, no warrany is given with respect (o the information provided and Accuriumis not liable for any
loss arising from reliance on this information. Scenarios, and

relied on by indivi

making any financi i presentation, and is not a complete
record of i No part of prior
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