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WELCOME to Meritum News, your source of information on wealth 
management and investment advice topics.

This edition offers advice on how to transition to 
retirement with more in your super. We look 

at how you can manage debt to build your 
wealth. Finally, we show you how to navigate 

the new super contributions caps while 
getting the most value for your money.  

If you would like more information on 
any of the topics in this newsletter or 
any other investment advice, please 
contact our experienced and 
professional advisers.



P A G E  2

When you’re approaching the end of your working life, 
it’s easy to become so focused on preparing to retire that 
you miss out on the benefits of the transition period 
before you retire.

But by working with a financial adviser to build a 
tailored strategy for your transition to retirement, you can 
take advantage of tax incentives to substantially boost 
your nest egg before you retire – without reducing your 
take home pay.

What is the transition to retirement stage?
The transition to retirement stage is the 10-year period 

of your life from age 55¹ (preservation age) to age 65. 
During this period, you can roll your super into a transition 
to retirement pension (TRP) and enjoy a range of benefits. 

What are the benefits?
If you plan to scale back your working hours, a TRP 

can provide an income to replace your reduced salary. 
For example, if you cut back from a five-day to a three-day 
working week, a TRP can replace the income you’ve lost 
and help you maintain your living standard. Or, you can 
continue to work full-time and boost your retirement 
savings, whilst maintaining your take home pay.

The key benefits to keep in mind are:

 ● Between ages 55 – 60, a TRP provides you with tax 
effective income.

 ● From age 60 onwards, the pension provides you with 
tax free income.

 ● Plus you pay no earnings tax and no capital gains tax 
on the capital of the pension.

How does it work?
Step 1

Contribute part of your pre-tax salary into your 
super fund.

Benefit from reducing the income tax you pay on the 
contributed amount from a possible maximum of 49%2 
to only 15%3.

Step 2
Transfer your existing super into a TRP.

Benefit from paying no tax on investment earnings in 
the pension rather than 15% tax on investment earnings 
in your super.

Step 3
Withdraw funds from your pension while you are still 

working part time to replace the salary you sacrificed 
into super.

Benefit from maintaining your income and lifestyle.

If you’re self-employed, you can follow the same 
process but, instead of step one, you can contribute 
some of your business income in super and claim a 
tax deduction for it.

Next steps?
Speak to your Financial Adviser today about creating 

an effective transition to retirement strategy for you. 
The potential tax savings and supplemental income 
are simply too substantial to ignore.

Transition to retirement 
in three steps

1 Preservation age 55 for those born before 1/7/1960. It increases 
incrementally to age 60 for those born after 1/7/1964. 

2 Includes Medicare Levy and Temporary Budget Repair levy for taxpayers 
earning a taxable income greater than $180,000. 

3 Individuals with income above $300,000 will pay an additional 15% tax on 
concessional contributions which includes employer contributions and 
personal contributions for which a tax deduction has been claimed. The tax 
rates apply to contributions made within the contribution cap. Exceeding 
the super contribution caps can incur penalty tax.

4 Reserve Bank of Australia, Financial Stability Review, March 2014.

5 Based on data from the NAB loan repayments calculator www.nab.com.au/
wps/wcm/connect/nab/nab/home/personal_finance/22/2/11/2. These 
calculations are for illustrative purposes only. They are an approximate 
guide only and do not take into account any product features or fees and 
charges. They are not specific to NAB home loans, nor do they constitute an 
agreement by NAB to provide credit. Lending by NAB is subject to NAB´s 
normal lending criteria.

6 Based on data from the NAB home loan savings calculator www.nab.com.
au/wps/wcm/connect/nab/nab/home/personal_finance/22/2/11/16. These 
calculations are for illustrative purposes only. They are an approximate 
guide only and do not take into account any product features or fees and 
charges. They are not specific to NAB home loans, nor do they constitute an 
agreement by NAB to provide credit. Lending by NAB is subject to NAB´s 
normal lending criteria.
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Good debt, 
bad debt

As a result, you may be able pay off your personal 
borrowings faster, while maximising tax benefits 
from investment borrowings. Then, once your personal 
debts are under control, you can focus on building 
your portfolio further while paying down 
investment borrowings.

But, keep in mind that borrowing to invest is a numbers 
game, so you need to balance the after-tax costs against 
the returns. While strategies like negative gearing are 
popular, they will only succeed if your long-term capital 
gains are enough to cover your costs. 

Keeping risk under control
It’s also important to understand that borrowing to 

invest (gearing) holds risks. That’s because gearing 
can multiply your losses if your investments fall in value, 
as well as multiply gains when your investments rise in 
value. And, while borrowing to invest can bring tax 
benefits, everyone’s situation is different. So you need 
to seek appropriate financial advice before you invest.

Five ways to make debt work for you
Pay off non-investment debt first.

Avoid borrowing to buy depreciating assets — things 
that lose value over time, instead of gaining in value.

Reduce risk by borrowing less than the maximum an 
by keeping a cash buffer, such as the redraw on your 
home loan or investment loan.

Diversify your investments over a wide range of 
asset classes, companies and sectors, reducing the risk 
that a sudden fall in one investment could overturn 
your strategy.

Monitor your investments and be ready to change your 
strategy as your circumstances change, particularly as 
you near retirement.

Unproductive debt can be an enormous 
drag on your ability to grow wealth, but not 
all debt is bad. 

Used well, borrowing to invest can help you create a 
larger portfolio sooner. Here’s how to use good debt to 
build your family’s financial security faster. 

Since the global financial crisis, debt has fallen out 
of favour in Australia. We’ve taken advantage of lower 
interest rates to pay off our debts at record rates. In 
March 2014, Australia’s home loan customers were 15% 
in front on their home loans, according to the Reserve 
Bank, giving the average home owner a buffer of around 
24 month’s repayments.4 The wrong kind of debt can be 
a huge drag on your ability to build wealth, eating up 
spare cash you could otherwise have saved or invested. 
For example, a $220,000 home loan at 6% pa could cost 
you around $158,000 in interest over 20 years.5

That’s why actively managing your debts can make a 
big difference. Simply paying an extra $100 a week on that 
same $220,000 loan could save you more than $62,000 
and pay off your home 6 years and 9 months sooner.6

And, not all debt is bad. Used well, borrowing to invest 
could help you multiply your returns and grow your wealth 
faster. It could even help you pay off your home faster, 
while building up other investments at the same time. 

Telling the good from the bad
So how do you make debt work for you?

The first step is to distinguish between good and 
bad debt, then focus on paying off the bad while making 
the most of the good. The aim is not to avoid debt, but to 
manage it so it builds your wealth, rather than depleting it.

The best debts are investment loans, used to buy 
assets like shares and property. The idea is to build a 
larger portfolio sooner, potentially earning more income 
and capital gains, then pay off your borrowings from 
your enhanced returns. And, because the interest and 
borrowing costs on investment loans are generally tax 
deductible, your chances of coming out ahead 
are increased.

Debts to avoid or to pay down quickly include car 
loans and credit cards — borrowings used purely to fund 
consumption or buy depreciating assets. Most people 
also seek to pay off their home loans rapidly, even though 
their homes are valuable assets. That’s because, unlike an 
investment loan, the interest on a home loan interest is 
not tax deductible, making it more expensive to maintain.

Putting gearing to work
One popular strategy is to use a combination of 

borrowings and your own money to invest in assets that 
generate extra cash flow, like high yield shares. That could 
give you more cash to pay off non-investment debts, 
like your home loan, while paying interest only on your 
investment loan.



   

The information in this document reflects Meritum Financial Group’s 
understanding of existing legislation, proposed legislation, rulings 
etc as at the date of issue. In some cases the information has been 
provided to us by third parties. While it is believed the information 
is accurate and reliable, this is not guaranteed in any way. The 
information given in this document is of a general nature and has 
not taken into account the investment objectives, financial situation 
or particular needs of any particular person and it is not a substitute 
for professional advice. Before making a decision to acquire a 
financial product, you should obtain and read the Product 
Disclosure Statement (PDS) relating to that product. Before making 
an investment decision on the basis of the information above, a 
prospective investor needs to consider, with or without the 
assistance of a professional adviser, whether the information is 
appropriate in the light of their particular investment needs, 
objectives and financial circumstances.
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Navigating the new 
super landscape

Updated concessional contribution caps 
have been in place since July 1, but are 
you making the most of them? Here’s 
your comprehensive guide to what the 
caps mean for you, and how to navigate 
them while getting the most value for 
your money. 

What are concessional contributions?
Concessional contributions are contributions paid 

into your super account ‘before-tax’. They’re taxed at 
a reduced or ‘concessional’ rate, allowing you to 
maximise your super savings.

Concessional contributions are largely made up of:

 ● Employer contributions including the nine and a half 
per cent Superannuation Guarantee, as well as any 
administration fees or insurance premiums paid by 
an employer on your behalf

 ● Salary sacrifice contributions, and
 ● Personal contributions claimed as a tax deduction 

by a self-employed person.

How can they benefit us?
As long as they don’t exceed the annual cap set by the 

Government, concessional contributions are taxed at a 
rate of 15 per cent (or 30 per cent for some people who 
earn a high income). This is likely to be lower than most 
people’s marginal tax rate.

Understanding the caps
Concessional contributions are currently capped at 

$35,000 pa if you were age 49 or over on 30 June 2014, 
and $30,000 pa for everyone else. The concessional 
contributions cap often changes with a new financial 
year, so it’s important to keep an eye on the cap and 
your contributions strategy.

What happens if I exceed the cap?
Obviously, you should aim to contribute within the 

cap, but if you exceed the cap the excess amount will 
be taxed at your marginal tax rate less an allowance 
for the 15% contributions tax already paid by the 
superannuation fund. 

You have two options to pay for this additional 
tax liability:

 ● Have your excess concessional contributions refunded 
to the Australian Taxation Office. The ATO will 
determine the tax liability and return the balance to you.

 ● Keep the excess contributions in your super account 
and personally pay a penalty tax.  

 ● Care should be taken if you retain the excess 
concessional contributions in your super fund 
as this amount will also count towards your 
non- concessional contribution cap. If you also 
exceed the non-concessional contribution cap, 
significant tax penalties may be incurred.

Keeping up is key
Aside from the cap, factors to be mindful of when 

deciding on a concessional contributions strategy include:

concessional contributions that you might not be aware 
of, such as fees and insurance premiums paid directly by 
your employer, and

other factors that may count towards your cap, such as 
contributions split with your spouse.

Next steps
Now that you understand the tax benefits of making 

concessional contributions, it’s time to speak to your 
Financial Adviser about building a super contribution 
strategy that will set you up for retirement.

Note: Since 1 July 2012, if you earn more than $300,000 per year, your 
concessional super contributions (including your employer’s SG contributions) 
will be subject to a higher contributions tax of 30%. This only applies to 
contributions up to your concessional contribution cap.


