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HIGHLIGHTSWHAT IS ECPI ?

PROPOSAL 1: DISREGARDED  
SMALL FUND ASSETS

WHAT THIS DATA MEANS... Introduction of the $1.6M transfer balance cap significantly reduced ECPI

ECPI is currently claimed using either one of, or a combination of:

Earnings on assets supporting retirement phase 
superannuation income streams is exempt from income 
tax – this tax-exempt part of assessable income is called 
exempt current pension income (ECPI).
The amount of ECPI claimed is a product of the 
investment earnings (assessable income) of self-managed 
superannuation funds (SMSFs) in a year and the amount of 
savings SMSF retirees have in retirement phase.

The introduction of the $1.6 million transfer balance cap 
(TBC) at 1 July 2017 reduced the amount of ECPI that 
can be claimed by SMSFs through limiting the amount 
that could be transferred into tax-free retirement phase. 
Around 43%1 of SMSFs claimed ECPI totalling $14 billion in 
2017-18, still making it a very valuable concession despite 
being less than half the amount of ECPI claimed in 2016-17.

Segregated method: Income on assets 
solely supporting retirement phase 
accounts is exempt.

1 2

1 ATO - Taxation statistics 2017-18 Funds: Selected items, for self-managed superannuation funds

Disregarded small fund assets (DSFA): a 
fund cannot use the segregated method 
for claiming ECPI and must use the 
proportionate method if it has DSFA. This 
was introduced to ensure funds could not 
circumnavigate the TBC by segregating assets 
to retirement phase in order to realise gains 
tax free.  
 
An SMSF will have DSFA where at previous 30 
June a member had a total superannuation 
balance (TSB) of over $1.6 million and also 
had a retirement phase account. 

THE RED TAPE

Funds that have DSFA but are solely in 
retirement phase require an actuarial 
certificate to claim 100% of fund
income as exempt

DID YOU KNOW?

Around 14% of SMSFs have 
Disregarded Small Fund Assets
but <0.2% of SMSFs are also solely 
in retirement phase

THE PROPOSED SOLUTION

Government has proposed removing 
the anomaly where an Actuary’s 
certificate is required to claim ECPI 
for funds with DSFA that are 100% in 
retirement phase

CONSEQUENCES OF THE 
PROPOSED SOLUTION

SMSFs eligible to claim all income as 
exempt but have a member with TSB 
over $1.6 million will save the cost
of an actuarial certificate where they 
would otherwise need to pay for one
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BY SMSFS
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Two changes to ECPI claimed using these methods were introduced from 1 July 
2017 and unfortunately these introduced additional complexity and red-tape for 
SMSF retirees. Subsequently, and in response to industry feedback, Government 
has proposed changes to how ECPI is claimed to address the outstanding concerns.

Proportionate method: Actuary’s certificate provides 
proportion of fund assets that supports retirement phase 
income streams and therefore the proportion of fund 
income that is exempt from tax.

OF SMSFS ARE AFFECTED 
BY THIS ISSUE ?

ONLY

< 0.2%
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A significant body of work was done in the lead up to 
2017-18 to allow for DSFA and deemed segregation in 
SMSF administration and actuarial calculations. 

With the low proportion of SMSFs affected by the 
two red-tape issues, and with industry processes now 
integrated to allow for the current rules, there has been 
some question whether changes are still needed. 

The proposed changes are scheduled to apply from 1 July 
2021, we await draft legislation.

Deemed segregation: the ATO provided updated guidance 
stating that a fund with only retirement phase income 
streams for a period of the year that has no DSFA, must use 
the segregated method to claim ECPI on income earned in 
that period. 

Funds can be required to claim ECPI using both the 
segregated and proportionate method without ever
deciding to segregate assets, even though in many 
cases tax outcomes are comparable to using the 
proportionate method for the whole year.

The Government has proposed providing funds with the 
option of using the proportionate method for all income 
(i.e. they can opt to ignore deemed segregation).

An affected SMSF may find its ECPI claim materially 
impacted by the ability to ‘choose’ their ECPI method if 
it as significant and irregular income and/or capital gains 
(‘material income’):

 > Where material income is earned at a time the 
fund has a non-retirement phase interest, then not 
allowing for deemed segregation will produce higher 
exempt income.

 > Where material income is earned at a time the fund is 
solely in retirement phase, then allowing for deemed 
segregation will produce higher exempt income.

Where there is no material income in a year, that is 
income is broadly uniform over the year or not
significant, and there are no lumpy large capital gains, 
then generally the choice of ECPI method will not have a 
material impact on tax outcomes.

HIGHLIGHTS

 

PROPOSAL 2: DEEMED 
SEGREGATION

DID YOU KNOW?

OF SMSFS  ARE AFFECTED  
BY THIS ISSUE ?

ONLY

3%
Most of these funds have only one 
deemed period, with only 0.3% of 
all SMSFs having more than one 
deemed period

This was a change to industry 
practice prior to 1 July 2017 
where funds in this situation 
would typically apply the 
proportionate method over 
the whole year.

THE RED TAPE

THE PROPOSED SOLUTION

CONSEQUENCES OF THE 
PROPOSED SOLUTION

What did practitioners say about the changes?

We surveyed our clients to find out what changes you would like 
to see made to ECPI, if any.  
 

SEE THE RESULTS OF OUR SURVEY
 > VIEW THE ADDENDUM
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INTRODUCTION

Transfer balance cap (TBC)

Australia’s superannuation system is often referred to as a 
compulsory savings system due the superannuation
guarantee that mandates a certain level of employer 
contributions during your working life. However, retaining
those compulsory savings in the superannuation system 
once you have retired is voluntary. Provided you have met 
a condition of release, those savings can be withdrawn as 
you see fit.

To encourage you to retain your savings in the system, and 
to encourage further voluntary savings for retirement,
earnings on the assets supporting retirement phase 
superannuation accounts are tax free. While this can 
be viewed as a valuable concession for some, for most 
retirees it simply puts their superannuation savings on the 
same tax footing as their savings outside superannuation. 
It is an often forgotten fact that many retirees pay no 

individual income tax either – with no salary being 
earned, the taxable income on their savings is 
within the tax-free thresholds, once generous 
offsets for retirees are taken into account.

In 2017-18 around 43%2 of SMSFs had retirement 
phase accounts and claimed ECPI to exempt the 
income earned, and capital gains realised, on 
assets supporting these accounts from tax. Total 
ECPI claimed by SMSFs in 2017-18 was around $14 
billion2. The equivalent figure for APRA regulated 
superannuation funds was $20 billion3.

To better target tax concessions, from 1 July 2017 
a cap of $1.6 million4 was placed on the amount of 
superannuation savings an individual could move into 
the tax-free retirement phase. Savings in excess of this 
figure can be retained in the superannuation system, 
but earnings are taxed as accumulation accounts at the 
usual 15%.

This cap had a significant impact on the amount of 
ECPI claimed, with the total ECPI claimed by SMSFs 
falling by over 50% to $14 billion in 2017-182, the 
first year after the cap was introduced. The cap 
did the job it was designed to do by reducing the 
total amount of superannuation eligible for the 
retirement phase tax exemption and hence
increasing tax revenue.

2 ATO - Taxation statistics 2017-18 Funds: Selected items, for self-managed superannuation funds. 3 Taxation statistics 2017–18 Funds: Selected items for APRA regulated and other funds, for 
income years 1989–90 to 2017-18 4 The transfer balance cap (TBC) is indexed in $100,000 increments in line with CPI. The general TBC will increase to $1.7m on 1 July 2021.

The amount of tax or tax concessions on earnings 
is not just driven by the total amount of assets 
eligible, investment returns are important too. 
Even allowing for this, the average amount of ECPI 
claimed by an SMSF also fell by a similar margin.
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HOW THE TAX EXEMPTION 
WORKS FOR SMSFS

 4 Income Tax Assessment Act 1997  5 $1.6 million TSB threshold for DSFA is set in legislation and will not index like the general transfer balance cap 

Follow Accurium’s flow chart to determine 
whether an SMSF as DSFA

VIEW FLOWCHART

Segregated method 
Section 295-385 of Income Tax Assessment Act (ITAA)4 defines segregated current pension assets as those 
that are set aside to solely support retirement phase accounts. Income earned on these assets is exempt 
from tax and capital gains disregarded. There are two ways that segregation can come about:

Proportionate method
As set out in Section 295-390 of ITAA, the proportionate 
method applies to funds where assets are pooled across
both retirement phase and non-retirement phase member 
accounts.
An Actuary is required to calculate and certify what 
proportion of the SMSF’s income is eligible to be claimed 
as ECPI and therefore exempt from tax. 

Member accounts which are supported by 
segregated assets are excluded from the calculation.

Elected segregation: Where the SMSF trustee(s) 
prospectively and intentionally set aside fund 
assets solely to discharge certain retirement 
phase liabilities, those assets are segregated 
current pension assets

Deemed segregation: If there is a time where 
an SMSF’s only member liabilities or accounts 
are account based income streams in retirement 
phase, all the fund’s assets at that time are 
deemed to be segregated current pension assets

1 2

Disregarded small fund assets (DSFA)
The concept of DSFA, as defined in section 295-387 of 
ITAA, was introduced as an integrity measure with the 
TBC with effect from 1 July 2017. Funds with DSFA are 
prohibited from using the segregated method to claim 
ECPI.
An SMSF (or Small Australian Prudential Regulation 
Authority (APRA) Fund) has DSFA in a given income year if:

Funds with DSFA must claim ECPI using the proportionate 
method and obtain an actuarial certificate. 
Data provided by SMSFs applying for actuarial certificates 
from Accurium, shows that 56% of SMSFs using the 

 > At 30 June of prior year any member of the fund 
(including those who joined or exited in the given 
year) had a retirement phase income stream and had 
a TSB over $1.6 million5

 > In the given financial year the SMSF has any member 
in retirement phase at any time

The tax exemption on retirement phase income is 
achieved by reducing an SMSF’s assessable income 

by the amount of ECPI it is eligible to claim. This 
can be worked out using one, or both of two 

possible methods:

proportionate method to claim ECPI have DSFA. 
We estimate this to be around 14% of all SMSFs.
Interestingly, an analysis of these funds shows that 
over a third of SMSFs (or around 5% of all SMSFs) 
stating that they have DSFA have no members with 
an opening balance of over $1.6 million. 

The definition of DSFA looks at members’ TSBs, 
including balances held outside their SMSF. It is 
possible therefore for an SMSF to have DSFA and 
yet all its members have balances in the fund 
below the $1.6 million threshold. However, it is 
certainly surprising that this figure is so high.

Follow Accurium’s flow chart to determine 
which method to use when claiming ECPI

VIEW FLOWCHART
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The Federal Government announced, 2 April 2019, as part 
of the 2019-20 Federal Budget, the following ECPI related
proposals: 

The Government will allow superannuation 
fund trustees with interests in both the 
accumulation and retirement phases during an 
income year to choose their preferred method 
of calculating ECPI.

The Government will also remove a redundant 
requirement for superannuation funds to 
obtain an actuarial certificate when calculating 
ECPI using the proportionate method, where 
all members of the fund are fully in the 
retirement phase for an income year.

These measures were to commence on 1 July 2020, however, were deferred to 1 July 2021. At the time 
of writing, there has been no draft legislation released. We look at each of these proposals below.

PROPOSED CHANGES  
TO ECPI

FIRST PROPOSAL SECOND PROPOSAL

6

The first proposed change to ECPI looks to remove 
an unintentional consequence of the DSFA 
legislation. Currently, an SMSF that has DSFA, but is 
solely in retirement phase for the entire income year 
is required to obtain an actuary’s certificate in order 
to claim ECPI under the proportionate method.

There are a couple of situations where this 
circumstance can come about. For example:

Removing the requirement for funds with DSFA that are solely in retirement 
phase to obtain an actuary’s certificate

Accurium’s analysis suggests very few SMSFs 
are currently impacted by the anomaly in the 
legislation. Fewer than 0.15% of SMSFs with 
DSFA obtained an actuary’s certificate and were 
100% in retirement phase.

In these scenarios, the SMSF would need to obtain an Actuary’s certificate that shows the fund is eligible for a 
100% tax exemption. The Government’s proposal would remove this requirement, allowing funds that are solely in 
retirement phase for an entire income year to claim ECPI without requiring an Actuary’s certificate.
This is a common-sense amendment to help those funds avoid the cost of the Actuary’s certificate.

 > An SMSF member may have less than $1.6 
million in their SMSF, but when combined with 
superannuation accounts elsewhere takes their TSB 
above $1.6 million, meaning their SMSF has DSFA. 

 > When an SMSF member commenced their pension 
(or on the introduction of the TBC on 1 July 
2017) their balance was below $1.6 million, but 
investment earnings since have increased the 
balance above the threshold.

How many SMSFs  
are impacted?

0.15%
99.85%

FIRST PROPOSAL



PROPOSED CHANGES TO ECPI7

To understand this proposal, it is helpful to know the 
background on how it has arisen. The ATO released a 
view on their interpretation of the law in respect to 
when a fund has segregated assets as part of the 1 July 
2017 superannuation reforms. This view was different 
to industry practice at the time and introduced the 
concept of deemed segregation which requires funds 
that don’t have DSFA and have a period of the year solely 
in retirement phase, even a day, to use the segregated 
method to claim ECPI.

Industry’s interpretation of the legislation, in place since 
the introduction of the relevant legislation in 2007, was 
that assets were only deemed to be segregated when 
a fund was solely in retirement phase for an entire 
income year. Where a fund had both retirement phase 
and non-retirement phase accounts during an income 
year, it used the proportionate method to claim ECPI. 
Where all members were retired and therefore all the 
member accounts were retirement phase pensions for 
entire income year, the fund’s assets were deemed to be 
segregated.

Under the ATO’s interpretation, funds can end 
up needing to use both the segregated and 
proportionate method to claim ECPI in the same 
year. For funds that are impacted by this, it has 
introduced significant administrative complexity. It 
has also opened up opportunities for trustees and 
their advisers to strategically time asset disposals to 
minimise taxes on capital gains.

This proposal to allow trustees a choice on how they 
calculate ECPI has come about from the disruption 
and complexity caused by the introduction of part 
year deemed segregation. However, the proposed 
solution of giving trustees the choice of which 
method to use may not achieve the goal of reducing 
complexity and could even add to it. A lot will 
depend on how it is legislated and interpreted.

Choice of methods for claiming ECPI

SECOND PROPOSAL

Claiming ECPI with deemed segregation

Unsegregated method Segregated method

Eligible assessable income x ECPI% Total ECPI

1 July 1 Jan 30 June

Actuarial certificate required with 
ECPI% to apply

No actuarial certificate required

++ ==Eligible assessable income

CASE STUDY 1

The issues are best explained by an example. Consider the following scenario for a fund that does not have DSFAs.

Person NOT Retired Person retired



During the period 1 July to 31 December, there is one 
member with an accumulation interest and one
member with a retirement phase pension interest. The 
accumulation member commenced a retirement
phase pension on 1 January with all of their benefits held 
within the SMSF. The fund does not have DSFA.

From 1 January the SMSF consists wholly of retirement 
phase pensions and will mean that the assets in this 
period will be deemed as segregated and the segregated 
method must be used to claim ECPI for this period. The 
proportionate method will be used to claim ECPI on all 
other income earned in the year. An Actuary’s certificate 
is obtained which applies for the full income year but 
excludes the segregated pension assets, as such the 
actuarial exempt income proportion will apply to income 
earned between 1 July and 31 December.

This SMSF will need to apply both ECPI methods for 
the income year.

If the fund did have DSFA then it wouldn’t be 
eligible to use the segregated method and the 
deemed segregated period would not apply. The 
fund would simply use the proportionate method 
over the whole income year which generally would 
be a simpler approach. This is also how the pre 2017 
industry approach would have applied.

PROPOSED CHANGES TO ECPI

The language from the budget proposal suggests 
that an SMSF, which is not solely in retirement 
phase over an entire income year, might be given 
the option of using the proportionate method for 
the entire income year, even if there are periods 
where the fund was solely in retirement phase – 
periods of deemed segregation. This would remove 
the complexity of deemed segregation for those 
who did not wish to allow for it.

However, it is unclear whether this ‘choice’ could be 
made in arrears, when completing the SMSF annual
return (e.g. work out which method gives the best 
exempt income proportion at year end), or whether 
it would need to be decided in advance (e.g. 
trustees minute their intention to allow for deemed 
segregation or not allow for deemed segregation 
prospectively).

Giving taxpayers a retrospective choice would 
allow them to choose the method that provides the 

best tax outcome, which is obviously a positive for 
taxpayers. However, it may make administration 
more complex for practitioners as the calculations 
would need to first be performed under both 
methods in order to determine the best outcome.

‘Case study 1’ above is a relatively simple example 
where the fund has only one period of deemed
segregation during the income year. Some funds 
may have two or more such periods. Our data shows
around 11% of funds with deemed segregation 
have more than one deemed period. Depending 
on how the legislative amendment is drafted, it is 
possible that SMSFs may have the ability to optimise 
their tax outcome based on whether to use the 
segregated method in some or all of these periods. 
There may be a number of different scenarios and 
calculations to consider when determining the best 
outcome.

What solution is Government proposing?
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Importantly, the SMSF does not have DSFA. If the 
SMSF did have DSFA, it would not be able to apply the 
segregated method and could only use the proportionate 
method to claim ECPI.

Unfortunately, Mum passes away on 30 July 2021, with 
her ABP reverting to Dad. Based on Dad’s transfer 
balance account ($1,175,000), he is required to commute 

Let’s consider two scenarios in relation to 
the disposal of fund assets and claiming 
ECPI during 2021-22 income year:

 > The fund earned income of $78,000;

 > Capital gains were realised on or prior 
to 1 February 2022, when the respective 
balances of the two adult children 
were rolled over to another complying 
superannuation fund;

 > The member balances rolled over  
for each adult child were:

 � Adult child 1: $90,000

 � Adult child 2: $320,000

 > Minimum pension payment  
requirements were met

During the 2021-22 income year:

How the choice of ECPI method may work

$5,000 from either his own ABP or the reversionary 
death benefit pension from Mum by the 12 month 
anniversary of Mum’s death (30 July 2022).

Further, the two adult children decide to transfer 
their respective benefits out of the SMSF in 
February 2022.

$10,000 net capital gain was realised $500,000 net capital gain was realised1 2

PROPOSED CHANGES TO ECPI

$ 1.14m $ 430k $ 80k $ 300k

(accumln) (accumln)

DAD MUM
ADULT  
CHILD 1

ADULT  
CHILD 2

TOTAL: $ 1.95 m

CASE STUDY 2

Let’s consider an SMSF with four members, Mum and Dad and their two adult children. Mum and Dad have previously retired and 
commenced account-based pensions (ABPs) with their respective balances. Each pension is reversionary to each other.  
The adult children are still working and regularly contributing to the SMSF. 

At 1 July 2021, member balances are as follows:
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ILLUSTRATION of FUND LIABILITIES
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ADULT CHILD 1 ($ 90k) +  
ADULT CHILD 2 ($ 320k)  
rolled out  of the SMSF 
leaving the remaining 
fund assets to solely 
support retirement 

phase accounts

MUM passes 
away and her 
ABP ($ 430k) 

passes to DAD

DAD + MUM’s 
ABP

ADULT  
CHILD 1 + 2 

accumulation
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Let’s look at applying the approach to 
claiming ECPI where the segregated 
method is used for any period where 
the fund is solely in retirement phase 
– the approach used since 2017-18 
income year.

The SMSF trustee needs to identify the amount of income 
and capital gains or losses realised in each period
of the year in order to correctly calculate ECPI.

The SMSF applies the segregated method to the period 
where the fund is solely in retirement phase. The fund 
claims as ECPI the $30,000 of income earned during that 
period. 

For the other period, the SMSF applies the 
proportionate method to the fund’s income by 
obtaining an actuarial certificate which advises the
relevant exempt income proportion to be 79.826%.

Applying this to each of our two scenarios, the SMSF’s claim for ECPI for 2021-22 if they allowed for 
deemed segregation is:

Choice 1:  
Allowing for periods of  
deemed segregation

Scenario 1 - $10,000 capital gain

ECPI :
= 0.79826 x ($48,000 + $10,000) + $30,000 
= $76,299

Scenario 2 - $500,000 capital gain

ECPI :
= 0.79826 x ($48,000 + $500,000) + $30,000  
= $467,446

1 2

PROPOSED CHANGES TO ECPI

Non-Retirement  
Phase

Segregated 
Pension

Retirement  
Phase

SEGREGATED 
METHOD 

 
Income 1 Feb to 30 June 

after Adult Child 1 + 2 
have exited the fund is 

100% exempt

$ 30k in income
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ILLUSTRATION of FUND LIABILITIES
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The fund would obtain an actuarial certificate, 
which would show an exempt income proportion of 
86.972%. This would be applied to all of the fund’s 
income for the entire 2021-22 income year.

Applying this to each of our two scenarios, the 
SMSF’s claim for ECPI for 2021-22 using only the
proportionate method is:

Choice 2: Not allowing for
       deemed segregation

Scenario 2 - $500,000 capital gain

ECPI :
= 0.86972 x ($78,000 + $500,000)  
= $502,698

2

In this case study, the fund’s income was earned relatively 
uniformly over the year and a capital gain was
realised in the period where the fund had a mixture of 
retirement phase and non-retirement phase interests.

In the first scenario of a realised capital gain of $10,000, 
as there was no significant lumpy income, the exempt 
income result is very similar under both approaches to 
claiming ECPI. By applying the proportionate method to 
the entire income year there was a $236 improvement 
in the claim for ECPI over the approach whereby the 
segregated method is used for any period the fund is 
solely in retirement phase.

However, in the second scenario, with a material 
amount of income earned at a particular time, 
the exempt income result is different under each 
approach to claiming ECPI. There is an improvement 
in the claim for ECPI of $35,252 (+7.5%) where the 
proportionate method is applied to the entire 
income year. 

This is due to the difference in the taxation of the 
significant capital gain. When not allowing for 
deemed segregation, the proportion of the gain 
that is exempt, is higher.

Scenario 1 - $10,000 capital 

ECPI : 
= 0.86972 x ($78,000 + $10,000)  
= $76,535

1

PROPOSED CHANGES TO ECPI

PROPORTIONATE 
METHOD 

 
Income 1 Jul to 30 Jun has 
actuarial exempt income 

proportion apply = 86.9726%

$78k in income +  
the net capital gain

Let’s now consider the pre 2017-
18 industry approach where the 
proportionate method would be 
used for the entire income year.
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An SMSF may find its ECPI claim materially affected by the 
ability to ‘choose’ their ECPI method if:

Where significant and irregular income or/and capital 
gains is earned at a time the fund is solely in
retirement phase, then allowing for deemed segregation 
will produce higher exempt income. 

Where significant and irregular income and/or capital 
gains is earned at a time the fund has a non-retirement 
phase interest, then not allowing for deemed segregation 
will produce higher exempt income.

This is due to the calculation of the actuarial exempt 
income proportion including periods where the fund is 
solely in retirement phase, which increases the average 
pension liabilities relative to superannuation liabilities, 
resulting in a higher exempt income proportion to apply 
to the relevant income. 

This is due to the income being earned in the period 
when the fund is solely in retirement phase and is 
therefore 100% exempt from tax.

If there are multiple instances of significant or 
irregular income and/or capital gains, which occur in 
both a deemed segregated period and in a period 
where there is a non-retirement phase interest, 
then to determine which approach would result in 
a ‘better’ tax outcome would require a comparison 
calculation to be completed (like above in case 
study 2). If the choice of ECPI approach is allowed in 
arrears this would be possible, if choice of approach 
is required to be set in advance this could be based 
on an estimate of the events and transactions that 
might occur in the coming year.

It is also important to note that if a fund realises a 
net capital loss in a period where the fund is solely 
in retirement phase, the trustee would not be able 
to carry that forward if the ‘deemed segregation’ 
approach was used.

Accuriums’ analysis shows that around 11% of SMSFs that 
obtain an actuarial certificate have periods of
deemed segregation requiring the use of both methods 
to claim ECPI. Around 1% have more than one period of 
deemed segregation and 10% have only one deemed 
period. Fewer than 0.1% of SMSFs that obtain an actuary’s 
certificate also use an elected segregation strategy.
 
We estimate that around 3% of all SMSFs may benefit 
from the proposed changes due to having deemed 
segregation and claiming ECPI using the proportionate 
method. 

Which method is ‘better’ will depend on the exempt income proportion

 > There is a time in the year where the fund is solely in 
retirement phase, but the fund has a non-retirement 
phase interest at other times;

 > It doesn’t have DSFA (generally where all members 
have TSB under $1.6 million);

 > It has significant and irregular income and/or capital 
gains.

How many SMSFs are impacted?

PROPOSED CHANGES TO ECPI

97%

3%
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Conclusions

SMSF practitioners have been on quite a journey over the last 

few years regarding the treatment of, and restrictions put on, 

access to the tax exemption on earnings on retirement phase 

superannuation interests. The introduction of the TBC, DSFA 

and the ATO’s view on deemed segregation have significantly 

changed the landscape. These latest changes, coming three years 

after the last major overhaul are intended to reduce complexity. 

We await the draft legislation to find out if this will indeed be 

the case.

While the second proposal is relatively minor and will impact only 

a tiny proportion of SMSFs, the first proposal has the potential to 

require significant work for those in the industry. For example, 

significant changes to accounting software and Actuary’s systems 

are likely to be needed to allow practitioners to efficiently 

compare different scenarios and determine the best outcomes 

for their clients.

Having choice on which method to use to claim ECPI 

may help some taxpayers, however some might suggest 

that there’s an argument for the status quo – leave it 

as it is, after all, industry has done all the hard work to 

accommodate the 2017-18 changes.

An alternative would be to constrain deemed segregation 

to SMSFs that are wholly in retirement phase for the 

entire income year, effectively returning to industry’s pre 

2017-18 approach. Or, given that so few SMSFs adopt a

deliberate segregation strategy, there is perhaps an 

argument for applying the DSFA definition to all SMSFs 

which together with the proposed change to remove the 

requirement for an Actuary’s certificate for funds that 

are 100% in retirement phase would certainly simplify 

administration. 

What did practitioners say about the changes?

We surveyed our clients to find out what changes you would like 
to see made to ECPI, if any.  
 

SEE THE RESULTS OF OUR SURVEY
 > VIEW THE ADDENDUM



IS AN  
ACTUARIAL 
CERTIFICATE 
REQUIRED?

WORKSHEET

Follow your path to find out if your fund needs 
an actuarial certificate for income years on or 
after 2017-18.

The information in this document is provided by Accurium Pty Ltd ABN 13 009 492 
219 (Accurium). It is factual information only and is not intended to be financial 
product advice, legal advice or tax advice, and should not be relied upon as such. 
The information is general in nature and may omit detail that could be significant to 
your particular circumstances. The information is provided in good faith and derived 
from sources believed to be accurate and current at the date of publication. While 
all care has been taken to ensure the information is correct at the time of publishing, 
superannuation and tax legislation can change from time to time and Accurium is 
not liable for any loss arising from reliance on this information, including reliance on 
information that is no longer current.

Phone: 1800 203 123
act@accurium.com.au
www.accurium.com.au

ST
A

R
T Did the fund have any 

retirement phase interests 
(pensions) during the 

income year?

No actuarial certificate required 
The fund’s income will be 100% taxable and 

the fund cannot claim exempt current pension 
income (ECPI).

Defined benefit actuarial  
certificate required

The fund will require an adequacy opinion from 
an actuary. This can be obtained in our defined 

benefit pension report.

Actuarial certificate required 
The fund’s assets are unsegregated and  

ECPI can be claimed using the  
proportionate method.

No actuarial certificate required 
All of the assets supporting retirement phase 

interests are segregated. Income earned  
on these assets is ECPI using the  

segregated method.

Actuarial certificate required 
The fund has both unsegregated and 

segregated assets supporting retirement phase 
interests. Income earned on assets elected to 
be segregated or when the fund is solely in 

retirement phase is ECPI under the segregated 
method. ECPI can be claimed for all other 
income using the proportionate method.

Was the fund paying a defined benefit pension 
during the income year?

Did the fund have disregarded small fund assets in 
the income year?

Were there any days during the income year where 
the fund had both retirement phase and non-

retirement (accumulation, non-retirement phase 
TRIS, or reserve accounts) interests?

Were there any days during the income year where 
the fund was solely in retirement phase (i.e. had 
no accumulation, non-retirement phase TRIS, or 

reserve accounts on those days)?

YES

NO

NO

NO

YES

YES
Did the trustees elect to segregate certain assets, 

or pools of assets, to solely support retirement 
phase interests during the income year?

Was the value of the segregated assets always 
equal to the total balance of all retirement phase 
interests during the year (i.e. all assets supporting 

retirement phase accounts were segregated)?

NO

NO

YES

YES

NO

YES

YES

 2017-18 EDITION

NO
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DOES YOUR 
FUND HAVE 
DISREGARDED 
SMALL FUND 
ASSETS?

WORKSHEET

A fund may have disregarded small fund assets 
if a member has a total superannuation balance 
of over $1.6 million. Use this follow your path 
flowchart to see if your fund is affected. Whether 
a fund has disregarded small fund assets or not 
affects how it can claim exempt current pension 
income (ECPI).

The information in this document is provided by Accurium Pty Ltd ABN 13 009 492 
219 (Accurium). It is factual information only and is not intended to be financial 
product advice, legal advice or tax advice, and should not be relied upon as such. 
The information is general in nature and may omit detail that could be significant to 
your particular circumstances. The information is provided in good faith and derived 
from sources believed to be accurate and current at the date of publication. While 
all care has been taken to ensure the information is correct at the time of publishing, 
superannuation and tax legislation can change from time to time and Accurium is 
not liable for any loss arising from reliance on this information, including reliance on 
information that is no longer current.

Phone: 1800 203 123
act@accurium.com.au
www.accurium.com.au

ST
A

R
T Is the fund an SMSF or small 

APRA fund and the income 
year on or after 2017-18?

Does not have disregarded small  
fund assets 

The disregarded small fund assets legislation 
only applies from 1 July 2017 for SMSFs and 

small APRA funds. It is only relevant for funds 
that have retirement phase interests during

the income year.

Does not have disregarded small  
fund assets

The fund can use the segregated method  
to claim ECPI: 

* for income earned on days where the 
fund was solely in retirement phase (i.e. no 
accumulation or reserve accounts) 

* for income earned on assets that trustees 
have elected to segregate to solely support 
retirement phase interests. Best practice is 
to ensure decisions to segregate were made 
before the start of the income year and are 
well documented.

Has disregarded small fund assets 
The fund cannot segregate assets for tax 

purposes. The trustees will need to obtain an 
actuarial certificate and use the proportionate 

method to claim ECPI. 
Subject to the fund’s trust deed, trustees may 

still be able to adopt different investment 
strategies for different members for the 

purposes of allocating earnings.

Were there any retirement phase interests at any 
time during the income year?

Consider all individuals who were members of the 
fund during the income year. Did any of them have 

a Total Superannuation Balance (TSB) of greater 
than $1.6 million at the previous 30 June?  
An individual’s TSB is the value of all their 

superannuation interests, including those outside 
the SMSF.

Did the member with a TSB of greater than  
$1.6 million also have a retirement phase interest 

at 30 June?

YES

YES

YES

YES

NO

NO

NO

NO
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ADDENDUMWHAT CHANGES SMSF 
PRACTITIONERS WANT 
TO SEE TO ECPI ?

THE OPTIONS EXPLAINED:

Accurium surveyed it’s SMSF practitioner clients on want they want to see in relation to ECPI. 
Here’s what they told us:

The Government has proposed changes to how SMSFs 
claim exempt current pension income (ECPI)
that are aimed at reducing complexity and red tape. 

However, the proposed changes haven’t been
universally welcomed, with some commentators noting 
that they may actually increase complexity
rather than reduce it.

Nothing: After three years, we’re across 
the new rules now and don’t want 
more changes 

Give trustees the retrospective choice 
of whether to use deemed segregation 
or include periods of fund is 100% in 
retirement phase in the proportionate 
method calculation

1

4

Remove segregation altogether for 
SMSFs together with an exemption from 
the requirement for an Actuary certificate 
if the fund is 100% in retirement phase  
for the entire income year

3

1: NOTHING

The significant changes made in 2017 to how ECPI is claimed 
have now had plenty of time to bed down. Accounting 
software and actuaries’ online systems have been updated
to apply the new rules relatively seamlessly for most funds. 

However, the rules are complex and cumbersome and are still 
causing enough problems for practitioners that only 21% are
happy for them to remain as they are.

2: RETURN TO THE PRE-2017 APPROACH

A lot of the lobbying from professional bodies following
the introduction of the changes was for things to go back to 
how they were. 

Pre 2017, unless a fund was 100% in retirement phase 
for the entire year, the default approach was to use the 
proportionate method for claiming ECPI for all income. 
Funds still had the choice to segregate assets if they did so 
in advance. Despite the familiarity, having had a taste of 
something different, only 20% of practitioners surveyed are 
keen for a return to the old regime.

H16

2 Return to the pre-2017 approach where 
deemed segregation only applies when 
a fund is 100% in retirement phase for 
the entire year of income

...WANT TO SEE  
                 TO ECPI 

CHANGES  
ACCOUNTANTS... 

41% 20%

18% 21%



4: GIVE SMSF TRUSTEES A CHOICE

The Government’s proposed changes say they will give
trustees the choice over what method they wish to use to 
claim ECPI. Practicality, it would be difficult to regulate a 
system that provided this choice unless it was available in 
arrears. That is, trustees and their advisers would be able to 
choose which method, or combination of methods, to use 
when completing their tax return based on the approach that 
gives the best tax outcome. Obviously, this could be good for 
trustees’ tax bills, although for most the differences are likely 
to be small. Only funds that do not have disregarded small 
fund assets and have periods of deemed segregation will 
have this choice. We estimate that this impacts around 3% of 
SMSFs.

A downside to providing this flexibility is that it is likely to 
mean more work for SMSF practitioners. Calculations would 
be needed under each possible option (for some funds there 
could be four or more) to determine which gives the best 
outcome. Rather than reducing red tape, this is likely to 
end up increasing complexity. SMSF practitioners certainly 
seem to think so with only 18% wanting to see this change 
introduced, the least popular option.

The proposed changes to ECPI are slated to come into effect from 1 July 2021, but we are yet to see
draft legislation. We hope that when the Government comes to look at the new rules, it engages
with the SMSF industry to ensure it is an improvement on the current system.

ADDENDUM17

3: REMOVE SEGREGATION ALTOGETHER

Despite all the talk and industry presentations, using 
deliberate asset segregation strategies remains a very niche 
option for SMSFs. Accurium’s analysis shows that fewer than 
0.1% of funds are using an elected segregation strategy 
alongside a separate pool of unsegregated assets. However, 
the introduction of deemed segregation in 2017 forced 
thousands of funds into using this combined approach by 
default. Add the complexity of determining whether a find 
has disregarded small fund assets and it’s understandable that 
many practitioners are keen to do away with the segregated 
method for SMSFs altogether. 

Applying the disregarded small fund assets definition to all 
SMSFs, not just those with members with total super balances 
over $1.6 million, would provide a simple way of achieving 
this. Provided that funds that are 100% in retirement 
phase are exempted from the requirement for an actuary’s 
certificate, this could significantly simplify administration. 
It would potentially come at the expense of higher tax bills 
for the small minority of SMSFs that are using segregation 
strategies to minimise their tax, but it seems this is a price 
many practitioners are willing to pay in return for reducing 
red tape. This option was the overwhelming favourite, with 
41% of practitioners surveyed saying removing segregation 
for SMSFs altogether was the change they most wanted to see.

MEDIA CONTACT Megan Kaponas  

E: mkaponas@accurium.com.au
P: 1800 203 123
W: www.accurium.com.au
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