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Superannuation is an immensely important 
part of Australia’s financial services landscape 
– virtually all Australians have superannuation 
and count on it to ensure their post-retirement 
financial security. 
The role superannuation specialists play in 
helping Australians manage their super is of 
course a critical one. Navigating and ensuring 
compliance in such a heavily regulated industry 
is no easy task, and perhaps never has this been 

more true than in 2020, as government measures 
in response to the COVID-19 pandemic have 
meant the rules and regulations around super 
have changed more rapidly and drastically than 
ever.
This makes the 2020-21 edition of the SMSF 
Manual one of our most important to date. At 
Tax & Super Australia, we are keenly aware of 
our responsibility in making this resource – and 
especially this new edition, produced in an 
unprecedented time – as informative, up-to-date 
and useful as possible. As with our other major 
annual publication, the Tax Summary, our aim is 
to not only capture everything you need to know 
(up to the time of writing) but present it in a way 
that saves you time and gives you a full and 
confident understanding.
I hope you find the 2020-21 SMSF Manual a 
valuable resource throughout this financial year 
– one that you reach for time and time again, 
but equally one that you put back in short order 
having found what you needed to know. As 
always, Tax & Super Australia will continue to 
keep our members informed and up-to-date via 
our more regular communications – and if you’re 
not a member yet, there’s no better time to join 
our community and know we’ve got your back.

Preface               
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18.010 Overview of the new measures
Starting from 1 July 2017 a new Division 294 in ITAA97 imposes a $1.6 million transfer balance cap on 
the amount of capital that can be transferred into the retirement phase of superannuation. The measure 
is intended to limit the extent to which the retirement phase interests attract an earnings tax exemption.
The transfer balance cap is directed towards net transfers to the retirement phase and does not value 
earnings, losses or draw-downs that occur within the retirement phase.
Each individual taxpayer with superannuation interests in the retirement phase has a personal transfer 
balance cap. The starting amount of the individual’s transfer balance cap will depend on the general 
transfer balance cap for that financial year. The general transfer balance cap is a generic threshold used 
in determining an individual’s starting transfer balance cap and also its indexation.
Taxpayers exceeding their transfer balance cap by starting superannuation income streams with more 
than $1.6 million will be penalised primarily through the imposition of excess transfer balance tax. The tax 
is imposed on the notional earnings on the excess transfer balance amount. The rate of tax is 15% for 
the first breach and 30% thereafter. Additionally, taxpayers who have exceeded their transfer balance cap 
lose indexation of this cap in the future.
The transfer balance cap measure necessitated several accompanying measures such as the transfer 
balance account, which tracks the net amounts an individual has transferred to retirement phase. Several 
new terms were also legislated, among them the retirement phase and the total superannuation balance.

18.020 New terms

18.021 Retirement phase
Determining when a superannuation interest in a retirement phase is necessary for a variety of measures, 
for instance to calculate the transfer balance account or to determine ECPI. Section 307-80 ITAA97 
prescribes when a superannuation income stream is in the retirement phase.
Superannuation income stream is defined in regulation 995.1.01 of the ITAR97 and includes income 
streams that are taken to be:
1. an annuity for the purposes of the SIS Act (r1.05(1) SIS Reg)
2. a pension for the purposes of the SIS Act (r1.06(1) SIS Reg)
3. a pension for the purposes of the RSA Act (r1.07 RSA Reg)
4. an annuity or pension within the meaning of the SIS Act and commenced before 20 September 

2007
A superannuation income stream is in the retirement phase at a time if a superannuation income stream 
benefit is payable from it at that time (s307-80(1) ITAA97).
A deferred superannuation income stream is in a retirement phase at a point in time if:
• a superannuation income stream benefit will be payable from it to a person after that time; and
• the person has satisfied at or before that time any of the following conditions of release: retirement, 

terminal medical condition, permanent incapacity, attaining age 65.

If the superannuation income stream is any of the following and certain conditions are not met then it will 
not be in the retirement phase at a time s307-80(3):
• A transition to retirement income stream (Part 6 SIS Reg)
• A non-commutable allocated annuity (Part 6 SIS Reg)
• A non-commutable allocated pension (Part 6 SIS Reg)
• A transition to retirement income pension (Part 4 RSA Reg)
• A non-commutable allocated pension (Part 4 RSA Reg)
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The relevant conditions in s307-80(3)(b) are:
• the person has not satisfied at or before that time any of the following conditions of release: 

retirement, terminal medical condition, permanent incapacity, attaining age 65, or
• the persona satisfied a condition the following conditions of release but has not notified the trustee 

of the fact: retirement, terminal medical condition, permanent incapacity.

Subsection 307-80(3) essentially bars certain types of superannuation income streams from being in the 
retirement phase. Of most interest for SMSF specialists, is the ability of a TRIS to be in the retirement phase 
- for this to happen the recipient must either attain 65 years or meet one of the other three conditions of 
release and notify the trustee. Note that for conditions of release s307-80(2)(c) other than attaining age 
65, a TRIS is in the retirement phase only from the time the trustee is notified about the member meeting 
satisfying the condition of release.
Subsection 307-80(4) ITAA97 operates to make a superannuation income stream not in the retirement 
phase in an income year if a superannuation provider failed to comply with the commutation authority 
issued by the Commissioner. See 18.400 for a discussion of commutation authorities. 
A superannuation income stream is not in the retirement phase for an income year if:
1. the superannuation income stream provider is issued with a commutation authority under 

Subdivision 136-B Schedule 1 TAA but fails to pay the required superannuation lump sum within 60 
days after the commutation authority is issued, and

2. the income year is the income year in which the 60-day period ended, or a later income year

Relevant examples are provided at 18.410 within the discussion of commutation authorities.

Earnings tax exemption – relevance of retirement phase
Complying superannuation funds will receive the earnings tax exemption in respect of retirement phase 
(RP) superannuation income stream benefits of the fund at the time.
A superannuation income stream benefit is an RP superannuation income stream benefit of a 
superannuation fund if it is payable by the fund at that time from a superannuation income stream that is 
in the retirement phase at that time (s307-75(1)).
A superannuation income stream benefit is also an RP superannuation income stream benefit of a 
superannuation fund at a time if it is payable by the fund after that time from a superannuation income 
stream that is a deferred superannuation income stream and is in the retirement phase at that time (s307-
75(2)).

18.022 Retirement phase recipient
An individual is a retirement phase recipient, as defined in s294-20, at a time if:
a. the superannuation income stream is in the retirement phase at that time; and
b. a superannuation income stream benefit from the superannuation income stream is payable to the 

individual at that time.

For individuals with deferred superannuation income streams, it is not necessary that benefits be currently 
payable to the individual. In case of a deferred superannuation income stream, the requirement at b) is 
modified so that it is necessary for the benefit to be payable to the individual after that time.

18.023 Accumulation phase value
The accumulation phase is not defined in legislation and rests upon the notion that if a superannuation 
interest is not in the retirement phase then it is in the accumulation phase.
The value of a superannuation interest that is in accumulation phase is termed “accumulation phase 
value” and defined in s307-205(2) as the total amount of superannuation benefits that would become 
payable, if the individual voluntarily ceased the interest at that time. 
Alternatively, regulations can prescribe alternative valuation rules for certain types of superannuation 
interests, or superannuation interests in specific funds, in circumstances where the default rule could lead 
to a nil or minimal valuation.
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18.100 Transfer balance cap
Division 294 of the ITAA97 creates a limit on the amount of capital that an individual can transfer into 
retirement phase superannuation accounts. The transfer balance cap has remained at $1.6 million since 
1 July 2017.
An individual’s transfer balance cap for the financial year, in which they first start to have a transfer balance 
account, is equal to the general transfer balance cap for that financial year. In the following financial years 
individual’s transfer balance cap may be modified by the proportional indexation (see 18.130).
At the time an individual first commences a retirement phase superannuation income stream, the 
individual’s personal transfer balance cap will equal the general transfer balance cap for that financial year. 
Note that individual taxpayers who have not commenced a retirement phase superannuation income 
stream will not have a transfer balance cap or a transfer balance account. Special rules apply to children 
receiving death benefit superannuation income streams, see guideline paragraphs 3.266 to 3.294 of the 
Explanatory Memorandum to the Treasury Laws Amendment (Fair and Sustainable Superannuation) Bill 
2016.

EXAMPLE (from EM Example 3.2: Starting to have a personal transfer balance cap)
Amy first commences an $800,000 retirement phase superannuation income stream on 18 
November 2017. A transfer balance account is created for Amy at that time. Amy’s personal transfer 
balance cap is $1.6 million for the 2017-18 financial year.
Allen first becomes entitled to a superannuation income stream benefit on 15 July 2021. A transfer 
balance account is created for Allen at that time. In 2021-22, the general transfer balance cap has 
indexed to $1.7 million. Allen’s personal transfer balance cap is $1.7 million for the 2021-22 financial 
year.

The transfer balance cap applies to the total amount of superannuation that has been transferred into the 
retirement phase. It does not matter how many separate pension accounts an individual has.

18.110 General transfer balance cap
The general transfer balance cap is defined in s294-35(3) ITAA97. For the 2019-20 income year the general 
transfer balance cap is equal to $1.6 million. For later income years the cap will be worked out by indexing 
this amount as prescribed in s960-285 ITAA97.

18.120 Indexation of general transfer balance cap
The general transfer cap is indexed in $100,000 increments in line with CPI.
The general transfer balance cap is indexed by being multiplied by the indexation factor and rounding 
down to the nearest $100,000. The indexation factor is determined by dividing the CPI number for the 
quarter ending 31 December in the prior financial year by the number for the base quarter (ending 31 
December 2016). The indexation factor is rounded to 3 decimal places. The general transfer balance cap 
does not index where the indexation factor is one or less than one.
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18.130 Proportionate indexation of the  
 personal transfer balance cap
An individual’s transfer balance cap is subject to proportional indexation in line with increases in the 
general transfer balance cap, according to s294-40. If, at any time, an individual meets or exceeds their 
transfer balance cap, they will not be entitled to indexation. 
Indexation is only applied to an individual’s unused cap percentage. Once a proportion of cap space 
is utilised, it is not subject to indexation, even if the individual subsequently removes capital from the 
retirement phase. This means that individuals who fully utilise or exceed their transfer balance cap on 1 
July 2017 or a later date are ineligible for indexation of the personal transfer balance cap going forward.
Unused cap percentage is worked out through the following steps:
1. Identify the highest transfer balance in the individual’s transfer balance account at the end of any 

day up to the end of the previous financial year
2. Identify the day on which the transfer balance account had that transfer balance at the end of the 

day, or, if the transfer balance account had that transfer balance at the end of more than one day, 
the earliest of those days

3. Express the transfer balance identified in step 1 as a percentage (rounded down to the nearest 
whole number) of the individual’s transfer balance cap on the day identified in step 2

4. Subtracting the result of step 3 from 100%.

The purpose of the step 1 is to identify the highest transfer balance that the individual has ever had at a 
point in time and step 2 identifies the applicable transfer balance cap at that point in time.
Note that if the highest transfer balance in step 1 is less than nil (a debit balance), then the unused cap 
percentage is taken to be 100%. This may happen where an individual received structured settlement 
contributions but has not started a pension or the pension is relatively small compared to these 
contributions.

EXAMPLE: Proportional indexation and the highest balance (Example 3.2 from EM to Treasury 
Laws Amendment (Fair and Sustainable Superannuation Bill 2016))
On 1 October 2017, Nina commences a superannuation income stream with a value of $1.2 million. 
On 1 January 2018, Nina partially commutes her superannuation income stream by $400,000 to buy 
an investment property.
Nina’s transfer balance on 1 October 2017 was $1.2 million and, on 1 January 2018, it is $800,000 
($1,200,000 - $400,000).
In 2020-21, assume the general transfer cap is indexed to $1.7 million. To work out the amount by 
which her personal cap is indexed, it is necessary to identify the day on which Nina’s balance was at 
its highest. In this case, the highest balance was $1.2 million and the day on which she first had this 
balance was 1 October 2017. Nina’s personal cap on that date was $1.6 million. Therefore, Nina’s 
unused cap percentage on 1 October 2017 is 25%, calculated as 100% - (1,200,000 / 1,600,000).
To work out how much her personal cap is indexed, Nina’s unused cap percentage is applied to the 
amount by which the general cap has indexed $100,000 (the indexation increase). Consequently, 
according to s294-40(2), Nina’s transfer balance cap is increased by 25% x $100,000 = $25,000. 
Therefore, Nina’s personal transfer balance cap in 2020-21 is $1.625 million.
In 2022-23, assume the general transfer balance cap is indexed to $1.8 million. As Nina has not 
transferred any further amounts into the retirement phase, her unused cap percentage remains 25%. 
Her personal transfer balance cap is now $1.65 million, due to a further increase of $25,000 (25% of 
the indexation increase of $100,000). In this year, Nina decides to transfer the maximum amount she 
can into the retirement phase. This will be her personal cap for the 2022-23 year ($1.65 million) less 
her transfer balance of $800,000. This means Nina transfers another $850,000 into the retirement 
phase without exceeding her transfer balance cap.
Once Nina has used all of her available cap space, her transfer balance cap will not be subject to 
further indexation. This is the case even if Nina later partially commutes her superannuation income 
stream and her transfer balance falls below her transfer balance cap.
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18.140 Available cap space
The amount of available transfer balance cap space that an individual has is determined through comparing 
the balance of their transfer balance account with their personal transfer balance cap.
Available cap space represents the maximum value of a superannuation interest that can be transferred 
into the retirement phase without exceeding the taxpayer’s transfer balance cap. This term is not contained 
in the legislation.

EXAMPLE
Aditya started an account-based pension on 11 August 2017 with $1.3 million of her 
accumulated balance. Prior to that she received no superannuation benefits. Her transfer 
balance cap for the 2017-18 financial year equals the general transfer balance cap ($1.6 
million).
Commencement of the pension results in a transfer balance credit of $1.3 million to Aditya’s 
transfer balance account. The balance of the account is $1.3 million.
After the commencement of the pension, Aditya’s available cap space is $300,000, calculated 
as her individual transfer balance cap less the balance of her transfer balance account: $1.6 
million - $1.3 million
Aditya can transfer a maximum of $300,000 of her super interests into a pension phase.
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18.200 Transfer balance account
The transfer balance account tracks the net amounts an individual taxpayer has used to start pensions. 
It does not take into account any earnings or depletions of the superannuation member’s interest in the 
retirement phase. 
The balance in the transfer balance account is increased when a transfer balance credit takes place and 
it is decreased when a transfer balance debit occurs. The stated purpose of the transfer balance account 
and the system of credits and debits is to ensure that individuals retain flexibility to manage and change 
their retirement phase interests.
After a superannuation income stream has commenced, changes in the value of its supporting interest are 
not counted as credits or debits.
An excess transfer balance occurs when the taxpayer’s transfer balance account closing value on a day 
is greater than the taxpayer’s transfer balance cap on that day. For the discussion of the excess transfer 
balance tax and other implications refer to 18.300.

18.210 Start date of an individual’s transfer balance
An individual’s transfer balance account is created when credits first arise in the account. Generally, it 
is when the taxpayer first receives a superannuation income stream, which is in the retirement phase. 
For individuals that are receiving retirement phase superannuation income streams on 1 July 2017, their 
transfer balance account begins on that date.
An individual’s transfer balance account is generally a lifetime account and only ceases on their death.
However, a modification generally applies to cease a child’s transfer balance account that is created when 
the child starts to receive a death benefit income stream as a child recipient. 

18.220 Transfer balance credits
Generally, a credit arises in an individual’s transfer balance account when an individual becomes the 
recipient of a superannuation income stream that is in the retirement phase. That time is when the 
superannuation income stream begins to attract an earnings tax exemption for the superannuation 
income stream provider. After a superannuation income stream has commenced, changes in the value of 
its supporting interest are not counted as credits or debits.
Regulations may provide that a particular transfer balance credit does not apply to a class of superannuation 
income streams.
For the purposes of determining whether an individual is a retirement phase recipient of a superannuation 
income stream and the credit that arises in their transfer balance account for the superannuation income 
stream, it is assumed that:
• the rules or standards under which the superannuation income stream is provided will be complied 

with, and
• the superannuation income stream remains in the retirement phase, even if it later leaves the 

retirement phase because of non-compliance with a commutation authority. See 18.400 for 
discussion on commutation authorities.

The assumptions are made at a particular point in time based upon the facts and circumstances that 
exist at that time. If it is not possible to determine if a requirement for a superannuation income stream 
to exist will be met, then the requirement is treated as having been met. Conversely, if it is possible to 
determine that the requirements were not met and there was in fact no superannuation income stream in 
the retirement phase, then the assumptions  
These assumptions ensure that the creation of a transfer balance account and a transfer balance credit 
are not invalidated because these subsequent events mean there is no longer a superannuation income 
stream in the retirement phase. A debit arises if an income stream ceases to be superannuation income 
stream in the retirement phase.
An example of a requirement that applies in relation to a period is the requirement to pay a minimum 
amount of superannuation income stream benefits from a superannuation income stream in a year. While 
a failure to meet the annual payment requirements would generally only occur at the end of a year, the 
consequence of that failure means that there is no superannuation income stream for the year.
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Credits in an individual transfer balance account arise according to the table  
in s294-25(1) ITAA97

Credits in the transfer balance account
Item If: A credit of: Arises:
1 At the end of 30 June 

2017, an individual is the 
retirement phase recipient 
of a superannuation income 
stream 

The value, just before 
1 July 2017, of the 
superannuation interest 
that supports the 
superannuation income 
stream

On the later of:
• 1 July 2017; and
• if an individual is a reversionary 

beneficiary—the last day of the 
period of 12 months beginning 
on the day a superannuation 
income stream benefit first 
becomes payable from the 
income stream

2 On a day (the starting day) 
on or after 1 July 2017, an 
individual starts to be the 
retirement phase recipient 
of a superannuation income 
stream 

The value on the starting 
day of the superannuation 
interest that supports the 
superannuation income 
stream 

(a)  On the starting day, unless 
paragraph (b) applies; or 

(b)  if an individual is a reversionary 
beneficiary—at the end of the 
period of 12 months beginning 
on the starting day 

3 An individual has excess 
transfer balance at the end 
of a day 

The individual’s excess 
transfer balance earnings 
for that day 

At the start of the next day 

4 A transfer balance credit 
arises under section 294-55 
because of a repayment of 
a limited recourse borrowing 
arrangement

The amount of the credit 
specified in section 294-
55

At the time provided by section 
294-55

5 A transfer balance credit 
arises under regulations 
made for the purposes of 
this item

The amount of the credit 
worked out in accordance 
with the regulations

At the time specified in the 
regulations

Item 1
This item results in a credit to a transfer balance account equal to the value of all superannuation interests 
that support superannuation income streams in the retirement phase the individual is receiving on 30 June 
2017.

Item 2
The transfer balance credit is equal to the commencement value of new superannuation income streams 
(including new superannuation death benefit income streams and deferred superannuation income 
streams) in the retirement phase on or after 1 July 2017.
It also applies to the value of reversionary superannuation income streams at the time the individual 
becomes entitled to them, although the time the credit arises is deferred by 12 months from the date of 
first entitlement. 

Item 3
The transfer balance credit is equal to excess transfer balance earnings that accrue on excess transfer 
balance amounts for a particular day. Consequences of having an excess transfer balance are discussed 
at 18.300.
Note that excess transfer balance earnings continue to accrue but are no longer credited to an individual’s 
transfer balance account once the Commissioner has issued a transfer balance determination.
However, excess transfer balance earnings will start to be credited to a transfer balance account again if 
an individual receives another credit in their transfer balance account for starting a new superannuation 
income stream.
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Item 4
This transfer balance credit was inserted in s294-25(1) by Treasury Laws Amendment (2017 Measures No. 
2) Bill 2017 and is relevant only for LRBAs under contracts entered into on or after 1 July 2017. It is only 
relevant for SMSFs with less than 5 members at the time.
The transfer balance credit does not apply to the refinancing of the outstanding balance of borrowings 
arising under contracts entered into prior to 1 July 2017, or to contracts that were entered into prior to 1 
July 2017 but that complete after that time (s294-55 ITTPA).
An individual will receive a transfer balance credit where a superannuation provider makes a payment in 
respect of an LRBA that increases the value of a superannuation interest supporting a retirement phase 
superannuation income stream (s294-55 ITAA97).
The transfer balance credit arises at the time of the payment, and the amount of the credit is the amount 
by which the individual’s superannuation income stream increased in value because of the payment.
The legislation envisaged that the transfer balance credit can only arise where the payments in respect 
of an LRBA supporting a retirement phase superannuation income stream are sourced from assets that 
do not support the same income stream. This would usually be the case where the investments are 
earmarked to particular members but are short of being segregated. 
The insertion of this transfer balance credit was triggered out of concern that LRBAs may be used to 
increase the capital of a superannuation income stream in retirement phase while avoiding the transfer 
balance rules. Note that regulation 5.03 SIS Reg requires trustees to determine the investment return to 
be credited or debited to a member’s benefits in a way that is fair and reasonable.

18.230 Transfer balance debits
An individual’s transfer balance account is debited when they commute capital from the retirement phase 
of superannuation. This facilitates roll-overs and ensures that an individual’s transfer balance reflects 
the net amount of capital an individual has transferred to the retirement phase of superannuation. An 
individual’s transfer balance account also receives a debit when other events reduce the value of the 
individual’s retirement phase interests.
Superannuation income stream benefit payments, which most commonly are pension drawdowns, that 
reduce the value of a superannuation interest that supports a superannuation income stream are not 
debited from the individual’s transfer balance.
Similarly as investment gains are not credited towards an individual’s transfer balance account, investment 
losses do not give rise to debits.

Regulations may provide that a particular transfer balance debit does not apply to a class of superannuation 
income streams.

Structured settlement contribution
A structured settlement contribution in respect of the taxpayer is each of the following (s294-80(2) ITAA97):
1. A contribution to a complying superannuation fund in respect of the taxpayer that is covered under 

s292-95 ITAA97 (about structured settlements or orders for personal injuries)
2. A contribution to a complying superannuation fund in respect of the taxpayer that would be covered 

under s292-95 if:
a. section 292-95 applied to contributions made before 10 May 2006, and
b. paragraphs 292-95(1)(b) and (d) were disregarded.

The second modification removes the requirement that the individual make the contribution within 90 days 
and the requirement that the individual notify their superannuation provider. This reflects the fact that it 
was not necessary to comply with these requirements before the start of the excess non-concessional 
contributions regime.
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Credits in an individual transfer balance account arise according to the table  
in s294-80(1) ITAA97

Debits in the transfer balance account

Item If: A debit of: Arises:

1 An individual receives a 
superannuation lump sum 
because a retirement phase 
superannuation income stream 
is commuted, in full or in part

The amount of the 
superannuation lump sum

At the time an individual 
receives the superannuation 
lump sum 

2 A structured settlement 
contribution, as defined in 294-
80(2), is made in respect of an 
individual 

The amount of the contribution At the later of: 
(a) the time the contribution is 

made; and 
(b) at the start of the day the 

individual first starts to 
have a transfer balance 
account 

3 A transfer balance debit arises 
under s294-85, related to 
events that result in reduced 
superannuation – loss due 
to fraud or dishonesty and 
payments under section 139ZQ 
of the Bankruptcy Act 1966

The amount of the debit 
specified in the s294-85

At the time provided by the 
s294-85

4 A transfer balance debit arises 
under s294-90 because of a 
payment split

The amount of the debit 
specified in s294-90

At the time provided by s294-
90

5 A superannuation income 
stream of which an individual 
is a retirement phase recipient 
stops being in the retirement 
phase under s307-80(4), which 
is about failing to comply with 
commutation authority

The value of the 
superannuation interest that 
supports the superannuation 
income stream at the end 
of the period within which 
the commutation authority 
mentioned in s307-80(4) was 
required to be complied with

At the end of the period 
within which the commutation 
authority mentioned in s307-
80(4) was required to be 
complied with

6 A superannuation income 
stream of which an individual 
was a retirement phase 
recipient stops being a 
superannuation income stream 
that is in the retirement phase 
at a time (the stop time), but 
items 1 and 5 do not apply

The value of the 
superannuation interest that 
supported the superannuation 
income stream just before the 
stop time

At the stop time

7 The Commissioner gives the 
taxpayer a notice under s136-
70 in Schedule 1 to the TAA 
(about non-commutable excess 
transfer balance)

The amount of the excess 
transfer balance stated in the 
notice

At the time the Commissioner 
issues the notice

8 A transfer balance debit arises 
under regulations made for the 
purposes of this item

The amount of the debit 
worked out in accordance with 
the regulations

At the time specified in the 
regulations
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Item 1
An individual that commutes a superannuation income stream is entitled to a debit in their transfer balance 
account equal to the value of the superannuation lump sum. This debit is applied regardless of whether 
the commuted amount is retained within the superannuation system or is paid out. Note that a death 
benefit lump sum cannot be retained in the superannuation system.
Partial and full commutations of superannuation income stream are recognised under this item in the 
same way.
Because the transfer balance debit reflects the value by which the superannuation interest that supports 
the superannuation income stream has been converted to a superannuation lump sum, the amount of 
this debit may exceed the balance of the individual’s transfer balance account. The debit could be higher 
(due to growth) or lower (due to drawdowns or investment losses) than the commencement value of the 
superannuation income stream.

EXAMPLE: Commutation debits (Example 3.13 from EM to Treasury Laws Amendment (Fair 
and Sustainable Superannuation Bill 2016))
On 1 July 2017, Taylor purchases a pension worth $1.6 million. This results in a transfer balance 
credit according to item 2 in s294-25(1) of $1.6 million.
On 1 June 2018, the superannuation interest that supports the pension is valued at $1.7 million 
because of investment earnings. 
Taylor’s transfer balance cap for 2018-19 financial year remains unchanged from the previous year at 
$1.6 million.
Taylor fully commutes the pension on 1 June 2018 and receives a $1.7 million superannuation lump 
sum. Taylor’s transfer balance account is debited by $1.7 million to reach a balance of —$100,000. 
Taylor is entitled to start a new pension worth up to $1.7 million without breaching his transfer 
balance cap.

Item 2
A debit arises with respect to a structured settlement an individual receives and contributes towards their 
superannuation interests. A structured settlement is a payment for a personal injury the individual has 
suffered. See 3.450 for further discussion of structured settlements.
The debit arises at the time the individual contributes the structured settlement amount or the time the 
individual first has a transfer balance account, whichever is later. The debit that arises is the value of the 
contribution. It is not necessary to link the contribution to any particular amount of capital in the retirement 
phase.
This transfer balance debit was further modified by Treasury Laws Amendment (2017 Measures No. 2) Bill 
2017 through section 294-80 ITTPA which increases the amount of transfer balance debit for item 2. The 
increase in the amount of the transfer balance debit occurs when the amount of debit under item 2 would 
be less than the combined values of the retirement phase superannuation interests that an individual had 
on 30 June 2017. 
Under s294-80 ITTPA, individuals receive an item 2 transfer balance debit that is equal to the combined 
values of all transfer balance credits they receive under item 1 of the table in s294-25(1) ITAA97, which 
relates to the value of the superannuation interests an individual had on 30 June 2017. Where this 
alternative debit applies, individuals will generally have a transfer balance in their transfer balance account 
on 1 July 2017 equal to nil.

EXAMPLE: Structured Settlements (Example 3.14 from EM to Treasury Laws Amendment (Fair 
and Sustainable Superannuation Bill 2016))
Alice, 42, is seriously injured in a car accident. She undertakes legal proceedings against the driver 
and is awarded a court ordered structured settlement of $4 million due to the severity of her injuries.
Alice contributes the $4 million into her superannuation fund and immediately commences a 
superannuation income stream with the amount, notifying the fund and the Commissioner of this 
contribution. A credit and a debit of $4 million arise in her transfer balance account on the same day. 
Alice’s transfer balance account is now nil. Alice is entitled to start another superannuation income 
stream worth up to $1.6 million without exceeding her transfer balance cap.
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Alice never had an excess transfer balance because the transfer balance is only measured at the end 
of a day. Similarly, Alice’s transfer balance cap is subject to full indexation in the future as she has 
never had a transfer balance greater than nil at the end of a day.

Item 3
Where the superannuation interest that supports an individual’s superannuation income stream is reduced 
because of a loss suffered by the superannuation income stream provider as a result of fraud or dishonesty, 
and the offender is convicted, the individual is able to notify the Commissioner and receive a debit in their 
transfer balance account which reflects the amount by which the superannuation interest was reduced.
There is no time limit within which the Commissioner needs to be notified.

EXAMPLE: Transfer balance debits for fraud (Example 3.15 from EM to Treasury Laws 
Amendment (Fair and Sustainable Superannuation Bill 2016)) 
James is a member of Cyclist Superannuation Fund. James has $2 million in superannuation and, on 
1 July 2018, commenced a superannuation income stream with $1.6 million. James’ transfer balance 
account on 1 July 2018 is $1.6 million.
During the 2018-19 financial year, Cyclist Superannuation Fund invested its pension portfolio in a 
managed fund called Investments Galore based on financial advice given to the fund by Simon.
In the 2019-20 financial year, it becomes apparent that Investments Galore was a front company 
set up by Simon to siphon investment income offshore. The money Cyclist Superannuation Fund 
invested in Investments Galore is lost and the superannuation interest that supports James’ 
superannuation income stream is reduced by $400,000.
Cyclist Superannuation Fund is never able to recover the money it lost. Nevertheless, in 2020-21, 
Simon is convicted of fraud in relation to Investments Galore.
James notifies the Commissioner in the approved form that the superannuation interest that 
supports his superannuation income stream was reduced by $400,000 because of the fraudulent 
loss that resulted in Simon’s conviction. 
$400,000 is debited against James’ transfer balance account to bring his balance to $1.2 million. 
James can commence another pension with a starting value of $400,000 without breaching his 
transfer balance cap.

Where the superannuation interest that supports an individual’s superannuation income stream is reduced 
because of payments required to comply with the Bankruptcy Act 1966, the individual is able to notify 
the Commissioner and receive a debit in their transfer balance account, which reflects the amount by 
which the superannuation interest was reduced. Such payments would typically be in relation to void 
transactions 

EXAMPLE: Debits due to payments in accordance with Bankruptcy Act 1966 (Example 3.16 
from EM to Treasury Laws Amendment (Fair and Sustainable Superannuation Bill 2016)) 
In the 2018-19 financial year, Tim runs his own business and, because he is getting close to 
retirement, contributes to his superannuation fund the maximum amount of contributions allowed, 
being $25,000 of concessional contributions and $300,000 of non-concessional contributions 
(utilising the three-year bring-forward non-concessional cap). Previously, Tim only made yearly 
concessional contributions of $5,000 and no non-concessional contributions.
On 1 July 2019, Tim retires and commences a superannuation income stream using the total value 
of his superannuation interests, $1 million. His transfer balance is now $1 million.
Shortly after this, Tim files for bankruptcy and, notwithstanding Tim’s claim that the additional 
funds were for his retirement, it is determined that the sum of $320,000 contributed in the 2018-19 
financial year was an out of character contribution made to defeat the creditors of his business (see 
paragraphs 128B(1)(c) and (3)(b) of the Bankruptcy Act 1966). The trustee of Tim’s superannuation 
fund pays $320,000 to the bankrupt estate as required under the Bankruptcy Act 1966.
Tim notifies the Commissioner in the approved form that the superannuation interest that supports 
his superannuation income stream has been reduced by $320,000 because of the payment to 
comply with the Bankruptcy Act 1966. Tim’s transfer balance account is then debited $320,000 
reducing his transfer balance account to $680,000.
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Item 4
Under Part VIIIB of the Family Law Act 1975, following a divorce or other relationship breakdown, 
superannuation interests may be split as part of the division of property pursuant to a court order or by 
the agreement of the parties.
Family law payment splits that occur prior to the individual commencing their first superannuation income 
stream will not affect the individual’s transfer balance account as the division occurred prior to the interest 
entering the retirement phase.
In most cases the affected superannuation member will partially commute their superannuation income 
stream, receive a superannuation lump sum and pay this amount to the non-member spouse. In these 
circumstances, a transfer balance debit will arise in the member-spouse’s transfer balance because of the 
commutation, according to item 1 in s294-80(1).
In some uncommon cases, the family law payment split may have the effect of splitting the superannuation 
income stream benefits attached to the member spouse’s superannuation income stream. That is, the 
member spouse will retain complete ownership of the superannuation interest but a portion of each 
superannuation income stream benefit they receive will be directed to the non-member spouse. In these 
circumstances, the member spouse is entitled to a debit in their transfer balance account equal to the 
value of the superannuation interest that the non-member spouse is effectively entitled to (s294-90(2)).
The non-member spouse receives a credit in their transfer balance account equal to the full value of 
member spouse’s superannuation interests they are partially entitled to. To address the overvaluation 
of the non-member spouse’s credit, they also receive a debit to reflect the member spouse’s retained 
entitlement.
Either spouse must notify the Commissioner in order for their debits to arise. It is not necessary for each 
spouse to make a separate notification. The debit arises at the time the payment split becomes operative 
under the Family Law Act 1975 or when the individual starts to have a transfer balance account, whichever 
is later (s294-90(4)).

EXAMPLE: Application of the payment split debit rules (Example 3.18 from EM to Treasury 
Laws Amendment (Fair and Sustainable Superannuation Bill 2016))
Bradley is a member of Guild Workers Superannuation Fund. On his retirement on 2 February 2015, 
Bradley starts to receive a pension valued at $1.6 million. This is the only superannuation interest 
that Bradley has.
On 1 July 2017, Bradley’s transfer balance account is $1.6 million. Bradley’s wife, Angie, has not 
retired and does not have a transfer balance account.
In 2020, Bradley and Angie get divorced and Bradley is required by the family law court orders to 
split 50 per cent of his superannuation with Angie. However, the rules of Bradley’s pension are that it 
is not capable of being commuted until 10 years after it first commenced. Therefore, it is determined 
that the family law payment split should apply to the monthly pension payments with Bradley 
receiving approximately $4,000 and Angie receiving approximately $4,000 per month, commencing 
1 October 2020.
Bradley notifies the Commissioner that 50% of the pension payments he receives from his lifetime 
pension are being paid to Angie as a result of the family law payment split.
Bradley’s transfer balance account is debited by $800,000 being the proportion of all the pension 
payments to be paid to Angie. This means Bradley’s transfer balance is now $800,000.
As Angie has started to receive a superannuation income stream, she begins to have a transfer 
balance account on 1 October 2020. Her account is immediately credited with $1.6 million. This 
reflects the overall value of the superannuation interest supporting the superannuation income 
stream to which Angie is now partially entitled.
To correct the inappropriate credit Angie has received, a replenishment debit is also applied to 
Angie’s transfer balance account. The debit is $800,000, Bradley’s remaining portion of the pension. 
Angie’s transfer balance is now $800,000.
In both cases, the debit of $800,000 for Bradley and Angie are applied to their transfer balance 
accounts with effect from 1 October 2020. Both have a transfer balance account at $800,000. This 
reflects their effective interest in the pension.
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Modification to further transfer balance debits in relation to the payment split
The situation described in the preceding example may alter in the future so that the superannuation 
income stream is commuted and the resulting lump sums are paid out to the member spouse as well as 
non-member spouse. Consequently, both the member spouse and the non-member spouse will receive 
a debit for the value of the superannuation lump sum they receive in their transfer balance account, 
applicable to a superannuation income stream that is not a capped defined benefit income stream.
Where an individual receives a debit for the commutation of a capped defined benefit income stream or 
one of the following transfer balance debits arises (s294-95):
• due to fraud or bankruptcy (item 4 in s294-80(1))
• because the income stream ceases to be in the retirement phase under subsection 307-80(4) (item 

5 in s294-80(1))
• because the income stream ceases to be a superannuation income stream that is in the retirement 

phase (item 6 in s294-80(1))

then the rules in section 294-95 operate to modify these debits to take into consideration the debit that 
has already applied in respect of the family law payment split.

EXAMPLE Cont: Application of the payment split debit rules 
Further to the previous example, under the rules of Bradley’s pension it is allowed to be commuted 
10 years after its commencement.
On 2 February 2025, Bradley decides to commute his pension in full and 50 per cent of the 
superannuation lump sum (now worth $1.2 million) resulting from the commutation is paid to Angie 
under the terms of the family law payment split.
A debit of $600,000 arises in Bradley’s transfer balance account because of the superannuation 
lump sum he receives from the commutation. A debit of $600,000 also arises in Angie’s transfer 
balance account for the superannuation lump sum she receives from the commutation. As a result 
both Bradley and Angie have transfer balances of $200,000 ($800,000 — $600,000).
Both may recommence a pension worth up to $1.4 million.

Item 5
Where a superannuation income stream provider does not comply with a commutation authority in 
relation to a superannuation interest paying retirement phase superannuation income stream benefits, this 
superannuation interest is taken not to be in the retirement phase.

Item 6 
A superannuation income stream may cease to be a superannuation income stream because it has failed 
to comply with the rules or standards under which it is provided. This includes failing to pay the minimum 
amount of superannuation income stream benefits required under the regulations.
Where this occurs, the superannuation income stream provider is taken not to have been paying a 
superannuation income stream after the date on which the failure to comply occurs, termed the stop time. 
Therefore, after that time, the income stream ceases to be a superannuation income stream that is in the 
retirement phase and ceases to be eligible for the earnings tax exemption.
The transfer balance debit arises at the stop time. The value of the debit is the value of the superannuation 
interest that supports the income stream just before the stop time.

Item 7
According to s136-70 in Schedule 1 TAA, the Commissioner is required to notify an individual that they 
have a non-commutable excess transfer balance. 
The notice is required if all of the following conditions are satisfied:
• the sum of all transfer balance debits arising in an individual’s transfer balance account since the 

excess transfer balance determination was issued falls short of the crystallised reduction amount
• the individual has an excess transfer balance in their transfer balance account
• the only superannuation income streams of which you are a retirement phase recipient are 

capped defined benefit income streams or you are no longer a retirement phase recipient of any 
superannuation income stream.
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The notice will be required in situations where the taxpayer has an excess transfer balance and has no 
remaining account-based superannuation income streams to be commuted.
In these circumstances, a transfer balance debit for the remaining excess balance identified in the notice 
arises to write-off the excess transfer balance.

EXAMPLE: Non-commutable excess transfer balance (Example 3.23 from EM to Treasury 
Laws Amendment (Fair and Sustainable Superannuation Bill 2016))
Marney has superannuation interest with two superannuation funds: $500,000 in her SMSF, MM 
Super Fund, and a defined benefit interest with Government Employees Superannuation Fund.
Marney, who had turned 63 during the year, decides to retire on 1 December 2017 and commences 
a superannuation income stream in MM Super Fund of $500,000. Her transfer balance therefore is 
$500,000 on this date.
The rules of Government Employees Superannuation Fund however, provide that a pension is not 
payable until Marney turns 65.
On 30 May 2019, when Marney turns 65, she starts to receive a capped defined benefit income 
stream from Government Employees Superannuation Fund.
The value of Marney’s pension from Government Employees Superannuation Fund is $1.6 million.
On 30 May 2019, Marney’s transfer balance is $2.1 million. Marney’s transfer balance cap is $1.6 
million (as the general cap has not yet indexed) and Marney has an excess transfer balance of 
$500,000.
On 9 June 2019, the Commissioner issues a determination to Marney with a crystallised reduction 
amount of $501,262 and a default commutation notice identifying MM Super Fund. The crystallised 
reduction amount includes $1,262 of excess transfer balance earnings that were credited to 
Marney’s transfer balance account between 30 May and 9 June 2019.
On 13 August 2019, the Commissioner issues a commutation authority to MM Super Fund for 
$501,262 as Marney has not elected a different superannuation income stream to commute.
The balance of Marney’s superannuation income stream in MM Super Fund is $380,000 due to 
superannuation income stream payments and some negative returns over the last two years. On 15 
August 2019, MM Super Fund commutes Marney’s superannuation income stream in full moving the 
$380,000 back into an accumulation interest. MM Super fund notifies the Commissioner and Marney 
of this in the approved form.
On 15 August 2019, a debit for the full commutation of $380,000 arises in Marney’s transfer balance 
account, reducing her transfer balance to $1,721,262 and her excess transfer balance to $121,262.
Although Marney still has an excess transfer balance after the debit is applied, the Commissioner is 
aware that Marney’s only other superannuation income stream is a capped defined benefit income 
stream.
On 20 August 2019, the Commissioner issues a non-commutable excess transfer balance notice 
to Marney for the amount of $121,262 meaning a debit for that amount arises on that date and 
Marney’s transfer balance again equals her cap of $1.6 million. Excess transfer balance earnings 
cease to accrue.
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18.240 Determining the balance of the transfer balance account
The balance in an individual’s transfer balance account at a particular time is determined by looking at the 
sum of credits in the account at that time less the sum of any debits in the account at that time.
It is possible for an individual’s transfer balance account to have a negative transfer balance if the debits 
in their account exceed the credits.

EXAMPLE: Commutation debits (Example 3.13 from EM to Treasury Laws Amendment (Fair 
and Sustainable Superannuation Bill 2016))
On 1 July 2017, Taylor purchases a pension worth $1.6 million. On 1 June 2018, the superannuation 
interest that supports the pension is valued at $1.7 million because of investment earnings. Taylor 
fully commutes the pension on this day and receives a $1.7 million superannuation lump sum. Taylor’s 
transfer balance account is debited by $1.7 million to reach a balance of -$100,000. Taylor is entitled to 
start a new pension worth up to $1.7 million without breaching his transfer balance cap.

Taylor’s Transfer Balance Account

Debits Credits
01/06/2018 $1.7 million 01/07/2017 $1.6 million

EXAMPLE Determining the balance in your transfer balance account (Example 3.1 from EM to 
Treasury Laws Amendment (Fair and Sustainable Superannuation Bill 2016))
On 1 July 2017, Melinda has a superannuation income stream of $800,000 with the Blue 
Superannuation Fund.
In October 2017, Melinda decides she wants to roll-over her superannuation income stream to 
her self-managed superannuation fund (SMSF), the Ukulele Band Super Fund. Her accumulated 
balance on that date in the Ukulele Band Super Fund is $330,000. On 10 October 2017, the Blue 
Superannuation Fund commutes Melinda’s superannuation income stream, which has a value on 
that date at $760,000, into a superannuation lump sum and sends the amount to the Ukulele Band 
Super Fund. 
The Ukulele Band Super Fund receives the roll-over amount on the same day and immediately starts 
a new superannuation income stream for Melinda using the rolled-over fund as well as her previous 
balance in the fund.
On 10 October 2017, Melinda’s transfer balance account has the following amounts:
• a credit for the Blue Superannuation Fund superannuation income stream of $800,000 (dated 1 

July 2017), less
• a debit for the commutation of the Blue Superannuation Fund superannuation income stream 

for $750,000 (dated 10 October 2017), plus
• a credit for the Ukulele Band Super Fund superannuation income stream of $1,130,000 (dated 

10 October 2017).
The balance in Melinda’s transfer balance account is $1,180,000 at the end of 10 October 2017.

Malinda’s Transfer Balance Account

Debits Credits
10/10/2017 $750,000 01/07/2017 $800,000

10/10/2017 $1,130,000

18.250 Transfer balance account on 30 June 2017
Even though the transfer balance account started on 1 July 2017, some measures require it to be 
calculated as at the end of the previous financial year. It may be necessary to calculate an individual’s 
total superannuation balance on 30 June 2017, before they have a transfer balance account or a transfer 
balance. To facilitate this, an individual’s transfer balance on 30 June 2017 is the sum of transfer balance 
credits that arise at the start of 1 July 2017 (because of existing superannuation income streams), taking 
into account any payment split debits that may apply to those income streams.
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18.300 Excess transfer balance 
Excess transfer balance occurs when the transfer balance account’s balance exceeds the taxpayer’s 
transfer balance cap at the end of a particular day.

EXAMPLE
Linh starts an account-based pension at the end of financial year from her superannuation interest 
valued at $1.8 million. This results in a credit of $1.8 million to Linh’s transfer balance account.
Linh’s transfer balance cap at that time is $1.6 million.
Linh has an excess transfer balance because the balance in her transfer balance account of $1.8 
million exceeds her transfer balance cap of $1.6 million. The amount of excess is $200,000. 

18.310 Excess transfer balance period
An excess transfer balance period is a continuous period of one or more days during which, at the end of 
each day, there is excess transfer balance in the transfer balance account (s294-230 ITAA97).

18.320 Consequences
Excess transfer balance on a day results in the following consequences for the taxpayer:
• Loss of proportional indexation of an individual’s transfer balance cap: see 18.130.
• Excess transfer balance earnings on are credited daily to the individual’s transfer balance account 

thereby further increasing this account, see 18.330. Note that once the Commissioner has issued 
an excess transfer balance determination to the taxpayer, the excess transfer balance earnings stop 
being credited to the taxpayer’s transfer balance account (s294-25(2)). 

• Excess transfer balance tax is imposed on the excess transfer balance earnings by Superannuation 
(Excess Transfer Balance Tax) Imposition Act 2016. The tax rate is 15% for the first instance of 
excess and 30% for all subsequent occurrences.

Proportional indexation of an individual’s transfer balance cap is not available where the individual’s 
transfer balance account has ever exceeded their transfer balance cap. This is due to the operation of 
the proportional indexation of the individual’s transfer balance cap where the individual’s highest transfer 
balance on any day is compared to their transfer balance cap to work out unused cap space. See 18.130, 
for further discussion of the indexation of individual’s transfer balance cap.

18.330 Excess transfer balance earnings
Excess transfer balance earnings are calculated daily on the taxpayer’s excess transfer balance and 
are credited to taxpayer’s transfer balance account pursuant to item 3 in s294-25(1) until such time the 
Commissioner issues a determination.
The calculation of excess transfer balance earnings is done using a prescribed rate and done on a daily 
basis, which means that the excess transfer balance earnings are compounded daily.
The rate at which excess transfer balance earnings accrue is based on the general interest charge. The 
daily rate is worked out as follows, it is the same rate as GIC:
There are essentially two distinct periods in respect to excess transfer balance earnings:
1. The time before the Commissioner issues a determination in respect of excess transfer balance
2. The time after the Commissioner has issued the determination and before the excess transfer 

balance is rectified

During the first period excess transfer balance earnings are credited to the taxpayer’s transfer balance 
account. During the second period, excess transfer balance earnings are not credited to the taxpayer’s 
transfer balance account due to s294-25(2) of ITAA97, however they are still subject to EBT tax.
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18.340 Excess transfer balance tax
Excess transfer balance (ETB) tax is imposed by s294-230 of the ITAA97. The amount of ETB tax is set out 
in Superannuation (Excess Transfer Balance Tax) Imposition Act 2016 (SETBTIA).

The law provides for the following ETB tax rates (s5 SETBTIA):
• 15% for the first instance of the taxpayer liable to pay the ETB tax
• 30% for all subsequent instances where the taxpayer has an earlier assessment for ETB tax.

EXAMPLE  Excess transfer balance earnings (Example 3.6 from EM to Treasury Laws 
Amendment (Fair and Sustainable Superannuation Bill 2016))
On 1 March 2018, Andrew’s SMSF starts a pension for Andrew worth $2 million. Andrew has a 
personal transfer balance cap of $1.6 million. Consequently, on 1 March 2018 Andrew has an excess 
transfer balance of $400,000. 
Andrew realises his mistake 30 days later and decides to make a partial commutation of the pension 
to remove the excess.
Over the course of the 30-day period, Andrew’s transfer balance account is credited with excess 
transfer balance earnings totalling $3,036 (assume an annual excess transfer balance earnings rate 
of 9.2%). This brings Andrew’s transfer balance account up to $2,003,036.
Andrew calculates his excess transfer balance at the end of the 30-day period and, on that day, 
makes a partial commutation in return for a superannuation lump sum of $403,036. Andrew receives 
a debit for that amount in his transfer balance account. This brings his transfer balance account back 
in line with the $1.6 million transfer balance cap. Andrew cannot transfer any further amounts to the 
retirement phase.
The Commissioner assesses Andrew for excess transfer balance tax as follows:

Excess Period Excess transfer balance earnings 

$400,000 30 days $3,036 

Excess transfer balance tax (15%) $455

On 1 July 2019, Andrew starts a second pension worth $1 million. Andrew had no available cap 
space, meaning he has breached his cap for a second time and has an excess transfer balance of $1 
million.
Sixty days later, the Commissioner issues a determination to Andrew identifying a crystallised 
reduction amount of $1,015,236 ($1 million excess plus 60 days of notional earnings). For simplicity, 
assume that the determination is sent to Andrew’s SMSF electronically and the trustee commutes 
the crystallised reduction amount on the same day.
The abovementioned crystallised reduction amount contains $15,236 of excess transfer balance 
earnings. These are subject to the ETB tax. The applicable rate in this case is 15%, because both 
circumstances in s5(2) SETBTIA are not met:
• the excess transfer balance period starts on or after 1 July 2018
• the person has previously been liable to pay excess transfer balance tax for an excess transfer 

balance period starting on or after 1 July 2018

Namely the condition in b) is not applicable because Andrew’s previous excess transfer balance 
occurred on 1 March 2018.
Should Andrew exceed his transfer balance cap again at any time in the future, excess transfer 
balance earnings will be subject to ETB tax at 30%.
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18.343 Assessment and payment of excess transfer balance tax
The Commissioner will assess and issue a notice of assessment to the individual taxpayers. If an individual 
is dissatisfied with an excess transfer balance assessment, they may lodge an objection.
The ETB tax is due and payable at the end of 21 days after the Commissioner gives the individual a notice 
of the assessment or a notice of the amended assessment.

18.350 Excess balance determinations
The Commissioner may make an excess transfer balance determination where an individual has an excess 
transfer balance in their transfer balance account (s136-10 Schedule 1 TAA). 
It is not necessary for the Commissioner to issue an excess transfer balance determination if the 
Commissioner becomes aware that the taxpayer no longer has an excess transfer balance. The taxpayer 
is still liable to pay excess transfer balance tax if no determination is issued.
The Commissioner may amend or revoke a determination at any time because of additional information 
obtained by the Commissioner.
The determination will include a notice that outlines the default commutation authority that the 
Commissioner intends to issue if the individual does not make an election to commute a different 
superannuation income stream. The default commutation notice is only intended to inform the individual of 
the superannuation income streams in respect of which the Commissioner intends to issue a commutation 
authority if the individual does not make an election. The individual can choose a different superannuation 
income stream to be commuted by making an election. See further on default commutation authorities 
at 18.400.
Where an individual has more than one superannuation income stream, they may elect the income stream 
or streams that are commuted or partially commuted. The total amount of the commutations specified in 
the individual’s election must equal the crystallised reduction amount.
The individual must make the election in the approved form and give it to the Commissioner within 60 days 
from the date the determination was issued.
The individual’s election is irrevocable and the Commissioner will issue commutation authorities in 
accordance with the election.
If the superannuation income stream the individual wishes to have commuted is the same superannuation 
income stream included in the default commutation notice issued by the Commissioner, it is not necessary 
for the individual to make an election.
After receiving a determination, an individual may advise the Commissioner, in the approved form, of a 
debit that has arisen in their transfer balance account. A debit may arise where a superannuation income 
stream of the individual has been fully or partially commuted after the determination was issued. Advising 
the Commissioner of these amounts allows the Commissioner to determine whether the individual still has 
an excess transfer balance and whether there is a requirement to issue a commutation authority.
The individual must notify the Commissioner in the approved form that the debit has arisen before the 
individual makes an election and before the end of the 60-day period in which they are allowed to make 
the election.
An objection can be lodge by an individual taxpayer in relation to the excess transfer balance determination 
issued to them. The individual has 60 days from the date the determination was served on them to lodge 
an objection.
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EXAMPLE: Excess transfer balance determinations and default commutation notices 
(Examples 3.20 and 3.21 from EM to Treasury Laws Amendment (Fair and Sustainable 
Superannuation Bill 2016))
On 1 July 2018, Bec commences a superannuation income stream of $1 million from the 
superannuation fund her employer contributed to - Master Superannuation Fund.
On 1 October 2018, Bec also commences a $1 million superannuation income stream in her SMSF, 
Bec’s Super Fund.
On 1 July 2018, Bec’s transfer balance account is $1 million. 
On 1 October 2018, Bec’s transfer balance is credited with a further $1 million bringing her transfer 
balance account to $2 million. This means that Bec has an excess transfer balance of $400,000.
On 15 October 2018, the Commissioner issues an excess transfer balance determination to Bec 
setting out a crystallised reduction amount of $401,414 (excess of $400,000 plus 14 days of excess 
transfer balance earnings). Included with the determination is a default commutation authority which 
lets Bec know that, if she does not make an election within 60 days of the determination date, the 
Commissioner will issue a commutation authority to Master Superannuation Fund requiring the 
trustee to commute her $1 million superannuation income stream by $401,414.
Bec became aware that she had exceeded her transfer balance cap on 12 October 2018 and put 
in place instructions with the accountant that manages Bec’s Super Fund to partially commute her 
superannuation income stream by $500,000.
On 20 October 2018, the superannuation income stream provided by Bec’s Super Fund is partially 
commuted, with $500,000 being placed in an accumulation interest within the fund.
As the debit from the partial commutation arises after the Commissioner issued the determination, 
Bec notifies the Commissioner in the approved form that a debit of $500,000 arose in her transfer 
balance account on 20 October 2018.
Bec’s transfer balance on 15 October 2018 was $2,001,414 ($2 million plus 14 days of excess 
transfer balance earnings on an excess of $400,000). After the applying the debit of $500,000, Bec’s 
transfer balance is $1,501,414 on 20 October 2018.
As Bec no longer has an excess transfer balance in her transfer balance account the Commissioner 
is not required to issue a commutation authority. 
However, Bec is still liable for excess transfer balance tax.

18.351 Crystallised reduction amount
An excess transfer balance determination must include the amount to be removed from the retirement 
phase. The amount that must be removed is called the “crystallised reduction amount” and is the sum of 
transfer balance credits relating to superannuation income streams in the retirement phase and excess 
transfer balance earnings that remain in excess of the individual’s transfer balance cap at the date of the 
determination.
The crystallised reduction amount is the value by which the individual’s superannuation income streams 
must be commuted to bring their transfer balance account back in line with their transfer balance cap.
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18.400 Default commutation authorities
The Commissioner is required to issue a commutation authority if a determination has been issued to 
an individual and the individual has not notified the Commissioner that they have subsequently received 
debits equal to the crystallised reduction amount stated on the determination.
The default commutation notice sets out the superannuation income stream provider and superannuation 
income stream from which it is intended the crystallised reduction amount will be commuted. Where 
there is more than one superannuation income stream provider or more than one superannuation income 
stream, the notice will state the amount by which each superannuation income stream is intended to be 
commuted, the sum of which cannot be more than the crystallised reduction amount.
If the individual has made a valid election for a different superannuation income stream to be commuted 
then the commutation authority issued by the Commissioner must be in accordance with the individual’s 
election.
Where the individual has not made an election to commute a different superannuation income stream, the 
Commissioner will issue commutation authorities consistent with the default commutation notice.
A superannuation income stream provider is required to comply with commutation authorities issued to it 
by commuting the identified income stream by the reduction amount stated in the commutation authority. 
The commutation is done either through paying a lump sum to the member, subject to meeting a condition 
of release, or through commuting back into accumulation phase. The fund’s trustee is expected to consult 
with the superannuation member as to their preferred choice.
The superannuation income stream provider is required to reduce the superannuation income stream 
within 60 days of when the commutation authority is issued.
Where the maximum superannuation lump sum that could be paid from the superannuation interest at that 
time is less than the reduction amount stated in the commutation authority, the superannuation income 
stream provider is required to commute the superannuation income stream in full.
The Commissioner may also issue further commutation authorities where the initial authority was 
insufficient to achieve the required reduction or the superannuation income stream provider has not 
complied with the original commutation authority.
Two instances where a fund’s trustee is not required to comply with the default commutation authority:
• where the superannuation income stream is a capped defined benefit income stream, and 
• where the individual who has been issued the determination has died.
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18.410 Failure to comply with the default  
 commutation authority
Where a commutation authority has been issued in respect of a superannuation income stream and the 
superannuation income stream provider is required to comply with the authority but has failed to do so, 
the income stream will not be in the retirement phase.
The consequence of the superannuation income stream not being in the retirement phase is that the 
income stream will no longer qualify for the earnings tax exemption in Subdivision 295-F ITAA97.
The superannuation income stream will cease to be in the retirement phase from the start of the financial 
year in which the superannuation income stream provider failed to comply with the commutation authority 
and all later financial years. 
This means that an earnings tax exemption cannot be claimed in respect of the superannuation income 
stream for that financial year (the year in which the commutation authority was not complied with) or any 
later financial year.
A debit arises in the individual’s transfer balance account for the value of the superannuation interest 
that supports the superannuation income stream that has ceased to be in the retirement phase because 
the superannuation income stream provider has failed to comply with the commutation authority. The 
debit arises at the end of the period in which the superannuation income stream provider was required 
to comply with the commutation authority. Generally, this will mean that the individual no longer has an 
excess transfer balance at this time.
If the individual wishes to again have a superannuation income stream in the retirement phase — and 
have it qualify for the earnings tax exemption — they will need to commute the superannuation income 
stream in full and start a new superannuation income stream. The individual will not get a debit for this 
commutation as the superannuation income stream will not be in the retirement phase at this time and a 
debit has already arisen with respect to the income stream.

EXAMPLE: Consequences of non-compliance (Example 3.24 from EM to Treasury Laws 
Amendment (Fair and Sustainable Superannuation Bill 2016))
On 15 January 2019, Craig commences a $3 million superannuation income stream in his SMSF, 
Cormac Super Fund. Craig’s transfer balance account is $3 million and he has a $1.4 million excess 
transfer balance on this date.
On 20 January, the Commissioner issues a determination to Craig stating his crystallised reduction 
amount as $1,401,765 ($1.4 million excess plus 5 days of excess transfer balance earnings). Craig 
does not have any other superannuation income streams and therefore Craig does not make an 
election.
On 13 April 2019, the Commissioner issues a commutation authority to Cormac Super Fund 
requiring the trustee to partially commute Craig’s $3 million superannuation income stream by 
$1,401,765.
Craig does not think he should have to commute his superannuation income stream and therefore, 
as trustee of Cormac Super Fund, chooses not to comply with the commutation authority.
On 14 May 2019, as Cormac Super Fund has failed to comply with the commutation authority, 
Craig’s $3 million superannuation income stream ceases to be in the retirement phase with effect 
from 1 July 2017. Consequently, Cormac Super Fund is not eligible to claim any earnings tax 
exemption in respect of this superannuation income stream for the 2017-18 income year or a later 
income year.
When Craig’s superannuation income stream ceased to be in the retirement phase, a debit arises 
in Craig’s transfer balance cap for the value of the superannuation interest that supported the 
superannuation income stream. In this case, the debit is $3 million.
Therefore, Craig’s transfer balance account on 14 May 2019 is $1,765 ($3,001,765 less $3,000,000). 
Craig is entitled to commute his superannuation income stream and start a new superannuation 
income stream in the retirement phase with up to $1,598,235.
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18.500	 Special	rules	for	capped	defined	benefit	 
 income streams

18.510	 The	transfer	balance	cap	and	capped	defined	benefit 
 income streams
Subdivision 294-D covers how the transfer balance cap applies where an individual is in receipt of certain 
defined benefit income streams. This subdivision covers what credits and debits can arise in a transfer 
balance account (see 18.200) due to receiving defined benefit income from capped defined benefit income 
streams (see below). 
These credits and debits that arise under subdivision 294-D will have an impact on an individual wanting 
to transfer other capital held in an SMSF into the retirement phase of superannuation.

Before 1 July 2017, it was common for individuals with substantial defined benefit interest or who 
are covered by a constitutionally protected fund to also set up an SMSF.
Even though their employer may be making substantial payments to these funds, these individuals 
could, in addition, make contributions to the SMSF.
This would mean that upon retirement the individual could receive both their defined benefit 
income, and the account-based pension from their SMSF tax-free.
Such a strategy will not work from 1 July 2017 due to the new super changes.

18.511 What interests do these rules apply to?
Subdivision 294-D applies the rules regarding the transfer balance cap to certain non-commutable 
superannuation income streams.
Section 294-125 states that these rules apply to a “capped defined benefit income stream”. This is defined 
in section 294-130 to include the following:
• Lifetime pensions that commence at any time, and
• Lifetime annuities, life expectancy pension, life expectancy annuities, market linked pensions and 

market linked annuities that were payable just before 1 July 2017.

In summary, a capped defined benefit income stream is a superannuation income stream that is subject 
to commutation restrictions. 

18.512		 Valuation	of	capped	defined	benefit	income	streams
Section 294-135 has rules to calculate the credit that arises in the transfer balance cap for capped defined 
benefit income streams. It requires a valuation of these capped defined benefit income streams for the 
purposes of the transfer balance cap, called a “special value”. 
This special value then applies as a credit to an individual’s transfer balance account. This is achieved by 
section 294-135 as it states that in section 294-25 (that covers when credits to a transfer balance account 
arise), any reference to the “value of a superannuation interest” should include the “special value” of these 
capped defined benefit income streams.
There are two valuation rules for calculating the “special value”.



© Tax & Super Australia 2020-21 397

18.520  Lifetime pension valuation rule
Subsection 294-135(2) states that lifetime pensions and annuities that are capped defined benefit income 
streams are valued by multiplying the “annual entitlement” by a factor of 16. 
The subsection states the special value is “Annual entitlement × 16”. This means that a defined benefit 
pension that pays $100,000 per annum would fully exhaust the $1.6 million transfer balance cap in the 
2017-18 financial year. 

EXAMPLE: Special value for lifetime pensions
Belinda and Roger are both recipients of lifetime pension in the 2017-18 year. Belinda’s annual 
entitlement is $150,000 and Roger’s annual entitlement is $75,000. Both have SMSFs in 
accumulation phase.
Applying the multiplication factor of 16 to these annual entitlements, Belinda and Roger have the 
following “special values”:
• Belinda: $150,000 x 16 = $2.4 million
• Roger: $75,000 x 16 = $1.2 million

Roger will still have space in his $1.6 transfer balance cap to transfer other assets from his SMSF 
interest into retirement phase (up to another $400,000), but Belinda will not.

18.522  Term pension and annuities valuation rules
Subsection 294-135(3) states that the life expectancy and market linked pensions/annuities included in 
the definition of a capped defined benefit income stream (also known as term pensions/annuities)  are 
valued according to the superannuation income stream’s annual entitlement multiplied by the number of 
years (rounded up to the nearest whole number) remaining on the term of the product.
The subsection states that the special value is “Annual entitlement × Remaining term” 
This only covers life expectancy pensions and annuities and market linked pensions and annuities that 
existed on 30 June 2017.

EXAMPLE: Term pension valuation
Benjamin is 64 years old and started a 10-year market-linked pension on 1 April 2017. The pension 
has an annual entitlement of $70,000 just before 1 July 2017. The remaining term in Benjamin’s 
pension just before 1 July 2017 is 9.75 years, but this is rounded up to 10 years (being the next 
whole number). The value of his pension just before 1 July 2017 is $700,000 ($70,000 x 10 years). A 
credit arises in Benjamin’s transfer balance account on 1 July 2017 equal to this amount.

Subsection 294-135(2) states that the annual entitlement to any superannuation income stream is worked 
out by reference to the first payment received. The first payment is annualised based on the number of 
days in the period to which the payment refers. 

EXAMPLE: Lifetime pension and first payment calculation
Joshua is the recipient of a lifetime pension on 30 June 2017. Under the terms of the pension, he is 
entitled to receive $2,000 every fortnight (a 14-day period). Joshua’s annual entitlement is worked 
out as: $2,000 / 14 × 365 = $52,142.86 Applying the multiplication factor of 16, Joshua’s pension 
has a value of $834,285.71. A credit arises in Joshua’s transfer balance account for this amount.

18.530 Indexation of lifetime pensions
Note that subsequent increases to the first payment due to indexation of lifetime pensions create no credit 
in the transfer balance account of the individual where this occurs. 

EXAMPLE: Indexation of pensions
In August 2017, James starts a lifetime pension in 2017 with an annual entitlement of $100,000. The 
special value of his pension at that time is $1.6 million, being the credit amount that is applied when 
his pension commences. On 1 July 2018, James’ lifetime pension is indexed and he starts to receive 
$105,000 pa. The special value of his pension at this time is $1.68 million ($105,000 x 16). The 
indexation does not affect James’s transfer balance account 
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18.540  Partial or full commutation
Under paragraph 294-145(1) (a), a transfer balance debit arises for a full commutation of a capped defined 
benefit income stream and this equals the income stream’s debit value as calculated below at that time.
A transfer balance debit arises for a partial commutation of a capped defined benefit income stream and 
this equals the income streams debit value calculated below.
This legislation is amended retrospectively from 1 July 2017 as the Government asserts that this was the 
way the the legislation was always supposed to apply. The amendments were contained in Treasury Laws 
Amendment (2019 Measures No3) Bill 2020.
The Act provides a new way of calculating the debit value, which arises in an individual transfer balance 
account when the member commutes or rolls over a market linked pension/annuity (MLP) and life 
expectancy pension / annuity, which is a capped defined benefit income stream. 
Under these amendments  when a MLP or life expectancy pension/ annuity is commuted in full, the value 
of the debit will be calculated as the amount of the original transfer balance cap credit in respect of the 
income stream – less the follow amounts:
• The amount of any transfer balance debits  (other than a debit arising from a family law income split) 

in respect of the income stream
• The total amount of the superannuation income stream benefits the person was entitled to receive 

before the start of the financial year in which the commutation took place; and 
• The greater of : 

 - The sum of the superannuation income stream benefits paid during the financial year in which 
the commutation takes place, OR

 - The minimum amount required to be paid under regulations 1.07B and 1.07C of the 
Superannuation Industry (Supervision) Regulations 1994 or regulation 1.08 of the Retirement 
Savings Account Regulations 1997 during the financial year in which the commutation takes 
place 

EXAMPLE: Full commutation of a market linked pension
Daniel was the recipient of a market linked pension (MLP1) from before 1 July 2017 and this was the 
only superannuation income stream he was receiving on 1 July 2017. The transfer balance credit 
that arose in his transfer balance account on 1 July 2017 was $1,829,697 (being the special value of 
his market linked pension at that time).
In the 2017–18 income year, Daniel received superannuation income stream benefits from the 
pension totalling $91,485. In the 2018 19 income year, he received superannuation income stream 
benefits from the pension totalling $91,941 (the minimum amount required to be paid to Daniel 
under the regulations). The account balance of MLP1 as at 30 June 2019 is $1,218,994.
As at 30 June 2019, no transfer balance debits have arisen in Daniel’s transfer balance account in 
respect of his market linked pension.
Daniel fully commutes MLP1 on 30 June 2019. The debit that arises from this commutation is 
calculated as:
• the original transfer balance credit in respect of the pension ($1,829,697), less
• the amount of any transfer balance debits that have arisen in respect of the pension (nil), less
• the total amount of superannuation income stream benefits Daniel was entitled to receive before 

the start of the 2018–19 financial year ($91,485), less
• the greater of the superannuation income stream benefits Daniel has received in the 2018–19 

financial year, and the minimum amount required to be paid to him under the regulations 
($91,941).

Therefore, the debit that arises in Daniel’s transfer balance account as a result of the commutation is 
$1,646,271.
Due to the regulatory restrictions associated with market linked pensions, after the commutation, 
Daniel is required to commence a new market linked pension. As the new market linked pension 
(MLP2) is not a capped defined benefit income stream, the transfer balance credit that arises reflects 
its opening account balance of $1,218,994. 
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Following this credit, Daniel’s transfer balance is $1,402,420. This figure is calculated as the net 
balance of Daniel’s transfer balance account after the following amounts have been accounted for:
• the original credit for MLP1, less 
• the debit for MLP1, plus
• the new credit for MLP2. 

That is $1,829,697 – $1,646,271 + $1,218,994 = $1,402,420.

EXAMPLE: Partial commutation of a market linked pension
Lani was the recipient of a market linked pension from before 1 July 2017 and this was the only 
superannuation income stream she was receiving on 1 July 2017. The transfer balance credit that 
arose in her transfer balance account on 1 July 2017 was $1,863,050 (being, the special value of her 
market linked pension at that time).
On 30 September 2019, as part of finalising her divorce, Lani is required to transfer $500,000 of her 
superannuation to her ex-husband. Lani partially commutes her market linked pension by $500,000 
and transfers it to her ex-husband’s superannuation fund.
The transfer balance debit that arises in Lani’s transfer balance account as a result of the partial 
commutation on 30 September 2019 is the lesser of:
• the debit that would arise if there was a full commutation, and
• the amount of the superannuation lump sum that is paid as a result of the partial commutation.

If the market linked pension were fully commuted, a debit would arise of $1,548,600 (applying the 
calculation method for full commutations described in above).
Therefore, the debit that arises in Lani’s transfer balance account as a result of the partial 
commutation is $500,000 (the lesser of $1,548,600 and $500,000). After the partial commutation, the 
balance in her transfer balance account is $1,363,050.

18.550  Debits for family law splits for individuals  
	 in	receipt	of	capped	defined	benefit	income	streams	
Subsection 294-145(3) states that if an individual who is in receipt of a capped defined benefit income 
stream is subject to a family law payment split there will be a debit to the individual’s transfer balance 
account-based on the amount of the income stream they are required to pay to their former spouse.

EXAMPLE: Family law splits
Melissa starts to receive a lifetime pension with an annual payment of $100,000 (using all of her 
transfer balance cap of $1.6 million). In 2019 Melissa and her husband get divorced and Melissa is 
required by the family law court order to provide 50% of her superannuation to her former husband. 
As Melissa’s lifetime pension is non-commutable, the 50% family law payment split applies to her 
monthly pension payments. Melissa notifies the Commissioner that 50% of the pension payments 
she receives are to be paid to her former husband as a result of the family law payment split. 
A debit is applied to Melissa’s transfer balance account of $800,000 for the proportion of pension 
payments that become payable to her husband, reducing her transfer balance account to $800,000. 
Her husband’s transfer balance account is credited with the special value of $1.6 million and 
then debited for the proportion of the lifetime pension that remains with Melissa. This means her 
husband’s transfer balance account is $800,000.



© Tax & Super Australia 2020-21 400

18.560	 Excess	transfer	balance	–	capped	defined	benefit	 
 income streams
Section 294-140 changes the way that excess transfer balances are calculated for capped defined benefit 
income streams. Under these rules, an individual with a capped defined benefit income stream will only 
have excess transfer balance if the balance in their transfer balance account exceeds both their transfer 
balance cap and their “capped defined benefit balance”. 
As the capped defined benefit balance is the sum of the transfer balance credits and debits for capped 
defined benefit income streams, an individual that only has a capped defined benefit income stream, 
can never exceed their capped defined benefit balance (subsection 294-140(3)). Such an individual will 
therefore not have an excess transfer balance.
However, if an individual has both a capped defined benefit income stream and another type of 
superannuation income stream (for example, an account-based pension), they may exceed both their 
transfer balance cap and their capped defined benefit balance. The amount of the excess transfer balance 
is the lesser of the two excess amounts.
The individual may choose to make either a full or partial commutation of the other superannuation income 
stream to reduce the balance of their transfer balance account below their transfer balance cap. 

EXAMPLE: No excess transfer balance
Jane has a lifetime pension with an annual payment of $200,000. $3.2 million ($200,000 x 16) is 
credited to Jane’s transfer balance and Jane’s capped defined benefit balance. 
Although Jane’s transfer balance exceeds her $1.6 million transfer balance, Jane does not have an 
excess transfer balance because the excess is entirely attributable to her capped defined benefit 
income stream. Excess transfer balance earnings do not accrue to Jane and she is not required to 
reduce her retirement phase interests. 

EXAMPLE Cont: Excess transfer balance
Later, Jane purchases a superannuation income stream for $200,000. The superannuation income 
stream is not a capped defined benefit income stream. $200,000 is credited to Jane’s transfer 
balance account, which increases to $3.4 million. Jane now has an excess transfer balance of 
$200,000 being the amount by which her transfer balance account exceeds her capped defined 
benefit balance. 
Jane will be forced to commute the $200,000 superannuation income stream that is not a capped 
defined benefit income stream and will be subject to excess transfer balance tax. Interestingly, if the 
new superannuation income stream is insufficient to fully remove the crystallised reduction amount 
($200,000 plus notional earnings), any remaining excess will be written-off.
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18.600	 Transfer	balance	cap	for	death	benefits
From 1 July 2017, recipients of superannuation death benefit income streams will have a transfer balance 
credit in their transfer balance account as a result of starting to receive the benefits from these income 
streams. LCG 2017/3 contains the Commissioner’s view on the treatment of death benefit income streams 
under the transfer balance cap provisions. Note that child recipients of the death benefit income streams 
have a different treatment, see further.
Note that the outcomes are different for reversionary pensions, also know as automatically reversionary 
pensions, as compared to non-reversionary superannuation death benefit income streams.

18.610 Reversionary pensions and the transfer balance cap
In the ATO’s Law Companion Guideline 2017/3 the ATO provides guidance on how it will treat 
superannuation death benefits, including death benefit income streams/pensions under the transfer 
balance cap provisions.
In this guideline, the ATO defines a reversionary death benefit pension as a “superannuation income 
stream that reverts to the reversionary beneficiary automatically upon the member’s death”. For a pension 
to be reversionary the superannuation fund trust deed must allow it and the documentation setting up the 
pension must clearly state that it is a reversionary pension with the reversionary beneficiary nominated.
In setting out what a reversionary pension is the ATO states that the existence of a binding death benefit 
nomination does not mean an account-based pension can be regarded as a reversionary death benefit 
pension.
How reversionary death benefit pensions are treated with regard to a credit being recorded in a person’s 
TBA differ depending on when they commenced.
Reversionary death benefit pensions that commenced prior to 1 July 2017 will have the value of the 
reversionary pension at 30 June 2017 counted as a credit to the beneficiary’s TBA, with the date of the credit 
being 1 July 2017 or 12 months from the day the death benefit income pension first became payable.

EXAMPLE
Barney is 68, Betty is 70, and each have reversionary superannuation income streams in their SMSF. 
Betty is named as the reversionary beneficiary for Barney and Barney is named as the reversionary 
beneficiary for Betty.
On 1 March 2017 Betty dies and Barney, being the reversionary pension beneficiary and a 
dependent of Betty, becomes entitled to receive Betty’s pension that has a value at her date of death 
of $1 million.
At 30 June 2017 Barney’s superannuation income stream is valued at $1.1 million and the death 
benefit pension he received from Betty has a value of $980,000. Barney has until 1 March 2018 to 
decide what he wants to do to make sure he does not exceed the TBC of $1.6 million.
Barney decides to commute $480,000 of his superannuation income stream on 1 September 2017 
and roll this into an accumulation account in his SMSF.  Had he decided to commute $480,000 of 
his death benefit pension, this would have had to be taken as a lump sum payment.
Barney’s TBA would be as follows:  

 Date  $

Opening Balance 1 July 2017 1,100,000

Less partial commutation 1 September 2017 480,000

620,000

Death Benefit Pension 1 March 2019 980,000

Closing Balance 1,600,000

Reversionary death benefit pensions that commence on or after 1 July 2017 will have the value 
of the pension at the date of the member’s death counted as the credit, with the date of the 
credit being recorded in the reversionary pensioner’s TBA 12 months from the start date of the 
reversionary death benefit pension.
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EXAMPLE 
Instead of Betty dying on 1 March 2017, both she and Barney are fit and healthy at 30 June 2017. 
The balance of Barney’s account-based pension is $1.1 million and Betty’s is $980,000. As they both 
have superannuation income streams at 1 July 2017, Barney will have a TBA balance of $1.1 million 
and Betty will have a TBA balance of $980,000.
Betty dies on 31 March 2019, and, after the trustees have processed the financial transactions of the 
funds up to that date, Betty’s account-based pension balance is $850,000 and Barney’s account-
based pension balance is $1.2 million. Barney has until 31 March 2020 to decide what he wants to 
do in relation to Betty’s reversionary pension.
To avoid exceeding his TBC of $1.6 million Barney has the choice of:
• taking a death benefit pension from Betty’s reversionary superannuation income stream, 

commuting $350,000 of his superannuation income stream and rolling it back into an 
accumulation account, or

• continuing with his superannuation income stream and commute $350,000 of Betty’s 
reversionary pension that he must take as a lump sum payment.

The reason why Barney only has to commute $350,000 rather than $450,000 of his $1.2 million 
account-based pension, is because his TBA is not affected by the accumulated income that has 
resulted in his account-based pension balance increasing.
Barney, who wants to maximise the amount that he retains in the superannuation environment 
notifies the trustee of his SMSF that he wants to commute and rollover $350,000 from his 
superannuation income stream to an accumulation account on 1 November 2019.
Barney’s TBA would be as follows:

 Date  $
Opening Balance 1 July 2017 1,100,000
Less partial commutation 1 November 2019  350,000

750,000
Reversionary Death Benefit Pension 31 March 2019  850,000
Closing Balance 1,600,000

The commencement of the new TBC system has no effect on the taxable and tax-free components of a 
member’s superannuation income stream. This means when making a decision as to whether to partially 
commute the surviving member’s superannuation income stream, or partially commute the reversionary 
death benefit pension, can be affected by the tax-free and taxable components.

EXAMPLE
Fred and Wilma have reversionary superannuation income streams in their SMSF.  Fred is 79 with an 
account-based pension balance at 30 June 2017 of $1 million with a tax-free component of 40%. 
Wilma is 72 and has an account-based pension balance at 30 June 2017 of $800,000 with a tax-free 
component of 80%.
Fred dies on 1 January 2018 at which time his reversionary superannuation income stream is worth 
$1.1 million. Wilma is faced with the following choices to avoid exceeding her TBC:
• Option 1: Commute $300,000 of her superannuation income stream and roll it back into an 

accumulation account, or
• Option 2: Commute $300,000 of Fred’s death benefit pension and take it as a lump sum 

payment.

If Wilma chooses Option 1, she will still have all of her retirement assets in a superannuation fund but 
her pension account with the highest tax-free component will have been reduced.
If Wilma chooses Option 2, she will have maximised her tax-free superannuation benefits but 
$300,000 will now be invested outside of superannuation. 
Wilma’s TBA under Option 1 would be as follows:     
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Date  $
Opening Balance 1 July 2017 800,000
Less partial commutation 1 July 2018 300,000

   500,000
Reversionary Death Benefit Pension 1 January 2019 1,100,000
Closing Balance 1,600,000

Wilma’s TBA under Option 2 would be as follows:

Date  $
Opening Balance 1 July 2017 800,000
Reversionary Death Benefit Pension 1 January 2019 800,000
Closing Balance 1,600,000

18.620	 Non-reversionary	death	benefit	pensions	 
 and the pension transfer balance cap
Dependants that commenced a death benefit pension before 1 July 2017 have a date of credit in their 
TBA of 1 July 2017, with the credit equaling the value of the death benefit income stream at 30 June 2017.

EXAMPLE
George and Jane have been retired since 2011 and both have account-based pension in their SMSF. 
George died on 1 April 2015 when his account-based pension had a value of $1.2 million. Jane 
advises the trustee of their SMSF that she wants to receive a death benefit pension from George’s 
account-based pension.
At 30 June 2017 Jane’s account-based pension has a value of $400,000, and the death benefit 
pension has a value of $1.4 million. If Jane does nothing she would exceed the TBC by $200,000. 
If Jane wants to maximise her retirement investments in superannuation, because any partial 
commutation of the death benefit pension must be paid out as a lump sum, Jane’s best option will 
be to partially commute $200,000 of her superannuation income stream at 30 June 2017 and roll this 
into an accumulation account.
Jane’s TBA would be affected as follows: 

 Date  $

Opening Balance - account-based 
pension

1 July 2017  200,000

Opening balance - Death Benefit Pension 1 July 2017 1,400,000

Closing Balance 1,600,000

Death benefit pensions that commence from 1 July 2017 will be recorded as a credit in the member’s TBA 
on the date that the death benefit pension is commenced, with the credit being the value of the death 
benefit income stream.
This means unless a decision is made to commence a death benefit pension from the deceased member’s 
superannuation account at the date of death, the value of the death benefit pension will more than likely 
include investment earnings allocated to the deceased member’s account.
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EXAMPLE
Elroy is 75 and Judy is 73 and have been receiving superannuation income streams from their SMSF 
since Elroy retired in 2009.  At 30 June 2017 the balance of Elroy’s account-based pension was $1.1 
million and Judy’s account-based pension had a balance of $800,000, resulting in Elroy having a 
TBA balance of $1.1 million and Judy having a balance of $800,000.
Judy dies 1 December 2017 and, after the financial transactions for the SMSF has been processed 
up to the date of her death, has a balance in her superannuation income stream of $830,000.  
Elroy decides that he will commence a death benefit pension from Judy’s superannuation account 
balance from 1 July 2018.
Because Elroy is aware that by commencing a death benefit pension from Judy’s pension account 
he will exceed his TBC, and because he is unsure of exactly what the value of Judy’s superannuation 
account will be at 30 June 2018, instructs the trustees to partially commute $400,000 of his 
superannuation income stream back into accumulation at 30 June 2018.
When the 2018 accounts are finalised for the SMSF, Judy’s superannuation balance has increased to 
$850,000. This results in the death benefit pension being paid to Elroy of $850,000 and him having 
a TBA at 1 July 2018 of $1.55 million. Elroy instructs the trustees of his SMSF to commute all of his 
superannuation income stream at 30 June 2019 that has a value of $900,000 and then commence a 
new superannuation income stream $800,000 into a new superannuation income stream.
Elroy’s TBA would be as follows:  

 Date  $
Opening Balance 1 July 2017  1,100,000
Less partial commutation 30 June 2018 400,000

   700,000
Reversionary Death Benefit Pension 1 July 2018    850,000

1,550,000
Less Commutation of account-based pension 30 June 2019    900,000

   650,000
New account-based pension 1 July 2019 950,000
Closing Balance 1,600,000

18.630	 Dependant	child	beneficiaries	 
 and the transfer balance cap
A modification to how the TBC system will operate where dependant child beneficiaries receive or are 
receiving a death benefit pension. A child is a dependant of a deceased person if:
• they are under the age of 18 
• are between the age of 18 and 25 and financially dependent on the deceased, or
• they have a permanent disability.

Except for children with a permanent disability, a child receiving a death benefit pension must commute all 
of their benefits when they turn 25 and take the payment as a lump sum payout from the superannuation 
system.
In an effort to try and make sure that children who receive a death benefit pension are not disadvantaged 
under the TBC system, there are effectively two classes of TBC for children receiving a death benefit 
pension. 
The first and common TBC will relate to a death benefit pension received as a result of the death of a 
parent. 
The second TBC will relate to a superannuation income stream that they are receiving in their own right. 
This would more than likely result from the person being permanently disabled.
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Although the legislation introducing the TBC system has tried not to disadvantaged children receiving 
death benefit pensions, it would appear that the amount of death benefit pensions paid to children in 
some circumstances will be less under the new system than was applicable under the old.
The amount of credit made to a child’s TBA will depend on:
• whether the death benefit pension commenced before 1 July 2017
• for pensions commenced after 1 July 2017 whether or not the deceased had a TBA just prior to the 

date of their death, and
• if the deceased had a TBA whether they had an excess transfer balance at the time of their death.

Where a child is in receipt of a death benefit pension at 30 June 2017 the maximum credit to the TBA is 
$1.6 million. This means that children receiving death benefit pensions at 30 June 2017 receive the benefit 
of the $1.6 million TBC for each pension, which is not the case where a death benefit pension commences 
on or after 1 July 2017.
For children that commence a death benefit pension on or after 1 July 2017, where a deceased parent 
does not have a TBA as a result of being in accumulation at the date of their death, the maximum they can 
have under the TBC system will depend on whether they are the sole beneficiary of the deceased parent’s 
superannuation benefits, or they have a share of the deceased parent’s superannuation benefits.
Where a child is the sole beneficiary they will have the $1.6 million general TBC, if they are receiving a 
percentage of the parent’s superannuation benefits their TBC will be that percentage of the $1.6 million 
TBC.

EXAMPLE
Homer dies on 1 April 2020 at aged 58 with $2.1 million in an accumulation account in his SMSF. At 
the time of his death his 14-year-old son Bart is the sole beneficiary of his estate. As Homer had not 
met a condition of release and not commenced a superannuation income stream he did not have a 
TBA balance.
Bart, being the only beneficiary of Homer’s superannuation, can receive $1.6 million as a death 
benefit pension but must take a lump sum death benefit payment of $500,000 of the remaining 
balance of Homer’s superannuation benefit.
If Homer had instead two children, Bart and daughter Lisa who is 12, and his estate is to be divided 
equally between his two children, both Lisa and Bart would be restricted to commencing death 
benefit pensions of $800,000 each.

Child beneficiaries are disadvantaged under the TBC system when a parent dies and, at the time of death, 
they have a TBA balance, even if it is zero. When this occurs the child beneficiary is limited to a TBC equal 
to their portion of the deceased parent’s superannuation income stream, and is effectively banned from 
commencing a death benefit pension from an accumulation account held by the deceased parent.
This restriction on Child beneficiaries commencing death benefit pensions from a parent’s accumulation 
account, who had a balance in a TBA, still applies whether the parent had used up all of their TBC $1.6 
million or not.

EXAMPLE
If Homer had not been in accumulation phase when he died on April 1, 2020, but instead had 
been receiving an account-based pension at 30 June 2017 with a value of $2.1 million, this would 
have resulted in him having a TBA of $1.6 million at 1 July 2017, and an accumulation account of 
$500,000.
When Homer dies on 1 April 2020 the value of his pension account has reduced to $1.4 million and 
his accumulation account is valued at $450,000. Because Homer had a TBA when he exceeded the 
$1.6 million limit at 30 June 2017 the options for Lisa and Bart are reduced with regard to a death 
benefit pension.
Rather than Bart and Lisa using some of the accumulation account balance that Homer had when 
he died, so that they both received death benefit pensions of $800,000 each, they can only start 
a death benefit pension of $700,000 each and the $450,000 in the accumulation account must be 
withdrawn from the superannuation fund and paid to them.
This apparently harsh restriction on child beneficiaries commencing death benefit pensions from a 
parent in pension phase at the date of death, and therefore had a TBA, is even more evident if the 
facts relating to Homer’s superannuation are changed.
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If when Homer died, instead of him having a pension account balance of $1.4 million, he had run 
down his pension account balance to the point where there was only $100,000 left in it, Lisa and 
Bart could only start a death benefit pension of $50,000 each and must still withdraw the $450,000 
from the superannuation system.

It is interesting to note that this restriction on child beneficiaries commencing a superannuation death 
benefit pensions does not apply to spouses. This means where superannuation benefits are being paid 
upon the death of a member a spouse can receive a death benefit pension from an accumulation account 
of the deceased.

EXAMPLE
If when Homer died on 1 April 2020, he had the $1.4 million in a superannuation income stream and 
$450,000 an accumulation account, and was survived by his wife Marge as well is his two children 
Bart and Lisa, an entirely different outcome could be achieved for the family. 
In this situation, the children could commence a death benefit pension from the $1.4 million balance 
in his account-based pension, and Marge could commence a death benefit pension from the 
$450,000 in the accumulation account.

Death benefit pensions that commence sometime after the death of a member, which results in the 
superannuation income stream value increasing due to accumulated income, have the increased value of 
the superannuation income stream counted towards a child beneficiaries TBA.

EXAMPLE
Taking the facts of the previous example, but instead of the death benefit pensions commencing on 
the date of Homer’s death, they commence on 1 July 2020, Homer’s account-based pension has 
increased to $1.42 million and his accumulation account has increased to $460,000.
In this case Bart and Lisa commence a death benefit pension of $710,000 each and Marge 
commences a death benefit pension with a value of $460,000, with these amounts being recorded 
as credits in their individual TBA’s.

There are certain circumstances when a child may already have commenced a superannuation income 
stream and therefore have a personal TBA. In most cases this will result from someone being permanently 
disabled and having commenced an account-based pension under that condition of release.
In this situation, where a person becomes entitled to receive a death benefit pension, they will effectively 
have up to three $1.6 million pension transfer balance caps, as the existing TBC is disregarded when it 
comes to assessing their eligibility to receive a death benefit pension.

EXAMPLE
Lois and Peter are married and have two sons Chris and Stewie. Chris was knocked down by a car 
in 2006 and suffers major brain damage resulting in him never being able to work again. He received 
a TPD insurance payout of $1 million, makes a non-concessional contribution in May 2007, and 
commences an account-based pension on 1 July 2007.
His account-based pension and balance has grown to $1.5 million by 30 June 2017 resulting in him 
having a personal TBC of the $1.5 million. Peter is retired in June 2022, receiving an account-based 
pension, and dies when the balance of his account is $1 million.
Under the terms of his will and a binding death benefit nomination half of his account-based pension 
is to be paid to his wife Lois as a death benefit pension and the other half is to be paid to Chris also 
as a death benefit pension.
At the time the death benefit pension commences for Chris the $1.5 million personal TBC is ignored, 
Chris commences a death benefit pension on 1 July 2022 and effectively has a second TBC of 
$500,000 being half of the value of Peter’s account-based pension at the date of his death.

When both parents of a child die they can have up to three pension transfer balance caps. One each that 
relates to the parent that died, and one that relates to their personal TBC.
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EXAMPLE
In January 2025 Lois dies and at that time she had an account-based pension with a value of $1.4 
million. Chris is the only beneficiary of Lois’s will and commences a death benefit pension on 1 
February 2025 from the $1.4 million. Chris’s three TBA accounts would be as follows:

Personal TBA Date  $
Opening Balance 1 July 2017 1,500,000
Peter’s death benefit pension TBA    700,000

Date $
Opening Balance 1 July 2022    500,000
Lois’s death benefit pension TBA 30 June 2019    900,000

Date $
Opening Balance 1 Feb 2025 1,400,000

In certain limited circumstances a child beneficiary can become entitled to receive a death benefit pension 
at a time when the deceased parent had an excess pension transfer balance. In this situation the child’s 
TBC is reduced by their proportionate share of their parents excess transfer balance.
This effectively means that where a deceased parent has an excess transfer balance this amount is 
deducted from the value of the deceased’s superannuation pension at the date of death.
This complicated aspect of how the TBC system affects a child beneficiary’s entitlement to receive a 
death benefit pension is best explained by example 3.52 contained in the explanatory memorandum to 
the Treasury Laws Amendment (Fair and Sustainable Superannuation) Bill 2016.

EXAMPLE
Jonathan commenced a pension worth $1.8 million. Jonathan has a personal transfer balance 
Cap of $1.6 million. His transfer balance is $1.8 million meaning he has an excess transfer 
balance of $200,000. Shortly after Jonathan commenced his pension Jonathan passed away. The 
superannuation interest that supported Jonathan’s pension at the time of his death is $1.7 million (it 
has reduced in value due to pension payments Jonathan has drawn down).
On his death in February 2018, Jonathan’s son, Callum aged 16, is Jonathan’s sole beneficiary.
If Callum were to commence a $1.7 million death benefit income stream, his transfer balance cap 
increment would be reduced from $1.7 million to $1.5 million because of the application of his 
father’s excess transfer balance. This would result in a $200,000 excess transfer balance for Callum.
Callum instead starts a $1.5 million death benefit income stream. Callum takes the remaining 
$200,000 as a death benefit lump sum cashed out of the superannuation system.

A credit of 1.5 million arises in Callum’s transfer balance account. Callum receives a transfer balance cap 
increment of $1.5 million and this is not reduced because the amount of the lump sum Callum receives 
from Jonathan’s retirement phase interests equals the amount of Jonathan’s excess transfer balance.
Where a death benefit pension is received by a child beneficiary their TBA ceases when all of the value 
of the death benefit pension has been paid out or when the child reaches the age of 25 and they must 
commute the balance of the death benefit pension. The only time a death benefit pension does not need 
to be commuted for a child beneficiary is if that child is permanently disabled.

EXAMPLE
Under the Bart and Homer example, when Bart was the only beneficiary of the death benefit 
pension, Bart turns 25 on June 30, 2031 and is paid out the balance of death benefit pension.
Bart’s TBA would be as follows:

 Date  $
Opening Balance 1 June 2020 1,600,000
Commutation 30 June 2031 1,600,000
Closing Balance        NIL
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18.700 Lifetime and market linked pensions
There are some SMSFs with members that receive Market Linked Pensions (MLPs). These pensions 
became popular for people wanting to maximise their age pension entitlement. Trustees of SMSFs with 
members receiving MLPs, that the new regulations define as defined benefit pensions and include lifetime 
pensions, need to understand how their members’ Pension Transfer Balance Cap (TBC) will be affected.
MLPs cannot be commuted and therefore special provisions have been included in the TBC regulations. 
These special provisions include the ability for members to continue receiving a MLP despite its value 
resulting in them exceeding the $1.6 million TBC.
When MLPs are commenced the member selects what the initial term of the pension will be. However, 
members are restricted to selecting a term that is between their life expectancy and the number of years 
there are until they reach age 100.
When an MLP has a reversionary beneficiary the pension term must be greater than the life expectancy 
of both the member and the reversionary beneficiary, and less than the number of years to go for the 
youngest person to reach age 100.
Once an MLP has commenced the amount of pension they must be paid, the annual entitlement, is 
based on the value of their pension account when it starts and at the commencement of each successive 
financial year, divided by a factor based on the number of years to go for the selected term of the MLP.

EXAMPLE
John commenced a market linked pension on 1 July 2004 with $2 million. At the time of 
commencing the pension John was 63 and had a life expectancy of 20 years. Because John wanted 
his superannuation market linked pension to last as long as possible he chose a pension term of 35 
years, which was between his 20 year life expectancy and the 37 years to go until he reached age 
100.
In John’s first year of his market linked pension his annual entitlement to a pension was $97,229. 
This amount was calculated by dividing the $2 million by a factor of 20.57, which is the factor from 
the relevant table for a pension with a term of 37 years.

There are in fact two caps or limits that apply to MLPs under the new TBC system. The first is used to 
assess whether the member exceeds the TBC of $1.6 million, and the second is the same that relates to 
other defined benefit pensions and effectively works as an income stream cap or limit. 

18.710 Market linked pensions and the TBC
SMSFs paying members MLPs must first work out what the value of the pension is that will be counted 
under the TBC system using the statutory formula. Where the value of an MLP for TBC purposes is greater 
than the $1.6 million limit action no action may need to be taken by the member, unless they also have an 
account-based pension.
Since the age pension benefits relating to MLPs were removed many years ago it is unusual for an SMSF 
to have members that commence an MLP after 1 July 2017. This effectively means mainly those SMSFs 
with members currently receiving MLPs as at 30 June 2017 will be affected by the TBC system.
The statutory formula for calculating the value of MLPs differs from that used for defined benefit pensions, 
where the annual value of the defined benefit pension received is multiplied by 16, instead the value is 
calculated by multiplying the annual entitlement by the MLP’s remaining term. 

EXAMPLE
The value of John’s market linked pension account is $1.8 million at July 1, 2017. Because John’s 
term of his market linked pension was 37 years, and 13 years have elapsed since it started, John’s 
term to the completion of the pension is 22 years. 
The factor according to the relevant tables, to assess John’s pension entitlement, is 15.17. This 
means John’s annual pension entitlement for the 2018 year is $118,655. The value of the market 
linked pension counted towards John’s TBC is $118,655 multiplied by 22, giving a value of 
$2,610,415.
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Where the value counted as a credit to member’s TBC for an MLP is greater than the $1.6 million limit 
nothing needs to be happen, unless the member also has an account-based pension. If the value of the 
account-based pension, when added to the value of the MLP, exceeds the $1.6 million limit, the excess 
must be commuted and either taken as a lump sum payment or rolled back to an accumulation account 
to avoid the member receiving an excess TBC notice.

EXAMPLE
In John’s case he is only receiving the market linked pension and, despite the credit counted against 
his TBC exceeding the $1.6 million limit, he does not need to do anything.
John’s wife Betty also commenced a market linked pension in 1 July 2004 with $1 million. Betty had 
a life expectancy at the time of commencing her pension of 30 years, and the number of years until 
she reached age 100 of 45 , she chose a 40 year term for her market linked pension.
The value of Betty’s market linked pension at July 1, 2017 was $800,000, with her annual pension 
entitlement based on a factor of 17.29, with 27 years to go for her market linked pension, results in 
her an pension entitlement of $46,270. Multiplying this annual pension entitlement by the 27 years 
she has remaining, the value counted towards her TBC is $1,249,277.
As at June 30, 2017 Betty also has an account-based pension with a value of $600,000. If Betty did 
nothing she would exceed her TBC by $249,277. To avoid this, she commutes the excess over her 
TBC back to an accumulation account.

18.720	 Defined	benefit	income	cap:	 
 application to market linked pensions
The statutory limit that applies to all defined benefit income streams, including MLPs, is the pension 
transfer balance cap divided by 16. With the TBC being $1.6 million at 1 July 2017 the income stream cap 
is $100,000 a year. As the TBC increases the defined benefit income stream cap will also increase.
The defined benefit income cap only relates to superannuation income streams that receive concessional 
tax treatment. This means it only applies to members who are:
a. 60 years of age or over, or
b. under 60 and a death benefit dependant, where the deceased died at 60 years of age or over.

Superannuation income streams include benefits made up of both tax-free components and taxed 
elements. Also included under the defined benefit income stream cap will be income streams made up 
of an untaxed element where the recipient is entitled to a tax offset equal to 10% of the untaxed element.
When a person receives an MLP, and for part of the year they were under 60 and therefore pay tax on the 
superannuation pension received, the value of those pension payments will not be included in the defined 
benefit income stream cap.
If someone exceeds the defined benefit income stream cap 50% of the excess pension income received 
over the $100,000 must be included as assessable income in that year’s tax return, and will be taxed at 
the applicable marginal tax rate.

EXAMPLE
In the 2018 year because Betty’s market linked pension is only $46,270, and therefore under the 
$100,000 income limit, there is no adverse tax effect for her when it comes to the defined benefit 
pension income limit.
However, because John’s pension entitlement is $118,655 he has received an excess of $18,655 
over the $100,000 defined benefit income limit. As a result, John must include in his taxable income 
for the 2018 year $9328. If John does not receive any other taxable income in the 2018 year no tax 
will be payable on the excess defined benefit income he received.
If John had received other assessable income in the 2018 year of $20,000, the $9328 excess would 
be added to this resulting in an assessable taxable income $29,328. Tax could be payable by John 
on this excess over the defined benefit income limit depending on what tax offsets he may be 
entitled to.
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The question of the actual amount of tax payable by someone who exceeds the defined benefit income 
limit will therefore depend on a number of factors including tax offsets. Due to the defined benefit income 
limit system only commencing after 1 July 2017 the tax offsets that could be used by a taxpayer have not 
been spelled-out.
An example included in Law companion guide 2017/1 Superannuation reform: capped defined benefit 
income streams - pensions or annuities paid from non-commutable, life expectancy or market-linked 
products” for a person named Sally whose excess over the defined income cap was $25,000, the ATO 
stated Sally was not entitled to a tax offset in relation to this income. The offset in this example more 
than likely related to the superannuation income tax offset of 15% that applies to people who receive a 
superannuation pension when they are under 60.
Taxpayers affected by the defined benefit income cap might still have access to both the low income tax 
offset and the seniors and pensioners tax offset to reduce their overall tax liability.

18.725 Payment factors for market linked income streams
The following table shows the payment factors for income support recipients according to the product’s 
remaining term at purchase, or on 1 July each year.

Term PF Term PF Term PF 

70 or more 26.00 46 22.70 22 15.17 

69 25.91 45 22.50 21 14.70 

68 25.82 44 22.28 20 14.21 

67 25.72 43 22.06 19 13.71 

66 25.62 42 21.83 18 13.19 

65 25.52 41 21.60 17 12.65 

64 25.41 40 21.36 16 12.09 

63 25.30 39 21.10 15 11.52 

62 25.19 38 20.84 14 10.92 

61 25.07 37 20.57 13 10.30 

60 24.94 36 20.29 12 9.66 

59 24.82 35 20.00 11 9.00

58 24.69 34 19.70 10 8.32

57 24.55 33 19.39 9 7.61

56 24.41 32 19.07 8 6.87

55 24.26 31 18.74 7 6.11

54 24.11 30 18.39 6 5.33

53 23.96 29 18.04 5 4.52

52 23.80 28 17.67 4 3.67

51 23.63 27 17.29 3 2.80

50 23.46 26 16.89 2 1.90

49 23.28 25 16.48 1 1.00

48 23.09 24 16.06 

47 22.90 23 15.62 
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18.800 Event-based reporting
From 1 July 2018, SMSFs will be required to report certain events to the ATO which impact on  the transfer 
balance accounts (TBA) of their members. The new reporting requirements associated with the transfer 
balance cap allow the ATO to record and track an individual’s  TBA as well as their total superannuation 
balance on a regular basis. It is estimated that 15% of the current SMSF population will be required to 
undertake additional reporting under the new  framework.

Which SMSFs need to report?
An SMSF that owns assets that are entirely in  accumulation phase will not be affected by this measure. 
The new reporting framework only applies to SMSFs where one or more members have superannuation 
interests that are in retirement phase.

How often SMSFs need to report
From 1 July 2018, where an SMSF has at least one member who has a total superannuation balance of $1 
million or more, then it will generally be required to report events impacting  that member’s  TBA within 28 
days after the end of the quarter in which the event occurs.
However, SMSFs may qualify for annual reporting, if each of their members’ total superannuation balances 
are less than $1 million. In this case, events that occur during any particular financial year will need to be 
reported at the same time the annual tax return for that year is lodged. 
Where a member of an SMSF enters into retirement phase for the first time on or after 1 July 2018, the fund 
will need assess the total superannuation balance of that member at the end of 30 June of the previous 
financial year, in order to determine its  TBA event reporting requirement. Once the reporting framework for 
an SMSF is determined, it will not be able to switch between annual and quarterly reporting.
There are two exceptions to the general reporting timeframe. One of the situations is where a member of an 
SMSF is commuting a retirement phase pension in response to an Excess Transfer Balance Determination. 
The other situation is where a response to a Commutation Authority is required to be provided to the ATO.

In situations where… The SMSF needs to report…

A member has a retirement phase income stream 
that was in existence as at 30 June 2017 and 
continues to be paid on or after 1 July 2017

On or before 1 July 2018

TBA events that occur from 1 July 2017 At the time  it lodges its annual return (for 
those reporting annually)
OR
Within 28 days after the end of the  quarter 
(for those reporting quarterly)

A retirement phase income stream is commuted 
in response to an Excess Transfer Balance 
Determination

10 business days after the end of the month

A response to a Commutation Authority is required Within 60 days of the date the Commutation 
Authority was issued

 
Prescribed form
The  TBA report or TBAR is the approved form that SMSFs will use to report TBA events. Up to four events 
for a member can be reported on a single TBAR form. It can be downloaded via the ATO website (NAT 
74923).
Certain events will be reported using the transfer balance event notification (TBEN) form, which is a 
separate paper form. Events that will be reported in this way  are:
• family law payment splits
• debits in the TBA arising from fraud, dishonesty or bankruptcy, and
• structured settlement contributions made before 1 July 2017.
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TBA events
Events to be reported to the ATO in the standard prescribed form include:
• Retirement phase superannuation income streams in place as at 30 June 2017
• Commencement of a retirement phase superannuation income stream, including the associated 

pension capital value
• Commutation of a retirement phase superannuation income stream
• Commencement of a death benefit income stream, including the recipient and the amount of the 

death benefit
• Personal injury (structured settlement) contributions
• Certain limited recourse borrowing arrangement repayments that give rise to a transfer balance 

credit
• Commutation under a commutation authority

Exclusion from TBAR reporting
Typically, events that have no affect on an individual’s  TBA or total superannuation balance will not need 
to be reported to the ATO. These include:
• Pension payments
• Earnings/losses on superannuation investments
• The closure of an income stream because the interest has been exhausted

Consequences of late reporting
The risk of having an Excess Transfer Balance Determination incorrectly issued is higher, if one or more  
TBA events are not reported to the ATO within the prescribed timeframe, 
In addition, compliance action and or a “failure to lodge” penalty may be imposed by the ATO if you do 
not lodge the report by the required date.

18.810 LRBA and transfer balance cap
Due to concerns that the new transfer balance accounts could be circumvented using LRBAs, the 
government decided to amend the law. The new measures introduce a new section: 294-55 Repayment 
of limited recourse borrowing arrangement.
The new section says:

294 55  Repayment of limited recourse borrowing arrangement

(1) A transfer balance credit arises in your transfer balance account if:
(a) a superannuation provider makes a payment in respect of a borrowing under 

an arrangement that is covered by the exception in subsection 67A(1) of the 
Superannuation Industry (Supervision) Act 1993 (which is about limited recourse 
borrowing arrangements); and

(b) as a result, there is an increase in the value of a superannuation interest that supports a 
superannuation income stream of which you are the retirement phase recipient; and

(c) the superannuation interest is in a superannuation fund that is covered by subsection 
(4) at the time of the payment.

(2) The amount of the credit is the amount of the increase in value.
(3) The credit arises at the time of the payment.
(4) A complying superannuation fund is covered by this subsection at a time if any of the 

following requirements are satisfied:
(a) the fund is a self-managed superannuation fund at the time;
(b) there are less than 5 members of the fund at the time.
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What the new rules do in effect is ensure that a particular member of a fund is not able to manipulate the 
rules to get around the TBC. The changes guarantee that the TBC rules apply appropriately where there is 
a repayment of an LRBA that transfers value from accumulation interests into retirement phase interests. 
It does this by creating an additional transfer balance credit in the legislation.

EXAMPLE: No assets supporting accumulation interests
James is 65 and is the only member of his SMSF. His superannuation interests are valued at $1.6 
million.
James’ SMSF acquires a $300,000 property. The property is purchased using $150,000 of the 
SMSF’s cash and $150,000 that it borrows through an LRBA. 
James then commences a superannuation income stream, supported by his $1.6 million 
superannuation interest (which is backed, in part, by the property). 
James’ SMSF uses rental income from the property and its other cash deposits to repay the LRBA 
over time.
As the repayments are sourced from assets that support James’ retirement phase interests, 
the repayments do not increase the value of James’ superannuation interest supporting his 
superannuation income stream and James does not receive a transfer balance credit
While there may be increases in the value of James’ superannuation interest because of other events 
(such as from capital growth or income generated by the asset), those events do not trigger a credit.

This example shows that where the repayments come only from the retirement interest, there is no overall 
improvement in the position of the particular member.  As a result, there is no additional credit, and the 
new rules do not come into play. They also show that by allowing for shifts in the value of the asset through 
capital growth, there are still advantages from having an LRBA, as long as it is done properly and within 
the new and existing rules.

EXAMPLE: Repayment for assets solely supporting retirement interests through  
both payments within the retirement interest and the accumulation interest
Bob is 65 and is the only member of his SMSF. Bob’s superannuation interests are valued at $3 
million and are based on cash that the SMSF holds. 
Bob’s SMSF acquires a $2 million property. This property is purchased after 1 July 2017 using 
$500,000 of the SMSF’s cash and an additional $1.5 million that it borrows through an LRBA.
Bob then commences an account-based superannuation income stream. The superannuation 
interest that supports this superannuation income stream is backed by the property, the net value 
of which is $500,000 (being $2 million less the $1.5 million liability under the LRBA). Bob therefore 
receives a transfer balance credit of $500,000 under item 2 of the table in subsection 294-25(1).
In the first year, Bob’s SMSF makes monthly repayments of $10,000. Half of each repayment is made 
using the rental income generated from the property. The other half of each repayment is made 
using cash that supports Bob’s other accumulation interests.
At the time of each repayment, Bob receives a transfer balance credit of $5,000, representing the 
increase in the value of the superannuation interest that supports his superannuation income stream.
The repayments that are sourced from the rental income that the SMSF receives do not give 
rise to a transfer balance credit because they do not result in a net increase in the value of the 
superannuation interest that supports his superannuation income stream.

In this example the income repaying the LRBA part comes from the retirement phase and part from 
the accumulation phase. Where the income payments supporting the LRBA come in full or in part from 
accumulating assets, that part of the payment for the LRBA that relates to the accumulation interest must 
be recorded as a transfer balance credit.
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