SMSF Audit Resource Library	ECPI and actuarial certificates

GUIDE 23
How to handle exempt current pension income and actuarial certificates
The segregated and proportionate methods and when a certificate is required


	Who this guide is for
Accountants, SMSF administrators and auditors dealing with the exempt current pension income claim, and the auditors who test it.



When a fund pays a retirement phase pension, the earnings on the assets supporting that pension are generally exempt from tax. This is the exempt current pension income, or ECPI. There are two methods of working it out, and knowing which applies, and when an actuarial certificate is needed, is essential to getting the tax right and to auditing the claim.
1. Why ECPI exists
Super in retirement phase receives a tax exemption on the earnings supporting the pension. The fund claims this exemption as ECPI in its annual return. Because a fund can have both accumulation and pension interests, and the mix can change during the year, there is a method for identifying how much of the fund's income is exempt.
2. The two methods
	Method
	When it applies

	Segregated method
	Where specific assets are set aside to support the retirement phase pensions, the income from those specific assets is exempt

	Proportionate method
	Where the fund's assets are pooled, an actuary certifies the proportion of income that is exempt, based on the proportion of the fund supporting the pension


A fund can use the segregated method only where assets are genuinely set aside to support the pension. Where assets are pooled, the proportionate method applies and an actuarial certificate is required.
3. When an actuarial certificate is required
An actuarial certificate is required when the fund uses the proportionate method to claim ECPI, because the actuary certifies the exempt proportion. A certificate is not required where the fund is fully in retirement phase for the whole year with all assets supporting pensions, or where the segregated method applies to specific assets. Where any part of the year is on the proportionate basis, a certificate is needed for that part.
4. The disregarded small fund assets rule
Some funds cannot use the segregated method even if assets appear set aside. Broadly, where a member has a total super balance above the relevant threshold at the prior 30 June and is receiving a retirement phase pension from any fund, the fund's assets are treated as not segregated, and the proportionate method with an actuarial certificate must be used. Check each member's position before assuming the segregated method is available.
5. What the auditor checks
1. That the method used is available to the fund in its circumstances.
1. That an actuarial certificate is on file where the proportionate method is used.
1. That the exempt proportion in the return agrees with the certificate.
1. That assets said to be segregated are genuinely set aside to support the pension.
1. That the minimum pension was met, because a failure can cause the pension, and the exemption, to cease for the year.
Common pitfalls
1. Claiming the segregated method where the disregarded small fund assets rule applies.
1. No actuarial certificate where the proportionate method is used.
1. A mismatch between the certified proportion and the return.
1. Assuming the exemption continues despite a pension minimum shortfall.

In short, identify whether the fund is segregated or proportionate, obtain an actuarial certificate whenever the proportionate method applies, watch the disregarded small fund assets rule, and confirm the claim agrees with the certificate and that the pension minimum was met.
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