
Transitioning to retirement

Longer life expectancies mean many Australians are spending 
more time in retirement than ever before1 – increasing the 
burden on our social security system and emphasising the 
importance of accumulating superannuation.

As a consequence, the Government is encouraging us to 
remain in the workforce beyond the traditional retirement age.

Did you know that you can access  
your superannuation while you are  
still working?
Using a transition to retirement pension you can generally 
access between 4-10 per cent of your super balance, as long 
as you’ve reached your preservation age (between 55 and 
60 depending on the year you were born) and you are still 
working, up to age 65.

A better lifestyle on the same income

A transition to retirement strategy allows you to supplement 
your income by drawing a regular pension payment from your 
super fund.

There are a few ways you can benefit:

•  continue to work full-time but reduce your tax by taking a 
pension and salary sacrificing some of your income into super

• moving from full-time work to part-time work and 
replacing lost salary with income from the transition to 
retirement pension, 

• as a business owner/operator, you could use a pension to 
supplement your income needs in quiet times.

A transition to retirement pension may also help reduce your 
overall tax bill while boosting your total super balance before 
you retire.

This is how it works. You contribute part of your salary to super 
(where it is generally taxed at just 15 per cent2 rather than at 
your marginal tax rate). You then move your super money into 
a tax-free ‘transition to retirement’ pension and use the pension 
income to supplement your reduced salary. The tax-effectiveness 
of the pension will help lower your overall personal tax liability.

Your preservation age
Under current superannuation law you must reach your 
preservation age before you can access your super.  
Your preservation age depends on the date you were born.

Date of birth Preservation age

Before July 1960 55

1 July 1960 – 30 June 1961 56

1 July 1961 – 30 June 1962 57

1 July 1962 – 30 June 1963 58

1 July 1963 – 30 June 1964 59

After 30 June 1964 60

The nature of retirement is changing and so are the rules. If you want to reduce your working  
hours or even pay less tax without sacrificing your income, a transition to retirement pension  
could be the answer.
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1  Australian institute of Heath and Welfare – mortality data 

2  The additional contributions tax rate of 15% applies for individuals with 
income over $300,000 pa.  
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Things to consider

Non-commutable income stream

Your transition to retirement pension income stream is  
non-commutable apart from any unrestricted non-preserved 
components within it.

Non-commutable means you can’t convert the income stream 
into lump sum cash until you satisfy a full condition of release 
from super, such as retirement or turning 65.

Your transition to retirement pension will work in a similar way 
as a standard superannuation pension, subject to the  
non-commutable requirements and restriction on the amount 
of pension you can withdraw. You can withdraw between  
4 per cent and 10 per cent of the pension account balance each 
year and have the flexibility to vary the payment at any time 
during the year, within these set ranges.

You should also keep in mind the possibility of your career 
not going exactly to plan – a redundancy or a forced or 
unplanned early retirement once you’re over 55 could interrupt 
this strategy and mean that you will have to review your 
circumstances with your financial adviser.

Another important point to consider is the concessional 
contributions cap. From 1 July 2014, the concessional 
contribution cap is $35,000 for those aged 49 or over.

Self-managed super funds 

If you plan to use this strategy through a self-managed super 
fund, you should ensure that the trust deed is drafted broadly 
enough to allow you to commence any pension allowed under 
super law.

Tax treatment 

Once you have reached age 60, your pension payments  
and any lump sum withdrawals will generally be tax-free.

A financial adviser can help you to structure your pension to 
legally minimise your tax obligations.

Note about salary sacrificing: Although salary sacrificing into superannuation  
is a great strategy for increasing your retirement savings, not all employers  
offer this feature to their employees. Also, under these arrangements your salary 
decreases and this could have a flow-on effect to other employment benefits  
you receive — eg compulsory SG contributions may be determined using actual 
(reduced) salary and may not take into account salary sacrifice contributions.

The diagram below will give you an idea of how your money moves when using this strategy:

Draw down from  
pension to supplement  

your reduced salary

Contribute  
$ to super via  

salary sacrifice

Move $ to transition  
to retirement 

pension

Income is tax-  free  
if aged 60 or over

Income is taxed  
at marginal  

tax rates only if  
under age 60

Super  
(taxed at 15%)3

Transition to retirement 
pension ( investment 
earnings  are tax-free)

YOU

Your salary   
(taxed at marginal rates)  

if taken as cash

3  Additional contributions tax of 15 per cent applies to high income earners earning over $300,000 per annum.
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This is general advice only and does not take into account your financial circumstances, needs and objectives. Before making any decision based on this 
document, you should assess your own circumstances or seek advice from a financial adviser and seek tax advice from a registered tax agent. Information 
is current at the date of issue and may change. W

M
A

-1
61

01

How does the transition to retirement strategy work in practice?
Tom, who is 56, has a salary of $100,000 per annum  
(plus 9.5 per cent superannuation). He wishes to continue to 
receive his current net income but maximise the effectiveness 
of his super. He currently has $300,000 in super and decides  
to commence a transition to retirement pension. 

As the table below illustrates, with the transition to 
retirement strategy without changing his cash income 
received, Tom has still saved over $3,860 in tax.

If Tom continues to work after age 60, the amount 
withdrawn from his superannuation is tax-free. In the table 
below, Tom’s tax savings increase by more than $6,750. 

Alternatively, Tom could boost his wife Danielle’s super. After 
salary sacrificing and choosing to take an account-based 
pension, Tom can take part of the contributions he has 
salary sacrificed to his super and split them into Danielle’s 
account each financial year (as Danielle hasn’t permanently 
retired). This gives Danielle’s super a boost and means they 
can both make use of all the tax incentives available.

The transition to retirement strategy in practice 

This example has been calculated using the 2014/15 income tax rates. 

Current position With TTR under 60* With TTR age 60 and over* 

Salary $100,000 $85,000 $85,000 

9.5% SG contributions $9,500 $9,500 $9,500

Salary sacrifice contributions $0 $15,000 $15,000 

Transition to retirement pension $0 $12,000 $12,000 

Tax paid plus Medicare levy (less offsets) $26,946 $23,976 $21,096 

Net cash $73,054 $73,024 $75,904 

Total tax saving $0 $3,860 $6,750 

Salary sacrifice and 9.5 per cent SG contributions are taxed at 15 per cent in super
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To find out how TGFS Financial Planning can assist you, please contact 1300 755 521 
or email info@tgfsfinancialplanning.com.au to arrange an appointment today.
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