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Salary sacritice

Making super less taxing




While you're saving for your retirement, it’s worth thinking about
what you want to be doing when you finish working, and how much

it might cost you.

A comfortable retirement isn't about fancy cars and expensive
meals out every night of the week. It's simply about maintaining
the lifestyle you've worked so hard to build up.

It's no more than you'd expect after a lifetime of hard work.

But it doesn’t come cheaply. The latest estimates suggest a
comfortable retirement costs around $58,326 a year for a couple™.
And with Australians living longer and enjoying more active
retirements than ever, your savings will need to last the distance.

But with the average super balance at retirement standing

at around $198,000 for men and $112,000 for women, there’s
a big gap between hope and reality for many people when
they retire.

Closing the gap

To make up the shortfall in your super, you'll need to save more
yourself. And one way to do that is through salary sacrifice.

Salary sacrifice is one of the most tax-effective ways to
boost your super. You can pay up to $30,000 into your super
(or $35,000 if you're 50 or over) from your pre-tax salary at
the concessional 15% rate of tax (or 30% if you earn over
$300,000 a year). That’s a big tax saving for most people

on their usual marginal tax rate, which can be up to 47%
(ignoring the additional 2% temporary repair deficit levy).

It's a great way to close the gap between where you are now
and where you want to be in retirement, and really own
your tomorrow.

What are concessional contributions?

Essentially, a contribution is a contribution made by your
employer, including compulsory superannuation guarantee
contributions as well as salary sacrifice contributions. If you
are self-employed, contributions for which you claim a tax
deduction are also classified as concessional contributions.
Your superannuation fund will generally pay 15%2 tax on
these contributions.

What is salary sacrifice?

When you salary sacrifice into super, you enter into an
arrangement with your employer to give up part of your
before-tax salary and/or bonus. Instead, your employer pays
this amount into your super account. This is in addition to the
compulsory superannuation guarantee amount your employer
is required to contribute.

1 ASFA Retirement Standard September Quarter 2014.

What are the benefits?

One of the benefits of salary sacrifice contributions is that
they are generally taxed in the super fund at 15% instead of
your marginal tax rate, which could mean a saving of up to
32% (including Medicare levy, excluding the additional 2%
temporary repair deficit levy)?.

That's because the amount you give up is treated as an
employer contribution and is not included in your assessable
income. Plus once you're 60 and access your super (for example
at retirement), you can receive your super tax free, which
means your super savings are even more tax-effective.

There are limits!

The annual individual limit on concessional contributions,
including employer superannuation guarantee and salary
sacrifice, is $30,000. For the self-employed, this cap also
includes personal contributions you make for which you
claim a tax deduction.

The Government has also increased the concessional
contributions cap to $35,000 for people aged 49 and over as at
30 June 2014.

The Government has reformed the operation of the excess
concessional contributions tax system. Excess concessional
contributions are added to an individuals taxable income,
and taxed at their marginal tax rate, less a 15% tax offset

for tax already paid on the contributions plus an interest
charge to reflect that the excess has been in the concessional
superannuation environment. People are also allowed the
choice to withdraw excess concessional contributions from
their superannuation fund.

If they are not withdrawn, any excess concessional contributions
will also be included in the personal non-concessional (after-tax)
annual individual limit of $180,0003.

In the meantime, you may need to review your strategy. If
you have over the concessional (before-tax) contribution

cap amount to invest you could still make non-concessional
contributions into your super or alternatively you can consider
a range of non-super investments. Speak to your financial
adviser to find out more about what would be best for you.

2 Individuals earning over $300,000 are generally subject to 30% tax on contributions, being 15% deducted when the contribution is made to the super fund and

another 15% payable on assessment after lodging their income tax return.

3 The non-concessional contributions cap is calculated at six times the level of the standard $30,000 annual concessional contributions cap. If you're under 65, you can
generally bring forward two years” worth of non-concessional contribution limits into the year you're currently in. This means you can make a lump sum contribution
of up to $540,000 in one year. This can be handy if you want to putin a large amount from an inheritance or sale of an investment property for example.



Case study

Michelle, aged 45, is a teacher who earns a salary of
$80,000 and receives 9.5% in superannuation guarantee
contributions from her employer of $7,600 in the
2014/2015 financial year. She currently saves around
$11,000 a year and wants to start building up her super.

Michelle’s financial adviser suggested she salary sacrifice
$16,794 (within her concessional cap of $30,000 after
including her employer’s Superannuation guarantee
contribution of $7,600) instead of putting her $11,000 in
super from her after-tax income.

How salary sacrificing works

Aftertax Salary sacrifice
Michelle earns $80,000 $80,000
Salary sacrifice contributions S0 ($16,794)
Salary after salary sacrifice $80,000 $63,206
Income tax and Medicare levy ~ ($19,147) ($13,353)
(ignores any low income tax
offset)
After-tax contributions ($11,000) $0
paid into superannuation
Net salary $49,853 $49,853
Income tax reduction $0 $5,794
Extra gross super $11,000 $16,794
contributions
15% contributions tax $0 ($2,519)
Increase in super balance $11,000 $14,275
Difference going into super $0 $3,275

By salary sacrificing $16,794, Michelle is still taking home
the same amount. However, she is better off salary
sacrificing compared to putting her $11,000 savings into
super. She's paying $5,794 less in income tax and she will
be adding $3,275 more to her super each year.

This example is illustrative only and not an estimate
of the tax savings you will receive. Please talk to your
adviser about your individual circumstances.

Need more information?

Some important points to remember

The amount you salary sacrifice is not subject to pay as
you go (PAYG) withholding tax. The amount that you
salary sacrifice will be reported in your payment summary
and may affect entitlements for certain tax offsets and
Government benefits.

You'll only be taxed at your marginal tax rate on your
reduced salary (that’s your salary less your concessional
contributions).

Your salary sacrifice contribution will generally be taxed
at the concessional rate of 15% when it is received by your
super fund?.

Your salary sacrifice is not a fringe benefit and is not subject
to fringe benefits tax.

You cannot access any of your salary sacrifice contributions
until normal preservation requirements are satisfied*.

How do I start to salary sacrifice?

Check if your employer allows salary sacrificing

Step 1 and if it impacts your superannuation guarantee
contributions.
Calculate how much your superannuation
Step 2 guarantee contributions will add up to for the
financial year.
Think about how much you want to contribute
Step 3 from your future salary, future bonus or future

leave entitlements.

Talk to your financial adviser to make sure you
don’t reduce your superannuation guarantee
contributions, go over your cap and to help
choose the right fund for you.

Step 4

Put the agreement with your employer in

Step 5 writing.

To find out more about the tax advantages of salary sacrifice and whether it would be a good

strategy for you, contact your financial adviser.

Visit amp.com.au or call 131 267.

4 Your preservation age is usually between the ages of 55-60 depending on which year you were born. To access super, you will need to meet a condition of release

after reaching this age. Speak to your financial adviser or go to the ATO website for further details.



What you need to know

Any advice in this document is general in nature and is provided by AMP Life Limited ABN 84 079 300 379 (AMP Life). The advice does

not take into account your personal objectives, financial situation or needs. Therefore, before acting on this advice, you should consider
the appropriateness of this advice having regard to those matters and consider the product disclosure statement before making a
decision about the product. AMP Life is part of the AMP group and can be contacted on 131 267 or askamp@amp.com.au. If you decide to
purchase or vary a financial product, AMP Life and/or other companies within the AMP group will receive fees and other benefits, which
will be a dollar amount or a percentage of either the premium you pay or the value of your investments. You can ask us for more details.

© Registered trademark of AMP Life Limited ABN 84 079 300 379.
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