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Providing advice on 
grandfathered account-
based pensions 

24 January 2023  

It’s important to consider  
the impact of potential advice 
recommendations on the 
assessment of grandfathered 
account-based pensions. 

Note: The key purpose of this article is to outline 
some of the key considerations when providing 
advice on grandfathered ABPs. For a more detailed 
explanation of the pre and post 1 January 2015 
income test assessment rules, see Appendix A  
and B.  

Background 

On 1 January 2015, changes to the income-
test assessment of account-based pensions 
(ABPs) came into effect. Specifically, the 
assessment changed for determining 
entitlement to: 

▪ income support payments from Centrelink 
and DVA (see Appendix A), and  

▪ the Commonwealth Seniors Health Card 
(CSHC) (see Appendix B). 

Income test assessments for ABPs started  
from this date are determined under the 
deeming rules for both income support  
and CSHC entitlements. However, where 
certain conditions are met, grandfathering 
applies to some ABPs that were started  
before this date.  

ABPs that are grandfathered: 

▪ may have no or very little income 
assessed for income support means-
testing purposes, and  

▪ there is no income assessment for the 
CSHC where the ABP is paid from a  
taxed super fund to a person aged 60+.  
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The question then arises, what impact will  
a loss of grandfathering have on social 
security outcomes? Could there ever be an 
instance where a loss of grandfathering could 
be beneficial?  

Where a potential advice recommendation 
would lead to a loss of grandfathering,  
it is often asked, ‘how do I work through the 
possible implications of this and what do I 
need to consider to help determine whether 
this recommendation is appropriate?’ 

Impact of losing grandfathering 

It’s important to consider not only the 
immediate impact of a loss of grandfathering, 
but also any future implications where, for 
example, the person’s financial position 
changes, where their partner passes away  
or deeming rates change. 

Income support implications 

Depending on the circumstances, a loss  
of grandfathering for income support  
purposes could: 

▪ negatively impact the client under the 
income test 

▪ have no immediate or future impact  
▪ have no immediate impact, but may  

have future implications, or  
▪ increase income support entitlement  

under the income test. 

  Advice tip: 

Where a person is receiving home care  
or aged care services, fees may also be 
impacted. This is because, broadly, certain 
fees are calculated based on the income and 
assets of the person as per social security 
rules. For more information, see ‘Guide to 
Aged Care Fees and Rules’ on the Technical 
section of MLC Adviser Online. 
 

https://www.mlc.com.au/content/dam/mlcsecure/adviser/technical/pdf/guide_to_aged_care_fees_and_rules_from_1_july_2014.pdf
https://www.mlc.com.au/content/dam/mlcsecure/adviser/technical/pdf/guide_to_aged_care_fees_and_rules_from_1_july_2014.pdf
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CSHC implications 

For CSHC purposes, grandfathered ABPs (paid from a taxed fund) are not assessed under the 
income test. This is because the income test for the card is based on adjusted taxable income (ATI).1 
No deeming under the income test assessment applies to grandfathered ABPs. 

A loss of grandfathering results in the full balance of the ABP being subject to deeming. The 
deemed income (only from the ABP and ignoring all other assets) is added to other ATI to  
determine entitlement to the card. Therefore, depending on ATI and the cumulative balance  
of any non-grandfathered account based pensions, the implications for CSHC purposes of losing  
the grandfathering may be that: 

▪ entitlement to the card is not impacted now and is unlikely to impact ongoing eligibility  
(based on assumptions about future ATI) 

▪ entitlement to the card is not impacted today, but a known future change in ATI would  
mean eligibility for the card is likely to be lost in the future, or 

▪ entitlement to the card would be impacted due to current ATI and deemed income from  
the pension exceeding the income test threshold. 

Causes of loss of grandfathering 

Broadly, grandfathering is lost where an existing pension ceases and a new pension is commenced. It 
is also lost where the person loses eligibility to an income support payment or CSHC for a period and 
becomes eligible to entitlement in the future after reapplying. The table below summarises the most 
common scenarios where grandfathering will and won’t be lost. 

Grandfathering lost Doesn’t result in loss of grandfathering 

Pension refresh (regardless of whether the  
same account number applies to new pension) 

Partial commutations2 and additional pension 
payments 

Voluntarily switching pension products (including 
where within the same trustee structure)3 

Switching underlying investments within the  
same pension product and certain involuntary 
product switches/upgrades4 

Adding/removing a reversionary death benefit 
nomination where trustee requires a new 
pension to be commenced5 

Adding/removing a reversionary death benefit 
nomination where trustee does not require  
a new pension to be commenced2 

Original pension owner passes away and 
beneficiary elects to commence a death  
benefit pension (either as a result of a non-
binding or binding nomination) 

Original pension owner (grandfathered) passes 
away with an automatic reversionary nomination  
in place and beneficiary is entitled to an income 
support payment/CSHC at that time. 

Person fails to be in ‘continuous receipt’ of  
an income support payment or ceases to  
be eligible for the CSHC for a period 

Person transitions directly from one income 
support payment to another (eg a person  
receiving Carer Payment or Disability Support 
Pension transfers to Age Pension). 

 

 

 

1 Income streams paid from an untaxed fund are not subject to deeming as these income streams have a taxable untaxed  
   component which is included in assessable income, and therefore already included in ATI. This may also apply to income  
   streams paid from a taxed source where the income stream is defined as a capped defined benefit income stream (which  
   includes defined benefit pensions and term allocated pension) for the purposes of the transfer balance cap rules, where an  
   amount income above the defined income cap is included in the person’s taxable income and captured in ATI.   
2 While grandfathering is not lost in these circumstances, it is important to consider the impact on both the deductible  
   amount and income test assessment going forward if the reversionary’s life expectancy is used to calculate the DA. 
3 In certain cases, voluntary product upgrades might be facilitated without recommencing a new pension. In these  
   circumstances the product provider will need to confirm the continuation of the pension and social security treatment. 
4 The provider will need to seek approval and confirmation from Services Australia to confirm that grandfathering will not  
    be lost. 
5 If you wish to add/remove a reversionary beneficiary and maintain grandfathering, you should first consult and receive 
assurance from the account-based pension provider. For SMSFs, check the trust deed and the administrator (if applicable). 

https://guides.dss.gov.au/guide-social-security-law/4/9/3/40
https://guides.dss.gov.au/guide-social-security-law/4/9/3/40
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FAQ:  

If my client has a grandfathered ABP and currently holds the CSHC but becomes eligible for Age 
Pension in the future, will the ABP continue to be grandfathered when determining his Age Pension 
entitlement? 

Answer:  

No. Grandfathering is determined separately for CSHC and income support purposes. Each requires 
the individual to have been in receipt of an income support payment (or a CSHC cardholder) both as 
at 1 January 2015 and to have been in continuous receipt of an income support payment or CSHC 
(depending on which they were qualified for as at 1 January 2015) since this date. The effective result 
is that where a person transitions between entitlement to the CSHC and Age Pension (or vice versa), 
the grandfathering is lost.  
 

Key advice considerations 

A loss of grandfathering won’t always lead to negative outcomes. In some cases, there may be a  
valid reason for making a recommendation that leads to a loss of grandfathering. However, it is 
important to work through a number of key considerations before providing advice. It is crucial  
to run appropriate projections to determine immediate, future and potential implications of a loss  
of grandfathering to determine the appropriateness of the recommendation. 

Below we provide: 

▪ a list of some of the common reasons that an action resulting in a loss of grandfathering  
may be considered 

▪ a checklist of some key considerations, and 
▪ a more detailed explanation of some of these considerations.  

Common strategies that will lead to a loss of grandfathering 

Some of the most common scenarios that we come across when considering  
the potential implications of a loss of grandfathering are: 

▪ changing pension products due to fee savings 
▪ adding a reversionary death benefit nomination to an existing pension6 
▪ winding up an SMSF and commencing a new pension in a public offer fund 
▪ consolidating pension interests, and 
▪ deliberately triggering a loss of grandfathering to gain an income test advantage. 

Checklist – key considerations 

Provided below is a non-exhaustive list of items to consider when making a recommendation. 
Considerations for income support purposes: 

 Is the client income or assets tested? 

 If assets tested (and therefore no immediate impact), is there a likelihood they will become 
income tested in the future? Consider future indexation of the lower assets test threshold (will 
effectively mean more assets can be held before the assets test takes over the income test). 

 Does the client anticipate any changes to their circumstances in the future? This might include 
receipt of an inheritance, disposal of their main residence, a change in the income received from 
another source, significant expenses or an adjustment to the income drawn (or commutations 
required) from their ABP. 

 The impact of an increase in deeming rates. 

 Impact of an increase in the pension account balance (have under the income test)? 

 In the case of members of a couple, what would be the future impact on a surviving spouse if 
grandfathering was lost? 

 

6 Some providers may allow adding or removing a reversionary beneficiary without recommending the pension.  
   It is recommended you check with individual providers regarding the options available, 
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 Is the client currently drawing above their deductible amount? If so, consider the income 
assessment under deeming. Consider future changes to the client’s income needs and financial 
position. You should also contemplate whether or not a better income test outcome could be 
achieved under deeming. 

Considerations for CSHC purposes: 

 Income from other sources? 

 If the ABP was subject to deeming, how close would the client (couple) be to the income  

test thresholds? 

 Does the client (or their partner) anticipate any future change to their ATI? Consider things  

such as future redemptions of investment, or future employment intentions. 

 Consider the impact of increases to the deeming rates in the future. Also consider the 

implications of an increasing account value of the ABP. 

 If advising members of a couple, consider the implications where one member of a couple 

passes away.7 

Where the client is assets tested for income support purposes 

Where the client is assets tested, they generally won’t be impacted by a loss of grandfathering. 
However, you will need to consider the client’s future circumstances, as they may be assets tested at 
a later date.   
 

Where thorough consideration and research indicates that it is unlikely that the client/s would ever 
become income tested, then a loss of grandfathering may be considered immaterial. This is compared 
to the other reasons for commencing a new pension (such as saving on fees). 

 

Broadly, the greater a client’s total income from other sources, the higher their asset holdings  
may be before the assets test takes over, based on current deeming rates and asset and income  
test thresholds. 

Future deeming rates and account balance – income support and CSHC purposes 

Deeming rates are at a historic low. Even if modelling confirms a loss of grandfathering will not 
cause an immediate reduction in entitlement under the income test, it is important to consider any 
future impact of a loss of grandfathering with consideration of variables such as: 

▪ future increases to deeming rates 
▪ fluctuation in the ABP balance and other financial investments, at both current and potentially 

increased future deeming rates, and 
▪ future increases to income from other sources, which may exacerbate any impact of future 

deeming rate increases.  
 
Table 1: Deeming rates as at 1 January 2023 
 

Deeming rate Single Couple (includes illness separated) 

0.25% First $56,400 First $93,600 

2.25% Excess Excess 

The next table identifies the deemed income from an ABP across different account balances  
and deeming rates. This is reflected for a situation where deeming rates increase only, holding  
steady account balances (to isolate the impact of increasing deeming rates). 

 

  

 

7 Grandfathering is extended to the reversionary beneficiary where certain conditions are met. See Appendix B. 

https://guides.dss.gov.au/guide-social-security-law/4/4/1/10
https://guides.dss.gov.au/guide-social-security-law/3/9/3/31
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Table 2: Deemed income across different account balances and deeming rates 
 

Relationship 
status 

Deeming 
rates 

Total ABP 
balances 

Deemed 
income 

Income from other 
sources before 
ineligible for CSHC8 

Single Lower 0.25% 

Upper 2.25% 

$170,000 $2,697 $87,303 

Couple $350,000 $6,003 $137,997 

Single Lower 1% 

Upper 3% 

$170,000 $3,972 $86,028 

Couple $350,000 $8,628 $135,372 

Single Lower 2% 

Upper 5% 

$170,000 $6,808 $83,192 

Couple $350,000 $14,692 $129,308 

Single Lower 3.5% 

Upper 7%9 

$170,000 $9,926 $80,074 

Couple $350,000 $21,224 $122,776 

CSHC 

Currently, eligibility for the CSHC is determined where income (for CSHC purposes) is less than10: 

▪ $90,000 for an individual 
▪ $144,000 for couples, and 
▪ $180,000 for illness separated couples. 

It is important to acknowledge that significant amounts may be held in non-grandfathered ABPs 
before eligibility for the CSHC is lost. The below table provides the amount that could be held in a 
deemed ABP without losing entitlement to the CSHC based on current deeming rates. 

Table 3: Max. amount that could be held in deemed ABP to retain CSHC  
 

Relationship status Deeming rates Nil ATI 

Single Lower 0.25% $4,050,133 

Couple Upper 2.25% $6,483,200 

Consider the deductible amount – income support purposes 

When providing advice to a client with a grandfathered ABP, it is worth considering whether or not 
income assessment under the deeming rules would actually provide a more favourable entitlement. 
This should be considered on an ongoing basis as circumstances change.  

In some cases, a client may be drawing an amount from a grandfathered pension that is above  
the deductible amount (DA). Depending on a range of variables and the individual’s circumstances, 
income assessment for income support means-testing may actually be lower under deeming. 

Example 1:  

Eliza has an ABP with a current account balance of $150,000 and a DA of $15,000. She also  
has a defined benefit pension with assessable income (for Centrelink purposes) of $10,000 pa.  
She is currently drawing $27,000 pa in income payments. This means that her current income  
for means-testing purposes is $22,000. This is a total of: 

▪ the assessable income of $10,000 from the defined benefit pension, and 

▪ $12,000 pa attributable to the ABP (being the gross annual income payment in excess  

of the DA - see Appendix B).  

 

 

8 Ignores Work Bonus, which exempts the first $300 pf of ‘Work Bonus income’ (income from physical exertion)  
9 Historically, these rates are the highest that the deeming rates have been since 1996. 
10 Effective 4 November 2022. The CSHC thresholds are indexed annually on 20 September. 
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As a result, Eliza is income tested and receives a reduced Age Pension entitlement of $18,159 per 
annum.  

If Eliza’s ABP was instead subject to deeming (assuming no other financial investments for  
simplicity), the deemed annual income from the pension would only be $2,247. This is the  
amount that would be assessed as income under the income test and the actual annual  
income payment received would be disregarded. When added to the $10,000 income from  
the defined benefit pension, her Age Pension entitlement would be $23,035.50 per annum, which is 
an increase of $4,876.50 per annum ($187.56 per fortnight) increase by approximately.  
 

 

 

 Advice tip: 

It is not possible to ‘opt in’ to deeming. Where the deeming rules provide a more favourable outcome 
for an existing pension, a new pension must be commenced.  
 

Net benefit of a strategy 

When providing advice that will lead to a loss of grandfathering, there are a broad range of 
considerations. Depending on the client’s circumstances, modelling is likely to be required  
to support the recommendation.  

In some cases there may be reasons to support a change in product, or otherwise the 
commencement of a new pension, it is important to consider the net benefits of the strategy.  

For example, where a cheaper pension product is available, but the recommendation would lead  
to a loss of grandfathering, it is important to consider whether the fee savings outweigh any  
loss of entitlement as a result of the loss of grandfathering.  

Similarly, when considering the amendment of a reversionary nomination where the provider requires 
a new pension to be commenced, it is important to weigh up the impact of not adding a reversionary 
nomination, with any loss of benefits. 

Contact details 

For further information, please contact MLC Technical Services on 1800 645 597. 

Important information and disclaimer 

This article is prepared by Actuate Alliance Services Pty Ltd (ABN 40 083 233 925, AFSL 240959), a member of 
the Insignia Financial group of companies (‘Insignia Financial Group’)  

This is for financial adviser use only – it is not to be distributed to clients.  

The article has been prepared to provide financial advisers with technical resources, support and knowledge. 

The information in this document is current as at 24 January 2023 and reflects our understanding of existing 
legislation, proposed legislation, rulings etc as at the date of issue, and may subject to change. In some cases, 
the information has been provided to us by third parties.  

Whilst care has been taken in preparing this document, no liability is accepted for any errors or omissions in this 
document, and loss or liability arising from any reliance on this document. 

Any general tax information provided in this publication is intended as a guide only and is based on our general 
understanding of taxation laws. It is not intended to be a substitute for specialised taxation advice or an 
assessment of your liabilities, obligations or claim entitlements that arise, or could arise, under taxation law, and 
we therefore recommend your client consult with a registered tax agent. 
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Appendix A: Pre and post 1 January 2015 income test 

assessment of ABP for income support payments 

There are two ways an ABP may be assessed under the income test for income support purposes.  

Post 1 January 2015 

Since 1 January 2015, ABPs have their income determined under the deeming rules. The full  
account value is added to the value of other financial investments of the person (or couple),  
with income determined based on the prevailing deeming rates. 

Where income is deemed, the actual annual pension payments received by the person are 
disregarded. The full value of the account is assessed as an asset. 

Pre-1 January 2015 rules and grandfathered accounts 

The way in which assessable income (for income support purposes) is determined is based on  
the ‘gross annual income payment’, relative to the ‘deductible amount’ (DA). The DA operates  
like a return of capital from the original purchase price. 

Where the pre-1 January 2015 rules apply, only actual income payments from the pension that  
are in excess of the deductible amount are assessed as income for income support purposes.  
Where actual income payments are less than the deductible amount, then no income is assessed 
from the ABP as this is reduced to zero. Any excess cannot reduce other income. 

As is the case for deemed pensions, the actual account value is assessed as an asset under the 
assets test. The DA for ABPs is calculated as follows: 

 

(PP – Commutations) 

RN 
 

Where: 

PP = purchase price 

Commutations = total commutations over the life of the account 

RN = Relevant Number which is life expectancy at the commencement of the pension.11 

When does grandfathering apply for income support payment purposes? 

For an ABP to qualify for grandfathering, the: 

▪ ABP must have commenced prior to 1 January 2015, and 
▪ ABP must have been in continuous receipt of an income support payment since that time. 

Note that both conditions must be met, meaning that it is not enough for the ABP to have commenced 
prior to that date. 

Reversionary death benefit pensions 

Where: 

▪ an automatic reversionary death benefit nomination exists, and 
▪ the original member qualifies for grandfathering, and 
▪ at the time of the death of the original member, the reversionary beneficiary is also in receipt  

of an income support payment 

the grandfathering assessment of the pension will continue in the hands of the reversionary 
beneficiary. 

  

 

11 Where a reversionary nomination exists, the RN used is based on the longest life expectancy. Care should be taken  
     when adding a reversionary beneficiary (where a new ABP need not be started) as this may impact the DA as the  
     relevant number may change. 
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Non - Reversionary death benefit pensions 

A non-reversionary income stream (that is grandfathered for the CSHC) loses its grandfathered status 
upon death as any subsequent income stream paid is considered a new pension and deemed for 
surviving spouse’s CSHC income test. 

Appendix B: Pre and post 1 January 2015 assessment of  

ABPs for CSHC 

Pre-1 January 2015 income test assessment and grandfathered ABPs 

Income test 

Eligibility for the CSHC is based on an income test only. No assets test applies. The income test  
for the card is based on adjusted taxable income (ATI). As cardholders need to be Age Pension  
age, this means that grandfathered ABPs paid from a taxed fund don’t generate ATI and are  
therefore exempt from the income test. To qualify for grandfathering, the person: 

▪ must have commenced the ABP prior to 1 January 2015, and 
▪ have been a CSHC holder at this date. 

A loss of entitlement to the card after this date will cause a loss of grandfathering, even if entitlement 
to the card is regained in the future. Similarly, a new pension commenced after this date will be 
ineligible for grandfathering. 

FAQ:  

Will grandfathering continue to apply where a person has a CSHC and a grandfathered pension,  
and becomes eligible for Age Pension? 

Answer:            

No. Where a person’s eligibility shifts to or from the CSHC to an income support payment, any 
grandfathering will be lost.  
 

 

Example 

Declan is single and the holder of a CSHC immediately before 1 January 2015. Declan has an 
account-based superannuation income stream (commenced before 1 January 2015) with a balance of 
$1,000,000. Declan has other taxable income of $40,000.  

Declan’s account-based superannuation income stream is not deemed for the CSHC (it is 
grandfathered) and continues to be exempt from deeming as long as he continues to hold the CSHC. 
Declan continues to be eligible for the CSHC for provided his adjusted taxable income remains below 
the CSHC income limit. 

 

 

FAQ: 

How is a grandfathered account based pension assessed for the partner? 

Answer: 

If an account based pension is grandfathered for a member of a couple, there is no income assessed 
for the couples’ combined income test for the CSHC.  

If either member of a couple have a non-grandfathered account based pension, the assessment 
depends on age. If the owner of the non-grandfathered pension is less than age 60, the taxable 
portion of the account based pension is assessed, otherwise, the deemed amount of the account 
based pension is included in the combined income test for the couple. 
 

  

https://www.humanservices.gov.au/individuals/topics/what-adjusted-taxable-income/29571
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Example (CSHC holder with a spouse less than age 60) 

Beth has an account based pension commenced in January 2014. Immediately before 1 January 
2015 she held a CSHC and continues to be a holder. Her partner Tony (58) has an account based 
pension. 

Beth’s account based pension is grandfathered and no income is assessed for the CSHC (until the 
account based pension ceases or she ceases to be eligible for the CSHC). Whilst Tony is under 60 
years of age, the taxable income from his account based pension is included in the couple’s 
combined income test. When Tony turns age 60, deemed income from his account based pension is 
included in the couple’s combined income for the CSHC income test.  

Example (CSHC holder with a spouse who owns a deemed account based pension) 

Brayden is the holder of a CSHC which he held immediately before 1 January 2015. He has an 
account based pension (commenced before 1 January 2015) with a balance of $650,000. His spouse 
Maxine (63) commences an account based pension with $600,000. The couple have combined 
taxable income of $80,000.  

Brayden’s account based pension is not deemed for the CSHC (it is grandfathered). 

Maxine’s account based pension ($600,000) is deemed to earn $11,720 when determining Brayden’s 
entitlement to the CSHC. As their combined assessable income for CSHC ($91,720) exceeds the 
combined CSHC income limit ($89,290), Brayden loses entitlement to the CSHC. Upon losing 
entitlement to the CSHC, Brayden’s account based pension is deemed when determining any future 
eligibility for the CSHC. 
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Post-1 January 2015 assessment 

Where a pension is not grandfathered, deemed income from the pension is added to ATI. Deemed 
income is ONLY calculated on any non-grandfathered ABPs. Other investments that are considered 
to be ‘financial investments’ for income support payment purposes are not deemed for this purpose.  

FAQ:  

Where one member of a couple is a CSHC holder, and their younger spouse is not yet eligible for  
the card due to age, how is the ABP of the younger spouse assessed when determining eligibility  
for the older member of the couple? 

Answer: 

Grandfathering status is determined based on the account holder’s entitlement to the CSHC. That is, 
if the younger member of a couple had an ABP on 1 January 2015, but only the older member of the 
couple was a cardholder on this date, the younger partner’s ABP is not be grandfathered and is 
subject to deeming.  

However, if the younger member of the couple is aged < 60, the pension would already be captured 
under the income test under the ATI definition (as the taxable component of ABP payments results  
in assessable income). Once the younger member of the couple reaches 60, the ABP would be 
subject to deeming.  
 

 

 

FAQ:  

Can I roll all or some of a deemed account based pension back to accumulation phase to reduce 
assessable income for the CSHC? 

Answer:  

Yes. Benefits in the accumulation phase are not assessed (including not deemed) under the income 
test for the CSHC.  

Where a client exceeds the income test for the CSHC, consider whether some of a deemed account 
based pension can be rolled back to accumulation phase to gain eligibility for the CSHC. Assess the 
cost, tax and estate planning implications of applying this strategy against the benefits of holding the 
CSHC. For example, earnings in the accumulation phase are taxed up to 15% compared to no tax for 
earning on assets that support the account based pension. 
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Appendix C: Definitions 

Income support payment means a: 

▪ social security benefit or social security pension (see below) 

▪ job search allowance 

▪ youth training allowance 

▪ service pension, or 

▪ income support supplement. 

Social security benefit includes: 

▪ Widow Allowance 

▪ Youth Allowance 

▪ Austudy Payment 

▪ Newstart Allowance 

▪ Sickness Allowance 

▪ Special Benefit 

▪ Partner Allowance 

▪ Partner Parenting Payment, and 

▪ Parenting Allowance. 

Social security pension includes: 

▪ Age Pension 

▪ Disability Support Pension 

▪ Wife Pension 

▪ Carer Payment 

▪ Single Parenting Payment 

▪ Bereavement Allowance 

▪ Widow B Pension, and 

▪ Special Needs Pension. 

 

 


