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Will your TRIS automatically convert to an
Account Based Pension?

Trustees and advisers should consider, given the
Centrelink changes due to take effect from 1 January
2015, whether current Transition to Retirement Income
Streams will automatically convert to Account Based

Pensions.

Centrelink changes

From 1 January 2015, Centrelink
assessment of new superannuation
income streams (for income test
purposes) will be different compared
to how income streams in existence
at 31 December 2014 are assessed.

Effectively, for income streams
commenced on or after 1 January
2015, a deemed rate of return will
be applied by Centrelink to the value
of the pension, when assessing,
under its income test, the
entitlement of an individual, to
government benefits.

Whilst the impact of the differing
assessment process will vary across
individuals, one aspect is clear -
recipients of income streams
commenced after 31 December
2014 will have no choice as to the
options available.

One consideration, in respect of a
Transition to Retirement Income
Stream (TRIS), is whether the
documentation which established
the TRIS will permit the automatic
conversion of the pension, when the
member meets a condition of
release, to an account based
pension.

If the TRIS documentation is
deficient, it may be necessary to
have fresh documentation drafted to
cease that TRIS and commence a
new account based pension.

Current as at 15 December 2014.

Such resetting of the pension will
result in the new account based
pension being assessed under the
deeming provisions mentioned
above.

Centrelink forms, already prepared
for the post 1 January 2015 pension
applications (and ongoing reviews),
now contain questions regarding the
commencement of a new pension.

What is a Transition to
Retirement Income
Stream?

A TRIS is a superannuation income
stream that may be commenced
once a member reaches their
preservation age, currently 55 years
of age.

A TRIS is basically an account based
pension with 3 major restrictions:

®  the annual payments cannot be
greater than 10% of the assets
supporting the TRIS;

®  payment of a lump sum is not
permitted from preserved
funds; and

m  an order of cashing of benefits
applies, with unrestricted non-
preserved benefits drawn first',
with preserved benefits paid
last.

Account Based Pension

Account based pensions may only be
commenced with the unrestricted
non-preserved portion of a
member’s balance in a fund.

Once a member has met one of the
conditions of release which have a
‘nil’ cashing restriction, their
benefits in superannuation become
unrestricted non-preserved.

The most common of those
conditions of release, in the context
of converting from a TRIS to an
account based pension, is the
retirement condition of release.

Upon notification by a member to
their fund that they have met a
condition of release, the fund should
record the benefits as unrestricted
non-preserved, paving the way for
the member to commence an
account based pension when they
decide to do so.

Lifting the lid off a TRIS
What happens then, when:

B a3 TRIS was commenced after a
person reached their
preservation age; and

®  they have now met a condition
of release?

Advisers have differing opinions as
to what action needs to be taken at
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that point and, in particular
whether:

B the 3 major restrictions are
automatically removed
following notification to the
super fund trustee by the
member; or

m  the TRIS needs to be stopped
and a new account based
pension commenced.

Whilst a TRIS could always be
stopped and an account based
pension commenced (reset), is it
necessary and will it raise any
potential ramifications, such as the
potentially less favourable treatment
under the Centrelink deeming rules?

If the TRIS
documentation is
deficient, it may be
necessary to have fresh
documentation drafted
to cease that TRIS and
commence a new
account based pension.

11

Reset or Automatically
revert?

If the documentation commencing
the TRIS was properly drafted to
allow the income stream to continue
as an account based pension once
the member met a full condition of
release, there should be no need for

Current as at 15 December 2014.

the income stream to be reset and,
as a result, be treated as a new
pension by Centrelink.

But is that correct?

It’s not surprising there is some
difference of opinions on the topic -
even the ATO on their website -
(Super withdrawal options) appears
to suggest there exists the need to
reset a TRIS to convert to an account
based pension when it states:

“Once you retire or turn 65 years old
you can stop the transition to
retirement income stream and
access your super through a different
income stream or a lump sum.”

Topdocs view however is that the
resetting of the TRIS is not necessary
to take the lid off the TRIS, as long as
the trust deed for the fund and the
initial pension agreement specifically
provide that, upon a condition of
release being met, the rules of the
pension convert to those governing
an account based pension.

Should these provisions be present,
the TRIS will simply be automatically
converted by way of a trustee
resolution, noting the member has
satisfied a condition of release and
that the income stream will now
continue as an account based
pension.

When making this resolution, the
trustee should:

®  consider any proof confirming
the member has satisfied a
condition of release;

] if satisfied, resolve to record
the member’s balance as
unrestricted non-preserved;
and

B resolve to treat the income
stream going forward as an
account based pension.

Our Reasoning

It is understandable that there have
been some differing opinions -
especially given the ATO's
publication on the issue.

However, that statement was
included in a general information
(rather than technical) document, so
it could be expected it would take a
rather simplistic approach.

Specifically, our reasoning has a
legislative basis, derived from the SIS
Regulations. The definition of a
transition to retirement income
stream at SIS Reg. 6.01:

m  refers to subreg. 1.06(9A) and
paragraph 1.06(9A)(a) [that the
income stream must be an
account based pension and the
minimum payment rules
apply]; and

B restricts payments to no more
than 10% of the pension
account balance - unless the
recipient has satisfied a
condition of release with a ‘nil’
cashing restriction.

ATO ruling TR 2013/5 further
supports the automatic conversion
to an account based pension. In this
ruling the ATO specifies that the
terms of the pension must be agreed
upon by the trustee and the
member, subject to the
requirements set out in the SIS
Regulations.

If the agreement between the
member and trustee specifies the
TRIS will convert to an account
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based pension upon a condition of
release being met, then this 11
provision can therefore be deemed
as being a rule of the pension.
Once a member has

Conclusion met the ... condition of
Once a member has met the f'E/E’GSE, ... the 10% TRIS

requirements for a ‘nil’ cashing restriction is effectively
restriction condition of release, such

as the retirement condition of lifted, provided ... (the
release, the 10% TRIS restriction is documentation)

effectively lifted, as long as the trust . h .
deed and the agreement supporting supporting the pension

the pension provide for this. provide fOI’ this.

A review, before 31 December 2014,
of the effectiveness of pension VY4
documentation for existing

Centrelink benefit recipients is very

important, as proper documentation More information
now may prove quite beneficial in )
future. Should you have any questions or

require more information, please
contact the team at Topdocs on
1300 659 242.

As the basis for a TRIS is an account
based pension, once the TRIS ‘lid’
has been lifted (following
acceptance by the trustee that the
condition of release has been met),
the account based pension, with
unrestricted non-preserved funds, is
what remains. The member will have
full access to the pension benefits
and will not automatically be subject
to the Centrelink deeming provisions
in respect of the pension.

Notes:

T To overcome the order of
cashing of benefits requirement,
many advisers commence
separate account based pensions
from unrestricted non-preserved
benefits.

Reasons why it is advisable to
commence a separate income
stream with unrestricted non-

Topdocs Pension .
preserved funds are set out in

Documentation the Topdocs technical article
The Topdocs transition to retirement titled SMSF Income Streams -
income stream package specifically Priority of cashing of benefits &
provides for the automatic other options

conversion to an account based
pension upon a nil cashing
restriction condition of release being
satisfied by the member.

Current as at 15 December 2014.
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