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May 2015
In economic news the past month, there has been speculation that the Reserve Bank of 
Australia may decide to cut the official cash rate at its May board meeting.  We will wait and 
see very shortly.  
 
Inflation rose by a relatively benign 0. 3 per cent in the March quarter, for a seasonally 
adjusted annual rate of 1.3 per cent. This is well below the Reserve Bank’s 2-3 per cent 
target band, leaving room for another rate cut.  
 
But as April wore on, the case for another rate cut weakened. Unemployment was down 
slightly in March to 6.1 per cent, from 6.3 per cent in February, while the house price boom 
in Sydney and Melbourne shows no sign of abating. 
  
The big turnaround in April was in the iron ore price.   
 
After falling to a low of US$47.08 a tonne on April 2, the commodity’s price jumped 23 per 
cent in the space of three weeks to US$57.81. This is welcome news for the Australian 
economy and the task of reducing the budget deficit. It also helped boost the Australian 
dollar from its six-year low of US$75.34 at the start of the month to more than US$78.  
 
This month sees the Federal Budget released.  As indicated, we will be issuing a summary 
of that budget to you via email. We will be monitoring closely the outcomes on the evening.
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A nnuities have been enjoying 
an upsurge in popularity since 
the global financial crisis, but 

they are about to become even more 
attractive to new retirees thanks to 
changes in the deeming rules.

That’s because annuities are exempt from 
the new deeming rules which will impact 
any account- based superannuation 
pensions that are started after January 1. i

As a result, holding an annuity may 
help your chances of receiving a part 
age pension or the highly- prized 
Commonwealth Seniors Health Card.

What is an annuity?
An annuity works like a regular pay 
cheque in retirement. Basically, you buy 
a guaranteed income stream with a lump 
sum, using either your superannuation 
money or funds outside super.

You can buy the annuity for life, which 
is the more popular choice, or for a 
fixed term ranging from one year to a 
maximum of 50 years.

The advantage of buying an annuity within 
super is that your annuity payments are 
tax-free once you turn 60. The downside is 
that you will then be subject to the minimum 
annual withdrawal amounts which range 
from 4 per cent for those under 65 to  
14 per cent for those aged 95 or more.ii

You can choose whether the income is paid 
monthly, quarterly, half-yearly or annually. 
The amount you will receive is determined  
at the time of taking out the annuity although 
you can choose to have the sum indexed  
so it keeps pace with inflation.

Currently there are only three providers of 
annuities – Challenger, CommInsure and 
BT - but many submissions to the Murray 
Financial System Inquiry called for  
annuities to play a greater role in the 
retirement sphere. 

What do they pay?
The rate of payment will depend on 
the features you select at the outset. 
On a fixed-term annuity the longer the 
investment period, the higher the rate, 
similar to a term deposit. Rates are 
also higher if the principal is paid back 
progressively, rather than in a lump sum 
on maturity.

Progressive repayment of principal is 
popular among people who know they 
have insufficient capital to live on the 
investment income alone.

Payment rates for lifetime annuities 
depend on your gender and the age  
you start the pension.

You may also trade off higher payments 
against features such as a reversionary 
income stream where your beneficiary 
receives the remaining income payments 
if you die before them. 

The benefits
It’s not just the exemption from the new 
deeming rules that makes annuities 
attractive to retirees. Or the fact that 
there are no management or other fees.

Annuities came into their own after 
the financial crisis highlighted the risks 
associated with account- based  
pensions where you are vulnerable to 
movements in financial markets.  
In contrast, annuities offer a regular, 
certain income regardless of the 
performance of the underlying 
investments.

Another reason for the renewed  
interest in annuities is that Australians 
are living longer and many of us run the 
risk of outliving our retirement savings. 
Today’s average 65- year-old male can 
expect to live to 88 while 10 per cent  
can expect to live to 98!iii  Women can 
expect to live a little longer.

One way to make your money last is to 
take out a lifetime annuity that will pay 
you until death. An even better solution 
might be a deferred lifetime annuity. 
Despite being available overseas, 
these are not yet available in Australia 
but pressure is mounting for their 
introduction.

With a deferred lifetime annuity you invest 
a sum of money on retirement but defer 
withdrawing income until you reach a 
certain age, say 80. This can be timed 
to kick in when your account-based 
pension is due to run out.

Some drawbacks
While annuities provide security, there 
are some negatives. For instance, you 
may not be able to withdraw your money 
as a lump sum and you get no choice in 
the underlying investments.

In addition, returns from annuities 
are generally lower than returns from 
account-based pensions as the money 
is mostly invested in fixed income 
products. This is particularly the case in 
the current low interest rate environment 
where you lock in the rate for the term of 
the annuity at the outset.

To enjoy the best of both worlds, many 
retirees choose to purchase an annuity 
in combination with an account-based 
pension and investments outside super.

In a world of uncertain markets and 
greater longevity, having an annuity as 
part of your retirement plan is worth 
considering. 

Call us if you would like to discuss 
whether an annuity could be part  
of your retirement solution.

i https://www.dss.gov.au/sites/default/files/documents 
/09_2014/dss1430_a4_fact_sheet_-_deeming_v4.pdf

ii http://supergroup.com.au/resources/pension-
minimums-and-maximums-2014-2015/

iii http://www.challenger.com.au/retire/lifeexpectancy.asp
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