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It all depends on ECPI...

» Exempt current pensionincome = ECPI

» How a fund claims ECPl impacts capital gains and losses, expense deductibility and tax losses and depends on

the type of fund
» Today we are going to consider the rules for claiming ECPI for different types of fund

- Afund which has periods where it is solely in retirement phase but at other times also has a non-

retirement phase account — NEW RULES

SMSF Association
@ Accredited %
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What is ECPI

» ECPI=exempt current pension income
- Reduces a fund’s assessable income
- Eligible if have a retirement phase income stream and minimum pension standards met

— ECPI applies to assessable income including net capital gains, excluding non-arm’s length income and

assessable contributions

10 Exempt current pension income

- ECPIis calculated annually e| ——

jrrent pension income at Label A

» Claimed in the SMSF annual return at No | ) Goto Section &: Income

Yes | ]} Exempt current pension income amourt AS[ | [ | [ ] I ][ ] ] |
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Proportionate method for ECPI

» Section 295.390 of ITAA 1997
- Trustee requires an actuarial certificate if want to claim ECPI (is optional)
= Actuarial certificate is for a full income year and states the exempt income proportion

— Expenses deductible to the extent incurred in producing assessable income

» Common methods for apportioning general expenses:

= Actuarial method of (1 — exempt income proportion)

= TR 93/27 method of assessable income / total income

» ECPI=exemptincome proportion x assessable income

= Assessable income excludes non-arm'’s length income and assessable contributions and includes net
capital gains

SMSF Association
@ Accredited %
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Illustration of fund liabilities

100 %%

Smarties super fund

50 % .
, accumulation account < Doreen has an
- accumulation balance and
5 is still contributing
é 40 % . : :
g account-based pension «  — Max s retired and has an

. account-based pension

O %

July June
Retirement phaze Mon-retirement phase B Segregated pension
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[2) ACTUARIAL CERTIFICATES [® HEALTHCHECKS &F OFFICE SETTINGS = BILLING (@) HELP ~

Phone: 1800 203 123

&\ Please review your draft exempt income proportion below and select continue to finalise and order your actuarial certificate.

Cnce you have ordered the certificate our team will review the data and either produce the report or contact you for further information.

Smarties Super Fund

Fund name

Fund AEBN 13009492219

Financial year 2020/21

Draft tax exempt income proportion

Applies to income earned in the fellowing From To
(unsegregated) periods 1July 30 June

Operating statement

Assets available 1July 51,243,645
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Calculating ECPI for Smarties Super Fund

» Actuarial exempt income proportion = 66.157%
» Assessable income including net capital gain and excluding assessable contributions

~ $25,455 in assessable income excluding assessable contributions

= $40,000 net capital gain due to sale of fund assets

10 Exempt current pension income
Did the fund pay retirement phase superannuation income stream benefits to one or more members in the income year?

B TOta | = 4OI O O O +2 5I 4 5 5 = $ 6 5/ 4 5 5 on for current pension inco ent under the law.

e, Yol east the minimum benefit paym
t pension income at Label A

No D} Go to Section B: Income.
Yes I Exempt current pension income amount A S| ” ” || ” 4 HS |_.|3 ” 0 ”3 |><

Which method did you use to calculate your exempt current pension income?

ts method B |:|

egated assets method C h Was an actuarial certificate obtained? D Yes

» ECPI=0.66157x 65,455 = 43,303.06

Unseg

Did the fund have

E Yos P
o [ ])

e If you are entitled to claim any tax offsets, you can list
these at Section D: Income tax calculation statement. \

y other income that was assessable?

ng ‘No’ means that you do
section C: Deductio

not have any assessable

income, including no-TFN g
non-deductible expenses.

(Do not complete Section
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Maximising proportionate method ECPI

average value of retirement phase liabilities

Exempt income proportion = —
average value of superannuation liabilities

» This uses a daily weighted average so when a transaction occurs is important
» More in retirement phase on average:

= Pension payments and lump sums later in a year

= Pension commencements earlier in a year
» Lessin non-retirement phase on average:

= Accumulation withdrawals earlier in a year

= Contributions later in a year
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Segregated method for ECPI

» Segregated pension assets are assets solely supporting retirement phase liabilities
» Section 295.385 of ITAA 1997
= Income on segregated pension assets is ECPI (100% exempt)
= Capital gains and losses are disregarded and not included in assessable income
= General expenses are not deductible as incurred on assets producing exempt income

- Disregarded small fund assets are not segregated current pension assets for ECPI under 295.385(7)

A fund solely in retirement phase for a whole year (unless has defined benefit pensions) will use this method

SMSF Association
@ Accredited %
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Disregarded small fund assets (DSFA)

» Annual assessment each 30 June

= Also applies in first year of the SMSF

» SMSF will have disregarded small fund assets for a financial year if all of the following apply:
= At prior 30 June a member was in retirement phase and had over $1.6m total super balance
— The SMSF has a member in retirement phase at any time in the year

= The SMSF is not solely in retirement phase over the whole year

» If have disregarded small fund assets must claim ECPI using the proportionate method and obtain an

actuarial certificate

SMSF Association
@ Accredited %
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ECPI: new rules

There may be a choice from 2021-22 income year

SMSF Association
Accredited
Educator




Did the SMSF consist

The new ECPI choice rules et it

interests (excluding DBP") Does the SMSF have DSFA??
for the entire income year?

Does the SMSF have period(s)

) ] b ¢ (nat the whole year) wh
Choice applies from 2021-22 income year consigs ol uf rtemert
phase pensions (known
as period(s) of
'dEE:‘?E'pdE;IE'grEi'__I; an'y,
Download flowcharts from

ather than DBPF'?

https://www.accurium.com.au/actuarial-
certificates/ and scroll down to ‘Helpful resources’

Does an SMSF have a choice of how to NO CHOICE MADE

Must use segregated method for period(s) of

calculate and claim ECPI? PWkmss paisiac sl s

other periodls

Is an actuarial certificate required?

Does your fund have disregarded small fund CHOICE MADE
o) Must use proportionate method for
assets: entire income year

SMSF Association
Accredited
Educator
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ECPI prior to 2017-18
A brief history....

Illustration of fund liabilities For income years prior to
100 % 2017-18
- Segregated method used:
— Elected segregation; or
- — SMSF was solely
; supporting pensions
8 i (not DBs) for the entire
g income year.
20 %
Otherwise used proportionate
i method.
Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun

Retirement phase Non-retirement phase W Segregated pension

SMSF Association /\%
. I Accredited -
1. Unless trustee(s) have segregated fund assets between pension and accumulationinterests. Educator
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ECPI from 2017-18 to 2020-21
A brief history.... SMSF did not have DSFA*

100 %
60 %
40 % < >

Jul Aug Sep Oct Nov Dec Jan

Segregated method

Proportion of fund kabilties

Feb Mar Apr May Jun

I Retirement phase Non-retirement phase W Segregated pension

1. Disregarded small fund assets.

For income years
2017-18 t0 2020-21

Segregated method used:

— Did not have DSFA?%; or

— Elected segregation; or

— SMSF had periods solely
supporting retirement
phase interests.

Otherwise used proportionate
method.

SMSF Association
@ Accredited /%
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ECPI from 2017-18 to 2020-21
A brief history.... SMSF did have DSFA*

100 %

40 %

Proportion of fund labilties

Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun

Retirement phase Non-retirement phase W Segregated pension

1. Disregarded small fund assets.

For income years
2017-18 t0 2020-21

Segregated method used:

— Did not have DSFA?%; or

— Elected segregation; or

— SMSF had periods solely
supporting retirement
phase interests.

Otherwise used proportionate
method.

@ SMSF Association /S
Accredited ) § % 7

Educator
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The new ECPI choice rules from 1 July 2021

When there will be choice

@i \
| |

]
| @

@ DID YOU KNOW?

The ECPI claim will be for The SMSF does not have There is a period in the None of the retirement
the 2021-22 or a later DSFA®. year where SMSF assets phase pensions in the OF SMSFS
income year If have DSFA => must use are solely supporting SMSF are defined benefit
proportionate method for retirement phase pensions.
entire year pensions, but not for the of funds b o
whole income year. Most of these with :nv:yoot.';yﬁof
- ‘deemed segregation’ all SMSEs m,‘a more than one

deemed period

SMSF Association \
@ Accredited %

1. Disregarded small fund assets
Educator
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Claiming ECPI for income year 2021-22 onwards
The new ECPI choice rules - SMSF does not have DSFA*

Illustration of fund liabilities
ﬁpplies to elected \

100 %

segregation as well.

80 %
The choice aims to assist

Proportionate method Segregated method trustees with periods of

60 %
‘deemed segregation’.

40 %
O R An actuarial certificate is
required to claim ECPI

20% Proportionate method wder either option /

Proportion of fund labilties

Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun

B Retirement phase Non-retirement phase W Segregated pension

SMSF Association @
1. Disregarded small fund assets. égigeatigsd



The ECPI choice
decision

_ )
Rearview approach
— Accountant
— Preparing annual reports
— Run comparative analysis
J

LOOKING
AHEAD

Forward planning approach\

— Adviser
— Asset disposal recommendation
— Estimate tax outcome

SMSF Association \
@ é\gcredited %
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The ECP| Choice Order actuarial certificate SRR | e et et 1] (e
decision

Choice of ECPI calculation method

5 / 5
ACC urium-s a Ct uarila | & Thisfund has periods where all member interests are in retirement phase. The trustee(s) have the option to simplify the ECPI calculation by using the proportionate

certificate process asks you
to confirm your choice

method for the whole year.

Have the trustee(s) made the choice to apply the proportionate method to claim ONo ®@Yes New question
ECPI for the entire income year?

Can complete a
comparative analysis by

Illustration of fund liabilities for 2022

toggling between 0%

Yes = use 50%
proportionate method

2 60%

NO'S use.segre.gated : w0 ‘Yes' = Proportionate method for entire income year

method in periods of g

deemed segregation 2%

0%

Jul-21 Aug-21 Sep-21 Oct-21 Now-21 Dec-21 Jan-22 Feb-22 Mar-22 Apr-22 May-22 Jun-22
B Refirement phase MNon-refirement phase W Segregated pension

SMSF Association
@ Accredited %

Educator




The ECPI choice
decision seGrEGATION m_

Choice of ECPI calculation method

c / -
ACCU rnum-sa CtU aria I & This fund has periods where all member interests are in retirement phase. The trustee(s) have the option to simplify the ECPI calculation by using the proportionate

certificate process asks you method for the whole year.

to confirm your choice
Have the trustee(s) made the choice to apply the proportionate method to claim @®No OYes New question
ECPI for the entire income year?

Can complete a

Illustration of fund liabilities for 2022

comparative analysis by

40 %

toggling between 100
Yes = use
proportionate method ‘No’ = Proportionate
: " method AND
No = use segregated ECPI % Segregated method
:

method in periods of
deemed segregation

Segregated method — 100% ECPI

0%
Jul-21 Aug-21 Sep-21 Oct-21 Nov-21 Dec-21 Jan-22 Feb-22 Mar-22 Apr-22 May-22 Jun-22

W Refirement phase MNen-retirement phase B Segregated pension

SMSF Association \
@ Accredited %

Educator
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The new ECPI choice rules
To elect or not elect? That is the question....

» Where afund is eligible to make a choice
- it may materially impact ECPI if have significant and irregular income or/and capital gains
= otherwise, the choice made may not materially impact ECPI

» Whether proportionate or segregated method is ‘better’ depends on timing of income.

» If significant income or/and capital gains incurred in a period...

...of deemed segregation ...with a non-retirement phase interest ...of deemed segregation and
» Do not choose to apply » Choose to apply proportionate in a period where have a non-
proportionate method, method, select ‘Yes'’ retirement phase interest

select ‘No’ » Electing to treat periods of deemed P comparison of outcomes
» Under segregated segregation under the proportionate required

method that income is method will increase the exempt

100% exempt income % applying to the income

SMSF Association
@ Accredited /%

Educator
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Do you think you will need to run a comparison
of ECPI outcomes for your clients?

(D Start presenting to display the poll results on this slide.



Happy Days Super Fund — ECPI choice

CASE STUDY
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Case study — Happy Days Super Fund

SE > =&
"/\ ~ ;?’
\ ) , : =
¢ ) =
> - 9 \ v
b, 3 ~>- ;

Ritchie: working aged 41 Joanie: working aged 39 Arthur: working aged 43

Howard: retiree aged 67 Marion: working aged 64
30/6/21 ABP balance = 30/6/21 Accumulation = 10/2/22 joined fund with 10/2/22 joined fund with 10/2/22 joined fund with
$1,486,240 $358,845 rollover of $294,580 rollover of $167,840 rollover of $494,380
*  Monthly pension _ .
paymerz/ts - $3,100 21/10/21 start ABP on 65" Employer cont $1,375 paid ~ Employer cont $1,375 paid ~ Employer cont $3,750 paid
° Part|a| Comml_;tation blrthday into SMSF 28/4/22 into SMSF 28/4/22 into SMSF 28/4/22
$50k 1/3/22 * Pension payment paid

28/6/22 - $6,400
30/6/21 bal in APRA fund =
$7,180 Continues to work —employer
contributions directed to
APRA fund for insurance
* 30/6/21 balance in APRA
fund = $3,650

SMSF Association
@ Accredited %

Educator
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Case study — Happy Days Super Fund

100 %
Marion’s Fund is e!igible to make a
Accumulation Rollover of accumulation benefits choice’ for ECPI
80 % for Ritchie, Joanie & Arthur
ki Fund does not have DSFA
5 . Deemed segregation
2 00% g SMSF earning rate* for 2021-22
3 =9.35%
s Howard’'s ABP Howard + Marion’s ABPs Howard + Marion’s ABPs
S 0% Member balances at time of
g exiting deemed segregation
o

period at 10 Feb 22:

20 % . . .
$47,054 Income* $47,054 Income* $59,237 Income* » Howard: $1,545,079
» Marion: $379,731
0 %
Jul-21 Aug-21 Sep-21 Oct-21 Nov-21 Dec-21 Jan-22 Feb-22 Mar-22 Apr-22 May-22 Jun-22 1. Assessable portion of total income,

excluding assessable contributions

SMSF Association
@ Accredited "}"§ % /

Educator

Retirement phase Non-retirement phase B Segregated pension
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Choice to use proportionate method = *"No”

Illustration of fund liabilities for 2022

100 %

Fund does not choose to use the
Bl e o beetie G proportionate method on assets
Ritchie, Joanie & Arthur

Marion’s
Accumulation

80 %

ECPI for unsegregated periods:

60 % + 07% =
Howard’s ABP Howard + Marion’s ABPs Howard + Marion’s ABPs (847,054 + $59,237) X 71.07%

$75/541

40 %

ECPI for period of deemed
segregation:
= $47,054

ECPI% = 71.07% ECPI=100% ECPI% = 71.07%

Proportion of fund liakilities

20 %

$47,054 income

$47,054 income $59,237 iIncome

Total ECPI = $122,595

Jul-21 Aug-21 Sep-21 Oct-21 Nov-21 Dec-21 Jan-22 Feb-22 Mar-22 Apr-22 May-22 Jun-22

Retirement phase Non-retirement phase B Segregated pension SMSF Association /%
Accredited /

Educator
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Choice to use proportionate method = "Yes”

Illustration of fund liabilities for 2022

| |
100 % i I
Marion’s I I Fund chooses to use the
Accumulation : ' maillewicdra e rra T G proportionate method on assets
80 % ) I Ritchie, Joanie & Arthur
5 ' ' Proportionate method ECPI:
g s : : ($47,054 + $47,054 + $59,237) X
= Howard’s ABP | Howard +Marion’sABPs || Howard + Marion’s ABPs 77.952%
2 | |
S 40% ' I Total ECPI = $119,535
£ | |
| |
20 % 1 1
No choice made: ECPI = $122,595
oo ' ' Choice made: ECPI = $119,535
Jul-21 Aug21  Sep-21 oct21!  Nov-21  Dec21 Jan22  Fdb22  Mar22  Apr22  May22  Jun22 Similar ECPl outcomes
Retirement phase Non-retirement phase M Segregated pension

SMSF Association FAVAVA
@ Accredited 4@

Educator
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Case study —significant gain in unsegregated period

Illustration of fund liabilities for 2022

100 %

Marion’s
Accumulation

Rollover of accumulation benefits Choice ="“No”
for Ritchie, Joanie & Arthur

80 %

ECPI for unsegregated periods:
($47,054 + $59,237 + 2/3 X
$890k) X 71.07% = $497,223

ECPI for period of deemed
segregation: $47,054

60 %

Howard’s ABP Howard + Marion’s ABPs Howard + Marion’s ABPs

20 %
$47,054 Income $47,054 Income $59,237 income
1

Jul-21 Aug-21 Sep-21 Oct-21 Nov-21 Dec-21 Jan-22 Feb-22 Mar-22 Apr-22 May-22 Jun-22

40 %

Proportion of fund liakilities

Total ECPI = $544,277

Retirement phase Non-retirement phase B Segregated pension SMSF Association /%
Accredited /
Educator
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Case study — significant gain in unsegregated period

Illustration of fund liabilities for 2022

100 %
Marion'’s ; o
Accumulation Rollover of accumulation benefits Choice ="Yes

0 for Ritchie, Joanie & Arthur ECPI for unsegregated periods:
3 ($47,054 + $47,054 + $59,237 + 2/3 X
2 wo $890k) X 77.952%
é Howard’s ABP Howard + Marion’s ABPs Total ECPI = $582,050
£ _|\ /L

20 % No choice made: ECPI = $544,277

Choice made: ECPI = $582,050
Ue Choice “Yes"” better ECPI outcome

Jul-21 Aug-21 Sep-21 Oct-21 Nov-21 Dec-21 Jan-22 Feb-22 Mar-22 Apr-22 May-22 Jun-22

Retirement phase Non-retirement phase M Segregated pension

SMSF Association FAVAVA
@ Accredited 4@

Educator
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What Class has implemented

» Fund Policy

= Election of ECPI Calculation Method field will appear only for affected funds (switching from deemed
segregated vs to unsegregated or vice versa) from 1 July 2021

= You can select either Both or Proportional Method

» Period Update & Exception Report

- Existing period update algorithm remain unchanged

= Incorporate new warning messages for affected funds to update fund policy.
» Actuarial Certificate & Tax Return

- Work with all the major actuarial providers to send the flag for Use Deemed Segregation (Y/N)

= SMSF Annual Return will auto-populate the selected method to calculate ECPI

SMSF Association
@ Accredited %

Educator
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Key Takeaways for Class Users

Hints & Tips No. Details & Why
@ 1 Update external super balance p.a. under Member > Contribution Caps
Q > Only one fund policy for the year! (Best Practice is to have one fund policy per financial
year, even if they are the same)
@ 3  Review Exceptions Report for any warnings or errors
4,  Use both options to compare for the best outcome:
@ * Higher Actuarial Exempt % # better tax outcome
* Higher ECPI # better tax outcome
* Always compare net tax payable position
* Planinvestment disposal with large capital gains in deemed segregated period
@ 5 Review Fund Expense (Pension Exemption) % based on the new ECPI methodology

SMSF Association
@ Accredited %

Educator




[ 4
& A
-




slido

l Audience Q&A Session

(D Start presenting to display the audience questions on this slide.



o TechHub #M accurium DCLASS

 GEEMANAGED Win some great prizes in the CoreData and selfmanagedsuper annual
SUPER FUND

survey to select the best service providers for advisers in 2022

O * one (1) major prize of $1500 worth of JB Hi-Fi qift cards or
) AWARDS 2027 + one offire (5) $200 GiftPay online gt cards or J Hici gt cards TAKE THE SURVEY
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In closing

If you have any questions or need
assistance applying for a certificate,

please contact Accurium via:

Tel: 1800 203 123 or

Email:

S AN
ACTUARIAL
CERTIFICATE
REQUIRED?

Did the fund have any
retirement phase interests
{pensions) during the
income year?

=

Was the fund paying a defined benefit pension
during the income year

o

Was the fund solely in retirement phase for the

entire income year?

Did the fund have disregarded small fund assets in

the income year?

Did the trustees elect to segregate certain assets,
or pools of assets, to solely support retirement
phase interests during the income year?

o]

Were there any days during the income year
where the fund was solely in retirement phase (i.e.
had no accumulation, non-retirement phase TRIS,

or reserve accounts on those days)?

(]

The Trustee(s) have the choice of which ECPI
method to use for periods solely in retirement
phase. Did the trustees elect to treat all periods

which were solely in retirement phase as
unsegregated for the income year?

Was the value of the segregated assets always
equal to the total balance of all retirement phase
interests during the year (i.e. all assets supporting

retirement phase accounts were segregated)?

No actuarial certificate required

No actuarial certificate required

Actuaria
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Contact us

@ 1800 203123 @ accurium.com.au act@accurium.com.a

The information in this presentation has been prepared by Accurium Pty Ltd ABN 13 009 492 219 (Accurium)and Class Super ABN 70 116 802 058. It is 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 taken in the preparation of this presentation, no warranty is given with
respect to the information provided and Accuriumis not liable for any loss arising from reliance on this information. Scenarios, examples and comparisons are shown for illustrative purposes only
and should not be relied on by individuals when they make investment decisions. We recommend that individuals seek professional advice before making any financial decisions. This

presentation was accompanied by an oral presentation, and is not a complete record of the discussion held. No part of this presentation should be used elsewhere without prior consent from the
author.





