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Midwinter’s Recontribution Strategy — Step-By-Step Guide
A recontribution strategy involves taking a lump sum out of your superannuation, paying any
superannuation lump sum tax, and then “re-contributing” the net amount back to either the same

super fund or another super fund.

The effect of a recontribution strategy is to increase the amount of untaxed benefits relative to the
amount of taxed benefits within your superannuation fund.

Midwinter’s recontribution strategy can be very easily implemented using Reasonable Basis.
Recontribution strategy with one existing superannuation platform
Step 1 — Enter in existing superannuation platform details

Here we have a client with $450k invested in the ING Integra Superannuation Fund. The tax free
component is $200k. The client is currently 59 years of age.
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The tax free component usually equates to undeducted contributions plus any super started prior to
1 July 1983. In the normal course of events, any other contributions or fund earnings will make up
the taxable component.
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You recommend a recontribution strategy to increase the amount of untaxed component within
your super and decrease the amount of taxed component for estate planning purposes. In the event
of death non-dependant beneficiaries receive untaxed benefits tax-free, but will be taxed at 16.5%
on any taxed benefit. So we will attempt to push the tax free amount as high as possible.

Step 2 — Navigate to the recontribution strategy screen

e C(lick on the “Implement optimal recontribution strategy” button to navigate your way to the
recontribution screen,

e Click on “Implement recontribution strategy” - This will expand the screen so it looks like
below,

e Click on “Optimise Recontribution”
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Midwinter’s Reasonable Basis has just implemented the optimal recontribution strategy for this
client.

Step 3 — Understanding the results
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When clicking on the “Optimise Recontribution” button, Reasonable Basis will automatically
determine the maximum amount of taxable component the client can withdraw without paying any
tax. As shown in the table below, the tax rate of taxable component of the lump sum withdrawal is
age dependent.

Lump sum component Tax treatment for lump sum withdrawals
Untaxed Component Tax free
Taxed component e If under age 55, taxed at 21.5%

e If aged 55 to 59, first $145,000 tax-free
and remainder taxed at 16.5%
e If aged 60 or over, tax-free

As the client is 59, he is entitled to the have the first $145,000 of the taxable component withdrawn
tax free.

Every withdrawal from superannuation must contain a proportional amount of both components,
with the proportion determined at the time of withdrawal.

e Approx 56% of the client’s portfolio is taxable component ($250k/$450k).

e This means that only 44% of every withdrawal will consist of tax free component.

e For the client to withdraw $145k of taxable component, the client must withdraw a total of
$260k (i.e. $260k x 56% = $145k)

e Please note that the $785 withdrawn as exit free also contains a taxable component.

Contributing the lump sum back into super converts the taxed component into an untaxed
component by “recontributing” it as a post-tax (non-concessional) contribution.

One thing to keep in mind is that there is a cap on non-concessional contributions that can be paid
into super.

This cap is $150,000 p.a. (or $450,000 over three years if you are under age 65).

Midwinter’s Reasonable Basis will automatically take these non-concessional contributions caps into
account when determining the optimal recontribution levels.

In this example, the client has around $198k left to go until he hits his non-concessional
contributions caps.

So as a result of running this recontribution strategy the client’s taxable component will decrease
from $250k to $105k.

In the event of death non-dependant beneficiaries receive untaxed benefits tax-free, benefits will
increase by $24k as a result of the recontribution strategy.
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Contact Details

Midwinter Financial Services Pty Ltd
Level 11, 99 Elizabeth St

Sydney NSW 2000
www.midwinter.com.au
info@midwinter.com.au

Toll free 1300 882 938

ACN 121 020 620

To access your free trial of Midwinter’s Reasonable Basis please click on this link — Reasonable Basis
Free Trial - and call 1300 882 938 for your access code.

This is intended as general advice only and does not have regard to an investor’s objectives, financial
situation or needs. Before acting, investors should consider the advice in light of their own
circumstances.

Midwinter Financial Services Pty Ltd has endeavoured to ensure that the information contained in
this communication is accurate, but to the maximum extent permitted by the Law, disclaims all
liability for errors or omissions.

All superannuation and taxation information is based on our understanding, and the continuation,
of current taxation and superannuation legislation. The case studies included have been created to
illustrate a specific concept only.
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