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The death of a spouse will, for many clients, be a significantly emotional event.

The appropriate focus at such a time will be dealing with the consequences of this loss.
There are, however, a number of financial considerations that will require appropriate
prioritisation. For Age Pension recipients there are additional advice considerations
following the death of a spouse and these are the focus of this paper. Note that
different rules may apply where only one member of a couple is, or was, eligible for
the Age Pension, or where either is eligible for a benefit other than the Age Pension.

Moving from couple to single rate of Age Pension

Following the death of their spouse, the survivor's rate of Age Pension is reduced to the
single rate. Where both members of the couple were in receipt of the Age Pension, this
change of rate generally applies from the later of:

¢ the day of the partner’s death; or
¢ the day after the date paid to, of the combined couple rate.

Where a client was, and remains, eligible for the maximum rate of Age Pension and
supplements, their payment (to 19 March 2021) would fall from $37,013.60 p.a.
(couple combined) to $24,551.80 p.a. (single). These maximum payments may be
reduced because of the client’s income and assets.

Bereavement payment

Age Pension recipients may be eligible for a lump sum bereavement payment if their
spouse dies. The amount payable is generally equal to the total Age Pension that would
have been payable as a couple, less the surviving client’s new single rate for a period up
to 14 weeks after the spouse’s death.

Different rules may
apply where only
one member of a
couple is, or was,
eligible for the Age
Pension, or where
either is eligible for
a benefit other than
the Age Pension.
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Single rate Age Pension means test thresholds

In addition to the change from couple rate to single rate of Age Pension, new means
test thresholds apply under both the income and assets tests. A client’s newly single
status may result in a very different assessment under the means tests.

The chart below illustrates the effect of the means tests for both homeowners and
non-homeowners, assuming all assets are financial investments, no other assessable
income and using Age Pension rates and thresholds to 19 March 2021.

Take, for example, a homeowner couple. They can currently have assets of up to
$876,500 of combined assessable assets and still be eligible for a part Age Pension.
However, following the death of one of this couple, the now single surviving client
can only have assets of up to $583,000 to remain eligible for a part Age Pension.

A homeowner couple with $402,000 of assets would have been eligible for a full Age
Pension (couple combined). However, a single client with the same level of assets would
be eligible for just a part Age Pension (single).

Single homeowner
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Income Test
Couple homeowner provides
° o lowest
e $402,000 $876,500 entitlement
() Assets Test
Single non-homeowner provides

° lowest
m $252,801 $797,500 entitlement
Couple non-homeowner
$443,378 $1,091,000

Revised retirement spending

While not directly an Age Pension planning consideration, it is appropriate to note that
while a client's Age Pension may reduce following the death of a spouse, so too may
their retirement spending.
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While all client’s spending will be unique to them, an analysis of the maximum rate of

Age Pension vs. the ASFA Retirement Standard for couples and singles can be instructive.

It is appropriate

to note that while a
client's Age Pension
may reduce following
the death of a
spouse, so too may
their retirement
spending.

Couple (combined) Single
Maximum Age Pension $37,013 $24,551
ASFA modest lifestyle’ $40,440 $27,987
ASFA comfortable lifestyle’ $62,083 $43,901

These numbers highlight that while a client’s level of Age Pension may reduce as they
move from being a member of a couple to a single, the gap between this level of
income and the client’s desired level of spending may not have materially changed.

1 ASFA Retirement Standard, Budgets for various households and living standards for those aged around 65
(September quarter 2020, national) — https://Awww.superannuation.asn.au/resources/retirement-standard
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Transferring assets on death

It is important to remember that not all of the assets of a couple will necessarily end

up in the hands of the surviving spouse following the death of the other. Appropriate
planning before death can ensure that assets pass to the most appropriate beneficiaries
without adversely impacting Age Pension entitlements of the surviving spouse.

Jointly owned assets will generally transfer to the surviving owner on the death of the
other joint owner.

However, other assets of the deceased spouse will generally be dealt with via their
estate or relevant death benefit nominations or reversion of income streams, and
these assets could be directed to the surviving spouse or any other eligible beneficiary.
Assets directed to another beneficiary in this way, if applicable, would generally not be
assessed as an asset of the surviving spouse.

A person’s interest in a deceased estate is an assessable asset but it is exempt until it is
received or able to be received, and it is generally accepted that a person will be unable
to receive their interest in a deceased estate for up to 12 months after the death of
the testator.

It is also important to highlight the sometimes complex assessment of testamentary
trusts (control of the trust and/or whether the surviving spouse is a potential
beneficiary are the relevant considerations), and life interests which are beyond the
scope of this paper.

Deprivation provisions apply to a person’s interest in a deceased estate or
superannuation fund if the person:

* waives their right to their interest in the deceased estate or superannuation fund and
the person obtains no, or inadequate consideration;

e directs the executor of the will or trustee of the superannuation fund to distribute
their interest in the deceased estate or superannuation fund to a third party and the
person obtains no consideration, or inadequate consideration;

e gives their interest in the deceased estate to a third party after the estate has been
finalised for no or inadequate consideration; or

e gifts their interest in a superannuation fund.

In practice

Jane had thought 2020 was tough. But 2021 was looking like a whole new level of tough.
Jane and Jeff had both retired at 65, some five years ago now. Their retirement started
out as planned with a whole lot of long-planned travel and a heap of bucket-list items
ticked-off along the way. That changed a couple of years back when Jeff got sick.
Sadly, Jeff recently passed away. Jane is picking up the pieces emotionally and has
sought some financial advice regarding her retirement income, including her Age Pension.

Jane and Jeff's assets include their family home, $275,000 each in deemed account-
based pensions, $40,000 in cash and term deposits, and $10,000 of personal effects.

Before Jeff's death, they were eligible for a combined Age Pension of $21,531 p.a.
(a part Age Pension determined under the assets test).

Following Jeff's death, Jeff's account-based pension reverted to Jane and the other
jointly owned assets transferred directly to her.
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Jane’s newly single Age Pension assessment means that her level of assets ($600,000)
is above the assets test cut-off threshold ($583,000 to 19 March 2021) and disqualifies
her, at least today, from any Age Pension entitlement whatsoever. Further, when she
loses the Age Pension she also loses eligibility for the Pensioner Concession Card.

The challenges of developing a retirement plan in such circumstances and, in this case,
considerations included:

e revising likely retirement spending (using the ASFA Comfortable level for a single
client of $43,901 p.a.);

® ensuring an appropriate level of certainty around the likelihood that Jane’s desired
level of spending would last in retirement;

e ensuring that Jane’s essential spending requirements of $30,000 p.a. are always met;
and

* improving Age Pension outcomes if possible.

A 25% ($137,500) portfolio allocation from her account-based pensions to a lifetime
annuity for Jane:

e provides her with a guaranteed lifetime income starting at $6,539 p.a. indexed with
inflation;
¢ improves the likelihood that Jane's desired retirement income will last for her lifetime;

e ensures that in all market circumstances, and irrespective of how long Jane lives, a
combination of maximum rate Age Pension and her annuity payments will be enough
to meet Jane's essential spending requirements; and

e immediately reduces her assessable assets, qualifying Jane for a part Age Pension of
$2,946 in the first year and eligibility for the Pensioner Concession Card.

Jane’s revised Age Pension entitlement is shown in the following extract from the
Challenger Age Pension lllustrator (to access our Age Pension lllustrator, log into
AdviserOnline).
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https://www.adviseronlineportal.com.au/secure/resources/tools/age-pension-calculator

Under the lifetime portfolio year 1 Age Pension entitlements changed by:
$2,946 year / $113 fortnight

Current portfolio Lifetime portfolio

including $137,500 of Flexible income
or Enhanced income annuities

Total assessable assets: $600,000 Total assessable assets: $545,000

Total assessable income: $12,215 Total assessable income: $13,044
Applicable Pension test: Assets Test Applicable Pension test: Assets Test
Estimated fortnightly Age Pension: $0 Estimated fortnightly Age Pension: $113
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Current portfolio $0 $1,476  $4,200 $6,746  $9,139 $21,560  $98,062

Lifetime portfolio $2,946 $5,103 $7,125 $9,008 $10,796 $34,978 $112,006

Lifetime portfolio

difference $2,946 $3,627 $2,925 $2,262 $1,658 $13,418 $13,944

% Change Big 246% 70% 34% 18% 62% 14%

Source: Challenger Age Pension lllustrator as at 27 February 2021. For a full list of assumptions, see the
Challenger Illustrator assumptions.
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https://www.challenger.com.au/-/media/aol/documents/tools/assumptions.pdf
https://www.challenger.com.au/-/media/aol/documents/tools/assumptions.pdf
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Challenger Life Company Limited

Reply Paid 3698
Sydney NSW 2001

The information contained in this update is current as at 18 March 2021 unless otherwise specified and is provided by Challenger Life Company Limited
ABN 44 072 486 938, AFSL 234670 (Challenger), the issuer of Challenger annuities (Annuity(ies)). It is intended solely for licensed financial advisers and
this update must not be passed on to retail clients. The examples shown are for illustrative purposes only and are not a prediction or guarantee of any
particular outcome. This information is not intended to be financial product advice and has been prepared without taking into account any person’s
objectives, financial situation or needs. Each person should, therefore, consider its appropriateness having regard to these matters and the information
in the product disclosure statement (PDS) for the applicable Annuity before deciding whether to acquire or continue to hold an Annuity. A copy of the
PDS is available at challenger.com.au or by contacting our Adviser Services Team on 1800 621 009. This document may include statements of opinion,
forward looking statements, forecasts or predictions based on current expectations about future events and results. Actual results may be materially
different from those shown. This is because outcomes reflect the assumptions made and may be affected by known or unknown risks and uncertainties
that are not able to be presently identified. Neither Challenger nor its related bodies corporate nor any of their employees receive any specific
remuneration for any advice provided in respect of the Annuity. Some or all of Challenger group companies and their directors may benefit from
fees and other benefits received by another group company. Any taxation, Centrelink and/or Department of Veterans' Affairs illustrations are based
on current law at the time of writing which may change at a future date. Neither Challenger, nor any of its officers or employees, is a registered tax
(financial) adviser under the Tax Agent Service Act and it is not licensed or authorised to provide tax or social security advice. Before acting, we strongly
recommend that prospective investors obtain financial product advice, as well as taxation and applicable social security advice from a professional and
registered tax agent who can take into account the investor’s individual circumstances.
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