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Under the transition to retirement rules, if your clients have reached their preservation age they 
may be able to access part of their super as a tax effective regular ‘income stream’. 
 
SMSF beneficiaries in their 50’s are likely to consider this transition to retirement strategy soon, so 
why not start planning now? 
 
 
The transition to retirement strategy (TTR) allows eligible taxpayers access to part of their super at their preservation age as a tax 
effective income stream.  A major benefit is that once the SMSF moves into the pension phase, ordinarily there is no tax on the 
earnings or capital gains. 
 
The preservation age is based on a person’s date of birth: 
 

Date of birth Preservation age 

Before 1 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 

Source ATO website 
 
 
Introducing Nick 
Nick recently turned 50 years of age and is one of two trustees of his self managed super fund.  He is planning on starting a TTR 
strategy in five years time. 
 
Nick wants to maximise capital growth within his fund over the next five years and take advantage of the zero capital gains 
environment once he is in the retirement phase.  The majority of Nick’s super is invested in residential property and he currently has 
just over $50,000 in cash to invest now.  He is prepared to look at borrowing to invest in the share market and is particularly 
interested in the Protected Loan, which is a limited recourse facility. 
 
 
The strategy 
Nick’s adviser recommends that he take out a Protected Loan to build a portfolio of Australian shares worth $250,000.  As an SMSF 
investor Nick pays the initial one-off protection premium of $42,575 and will be required to pay interest at the variable rate of 8.80% 
p.a. on the loan amount of $250,000 (estimated to be $22,000 p.a.).  In this case the SMSF will be able to offset a large portion of 
this expense against the assessable income of the fund. 
 
Nick chooses a maturity date just after the start of the TTR strategy to take advantage of the zero-tax environment. 
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The terms of Nick’s Protected Loan are:  
 

 
 

 
 
 
 
 
 
 
 
 
 

* The amount of interest deductibility is benchmarked to the Reserve Bank of Australia standard housing loan plus 100 bps. 
This rate is subject to change. 
 
The result 
In a rising market 

In the example, we have assumed the investment is held to maturity and the portfolio of shares has returned 10% p.a. capital growth 
over the five-year term. 
 
Nick’s Protected Loan will mature after the start of the TTR strategy, following which the investment will be in pension phase and he 
will pay no capital gains tax – a saving of $10,991. 
 
The table below highlights the financial benefit of the Protected Loan maturing in pension phase compared with accumulation phase. 
 

 Accumulation Pension Calculations 

Return (p.a.) 10% 10%  

Maturity value $402,491 $402,491 A 

Portfolio value at start $250,000 $250,000 B 

Net capital gain $152,491 $152,491 A – B = C 

Less protection cost $42,575 $42,575 D 

Taxable gain $109,916 $109,916 C - D 

Tax payable on gain -$10,991 $0 10% x D = E 

After tax cost* -$39,996 -$39,996 F 

Net profit $101,504 $112,495 C – E – F = G 

Return as % of after tax cost 254% 281% G / F 

*The after tax cost of the investment takes into account dividends, franking, tax payable and interest deductions  
 
  

Portfolio value $250,000 

Loan amount $250,000 

Loan to valuation ratio (LVR) 100% 

Portfolio BHP, CBA, TLS, WOW 

Protection premium paid in advance $42,575 

Tax rate of SMSF (accumulation phase) 15% 

Tax rate of SMSF (pension phase) 0% 

Term 5 years 

Variable interest rate 8.80% p.a. 

Estimated deductible rate* 8.80% p.a. 
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In a falling market 

If the performance of the portfolio of shares had been flat or negative, Nick’s losses would be limited to the $39,996 after-tax cost of 
the loan.  This cost reflects the net of borrowing costs after dividends and franking credits.  The protection premium is added to the 
cost-base of the shares and would impact the capital gain/losses. 
 
In the case where one of the companies goes into receivership, the limited recourse nature of the loan will still apply to these 
shares. 
 
 
Conclusion 
A major advantage of a SMSF is that trustees may be able to control when 
assets are sold.  In the example, Nick has been able to take advantage of the 
zero-tax environment by timing his investment to mature in the pension phase, 
therefore boosting his net return. 
 
The Protected Loan has also given Nick’s SMSF the added benefits of: 
 

 diversification without using a large amount of capital 
 capital growth potential with protection where the investment is held to 

maturity 
 no margin calls 
 maximised potential tax efficiency  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Important information 
Produced by Commonwealth Bank of Australia ABN 48 123 123 124 (Commonwealth Bank). The Options and Lending Facility is a product of Commonwealth Bank which 
is administered by its wholly owned but non-guaranteed subsidiary Commonwealth Securities Limited ABN 60 067 254 399 (CommSec), a Participant of the ASX Group. 
 
A Product Disclosure Statement is available and should be considered before making any investment decision about this product. The Options and Lending Facility 
provides sophisticated financial products which may involve dealing in derivatives. Unless your client is  familiar with derivative dealings and such products, these products 
may not be suitable for your client. Bank and Government charges apply. Applications for Protected Loans and Interest in Advance Loans are subject to Commonwealth 
Bank’s normal credit approval. A copy of the Product Disclosure Statement can be obtained from CommSec by calling 13 15 20 or emailing ppl@cba.com.au 
 
This document has been prepared without taking account of the objectives, financial situation or needs of any particular individual. Because of that, before acting on the 
information in this document, a potential investor should consider its appropriateness to their own circumstances, having regard to their own objectives, financial situation 
and needs. Neither Commonwealth Bank nor CommSec specifically recommend the stocks used in the above hypothetical scenario. Potential investors should consult their 
professional tax adviser about the tax implications of any products to their own particular circumstances. 
 
This case study is for illustrative purposes only – neither Commonwealth Bank nor CommSec are specifically recommending the Securities used. The case study is 
based on the market prices as at the date of preparation of this document and may change as market conditions change. The franking and dividend assumptions are 
based on public statements by the listed entity and/or an average of market analysts’ forecasts. Their accuracy cannot be guaranteed and future outcomes may vary 
markedly. The case study assumes that franking credits and dividend rebates are fully available to investors. Quote ref 66838. Changes to taxation regulation and law 
could have adverse affects on the strategy and any investment in the Protected Loan.  The Bank will be entitled to receive commissions in relation to the Facility. ` 
Unless agreed separately, we do not charge any fees for any information provided in this presentation. You may be charged fees in relation to the financial products or 
other services the Bank provides, these are set out in the relevant Financial Services Guide (FSG) and relevant Product Disclosure Statements (PDS). Our employees 
receive a salary and do not receive any commissions or fees. However, they may be eligible for a bonus payment from us based on a number of factors relating to their 
overall performance during the year. These factors include the level of revenue they generate, meeting client service standards and reaching individual sales portfolio 
targets. Our employees may also receive benefits such as tickets to sporting and cultural events, corporate promotional merchandise and other similar benefits. If you 
have a complaint, the Bank’s dispute resolution process can be accessed on 132221. 

Getting the right advice 
As with any financial strategy, using a Protected 
Loan to borrow and invest is not without its risks.  
One of the key risks of using a Protected Loan is 
that your return could be negative, after taking 
into account the performance of your shares and 
borrowing costs over the term.  That’s why it’s 
important to read the Product Disclosure 
Statement to ensure you are fully informed. 
 
Call us on 1300 786 039 for more 
information about how your clients 
can implement this TTR strategy. 


