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How the new means testing rules impact 
aged care clients using Challenger 
CarePlus

By Minh Ly, Technical Services Manager

In the February 2019 TechNews update, we discussed the legislated new means 
test rules that apply to lifetime income streams and certain life insurance policies 
commenced on or after 1 July 2019. In the March 2019 TechNews update, we provided 
an analysis of how these rules affect Challenger’s lifetime annuities, compared them to 
existing rules and highlighted some strategic opportunities for clients.

In this month’s article, we analyse how these new means test rules will affect clients 
using Challenger’s aged care investment solution, Challenger CarePlus (CarePlus).

CarePlus
CarePlus is designed for people who are receiving or planning to receive government 
subsidised aged care services. It is comprised of two products:

• CarePlus Annuity, and 

• CarePlus Insurance. 

CarePlus Annuity is a lifetime annuity that provides regular fixed payments for life. 
CarePlus Insurance is a single premium life insurance policy with automatic acceptance 
(no underwriting). The sum insured is equal to the total amount invested in CarePlus 
and is payable to the estate and/or nominated beneficiary(ies).

Together, these two products, CarePlus provide clients with regular income for life to 
assist with funding aged care costs and returns 100%1 of their capital to their estate 
and/or nominated beneficiary(ies) on death, providing estate planning certainty.

The regular income and the insurance benefit is guaranteed by Challenger Life regardless 
of how investment markets perform – helping to give your clients peace of mind.
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1   Stamp duty equal to 1.5% of the life insurance premium will be deducted from the sum insured  
for South Australian clients.

https://www.adviseronlineportal.com.au/-/media/Shared/Challenger/Document/Challenger-Tech/FAQ-DSS-updates-February-2019.pdf?la=en&hash=B3922751392A8D689075E09AB01E13247AF1F222
https://www.adviseronlineportal.com.au/-/media/Shared/Challenger/Document/Challenger-Tech/Legislated-means-test-changes-and-advice-opportunities.pdf?la=en&hash=1988EB8E964F46E4B90FF1DA3C8495C6058BFBAA
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Current and new means test assessments for social security and 
aged care
Both CarePlus Annuity and CarePlus Insurance will have a new means test assessment 
where it is purchased from 1 July 2019. Clients who invest in CarePlus prior to 1 July 
2019 will have the current rules grandfathered. Table 1 and Table 2 below compares the 
current means test rules with the new rules. 

Table 1: Comparison of current and new means test rules for CarePlus Annuity.

Means testing of CarePlus Annuity Current rules New rules from  
1 July 2019

Income test Regular payment less 
deduction amount2 

60% of regular 
payments 

Assets test Purchase price less 
(deduction amount x 
term elapsed) 

60% of purchase 
price until the 
threshold day 
(currently age 84 
with a minimum 
of 5 years), 30% 
thereafter 

For the CarePlus Annuity, the new income test assessment will assess 60% of payments 
from the annuity. For example, where the annuity pays income of $5,000 p.a., $3,000 
p.a. will be assessed under the income test. 

Under the assets test, 60% of the purchase price is assessed until age 84 or for a 
minimum of five years. After this the assessment reduces to 30% of the purchase price. 
The minimum period of five years will mean the 30% assessment cannot be accessed 
immediately. In most cases, 60% of the purchase price will be assessed for the minimum 
five-year period, based on the average age of CarePlus investors being 87.86 for the 
2017-18 financial year. 

Table 2: Comparison of current and new means test rules for CarePlus Insurance.

Means testing of 
CarePlus Insurance

Current rules New rules from  
1 July 2019

Income test Nil Nil

Assets test Surrender/
termination value

Below pension age at the time of 
investment:

–  Surrender/termination value

Pension age and over at the time of 
investment:

– Premium paid 

For CarePlus Insurance, no income is assessed under the current or new rules. Under the 
assets test, the premium paid will be assessed if the investor has reached pension age at 
the time they invest in CarePlus. The premium will generally be greater than the 
surrender/termination value and will apply in most cases given the average age of 
CarePlus investors is over pension age.

The assessable asset and income values for CarePlus is shown on the CarePlus payment 
quote which is available on AdviserOnline. 

Clients who invest 
in CarePlus prior to 
1 July 2019 will have 
the current rules 
grandfathered.

2   The deduction amount is calculated as the purchase price of the CarePlus Annuity divided by life expectancy 
of the investor on the commencement date.

https://www.adviseronlineportal.com.au/
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Taxation of CarePlus
It is important to note that whilst there are changes to the way CarePlus is 
assessed under the social security and aged care means tests, there are no changes 
to the way CarePlus is taxed.

Clients continue to access the deductible amount, which will reduce the amount of 
assessable income from the regular payments of CarePlus Annuity. On death, the 
sum insured continues to be paid to the estate and/or nominated beneficiary(ies) 
tax-free3.

The deductible amount is calculated as the purchase price of the CarePlus Annuity 
divided by life expectancy of the investor on the commencement date. 

Refer to the Challenger CarePlus technical guide for more information on 
the tax treatment of CarePlus.

To illustrate how the new rules compare with the current rules across different asset 
levels for clients, consider the following case studies modelled using the Challenger 
Aged Care Calculator and assumptions.

Important note: Throughout these case studies, we are only comparing the 
income feature of term deposits and CarePlus and not the risks. Term deposits 
are guaranteed by the government and CarePlus is not. Please refer to the 
CarePlus PDS for more information regarding the Challenger Life Guarantee.

Case study 1: Age Pension determined by the income test

Jane is 84, single and widowed. She moved into a residential aged care home recently 
with an agreed accommodation payment of $350,000. To fund this, she sold her home 
and paid a Refundable Accommodation Deposit (RAD) of $350,000. 

She now has $300,000 in term deposits and $80,000 in cash. Her Age Pension is 
currently $20,526 p.a. under the income test.

Table 3 compares Jane’s cash flow position in year one for the following scenarios:

• retain $300,000 in term deposits and $80,000 in cash; 

• invest $300,000 in CarePlus under the current means test rules instead of investing in 
term deposits and maintain $80,000 in cash; or

• invest $300,000 in CarePlus under the new rules from 1 July 2019 and maintain 
$80,000 in cash.

Table 4 projects Jane’s cash flow and estate positions over five years for the above 
scenarios.

3   Stamp duty equal to 1.5% of the life insurance premium will be deducted from the sum insured for South 
Australian clients.

https://www.adviseronlineportal.com.au/-/media/Shared/Challenger/Documents/Adviser-resources/CarePlus-Technical-Guide.pdf?la=en&hash=A28F6F093F18770AA2F53E522059998B1E2D8F99
https://www.adviseronlineportal.com.au/secure/resources/tools/aged-care-calculator
https://www.adviseronlineportal.com.au/secure/resources/tools/aged-care-calculator
https://www.adviseronlineportal.com.au/-/media/AOL/Documents/PDS/Challenger-PDS/CarePlus-PDS.pdf?la=en&hash=7B8CF73A367602E1319E0E1F311C0799D3B4F09E
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Table 3: Cash flow comparison for year one

Year 14 $80,000 Cash 
$300,000 Term 
deposit

$80,000 Cash 
$300,000 CarePlus  
(pre 1 July 2019)

$80,000 Cash 
$300,000 CarePlus 
(from 1 July 2019)

Age Pension $20,526 $23,473  $23,137

Interest income $9,880 $2,080 $2,080

CarePlus income n/a $7,546 $7,546

Cash flow before 
aged care fees

$30,406 $33,099 $32,763

Basic daily care fee $18,692 $18,692 $18,692

Means-tested care fee $10,662 $8,245  $9,125

Total aged care fees $29,354 $26,937 $27,817

Tax $0 $0 $0

Net cash flow 
(surplus/shortfall)

$1,052  $6,162  $4,946

End of year one 
estate value

$731,053 $736,162 $734,947

Investing in CarePlus instead of term deposits has increased Jane’s Age Pension entitlement 
by $2,947 and reduced her means tested care fee by $2,417 in the first year under the 
current rules. If Jane invests in CarePlus from 1 July 2019, her Age Pension will increase 
by $2,611 and her means tested care fee will reduce by $1,537 in the first year.

Table 4: Cash flow and estate positions over five years

Cash flow Year 1 Year 2 Year 3 Year 4 Year 5

Term deposit $1,052 $1,409 $1,772 $2,135 $2,502

CarePlus (pre 1 July 2019) $6,162 $6,433 $6,710 $6,993 $7,284

CarePlus (from 1 July 2019) $4,946 $5,231 $5,521 $5,816 $6,116

Estate Year 1 Year 2 Year 3 Year 4 Year 5

Term deposit $731,053 $732,462 $734,234 $736,369 $738,871

CarePlus (pre 1 July 2019) $736,162 $742,595 $749,305 $756,298 $763,582

CarePlus (from 1 July 2019) $734,947 $740,178 $745,700 $751,515 $757,631

Case study 2: Age Pension determined by the assets test
Let’s assume Jane had $500,000 in term deposits instead and all else remains 
unchanged. Her Age Pension would be $15,150 p.a. under the assets test.

Table 5 compares Jane’s cash flow in year one across the three scenarios and Table 6 
provides her cash flow and estate positions over five years. 

4   Centrelink and aged care rates and thresholds as at 20 March 2019, cash and term deposit interest of 
2.60%, CarePlus rates as at 17 April 2019.
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Table 5: Cash flow comparison for year one

Year 15 $80,000 Cash 
$500,000 Term 
deposit

$80,000 Cash 
$500,000 CarePlus 
(pre 1 July 2019)

$80,000 Cash 
$500,000 CarePlus 
(from 1 July 2019)

Age Pension $15,150 $21,254 $16,632

Interest income $15,080 $2,080 $2,080

CarePlus income n/a $12,577 $12,577

Cash flow before 
aged care fees

$30,230 $35,911 $31,289

Basic daily care fee $18,692 $18,692 $18,692

Means-tested care fee $15,239 $11,808 $12,512 

Total aged care fees $33,931 $30,500 $31,204

Tax $0 $0 $0

Net cash flow 
(surplus/shortfall)

($3,701) $5,411 $84

End of year 1 estate 
value

$926,300 $935,411 $930,085

Under this scenario, investing in CarePlus instead of term deposits has increased Jane’s 
Age Pension entitlement by $6,104 and reduced her means tested care fee by $3,431 
in the first year under the current rules. If Jane invests in CarePlus from 1 July 2019, 
her Age Pension will increase by $1,482 and her means tested care fee will reduce by 
$2,727 in the first year.

Table 6: Cash flow and estate positions over five years

Cash flow Year 1 Year 2 Year 3 Year 4 Year 5

Term deposit ($3,701) ($2,712) ($1,767) ($1,328) $3,348

CarePlus  
(pre 1 July 2019)

$5,411 $5,975 $6,458 $6,757 $7,060

CarePlus  
(from 1 July 2019)

$84 $1,261 $2,392 $3,463 $4,320

Estate Year 1 Year 2 Year 3 Year 4 Year 5

Term deposit $926,300 $923,588 $921,820 $920,491 $923,839

CarePlus  
(pre 1 July 2019)

$935,411 $941,386 $947,844 $954,601 $961,661

CarePlus  
(from 1 July 2019)

$930,085 $931,346 $933,738 $937,200 $941,520

5   Centrelink and aged care rates and thresholds as at 20 March 2019, cash and term deposit interest of 
2.60%, CarePlus rates as at 17 April 2019.
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Case study 3: Non-pensioner (higher wealth)
If Jane had $2,000,000 in term deposits instead and all else remains unchanged, she 
would not qualify for the Age Pension.

Table 7 below compares Jane’s cash flow in year one across the three scenarios and  
Table 8 provides her cash flow and estate positions over five years. 

Table 7: Cash flow comparison for year one

Year 16 $80,000 Cash 
$2mil Term 
deposit

$80,000 Cash 
$2mil CarePlus 
(pre 1 July 2019)

$80,000 Cash 
$2mil CarePlus 
(from 1 July 2019)

Age Pension $0 0 0

Interest income $54,080 $2,080 $2,080

CarePlus income n/a $50,306 $50,306

Cash flow before 
aged care fees

$54,080 $52,386 $52,386

Basic daily care fee $18,692 $18,692 $18,692

Means-tested care fee $27,533 $27,533 $27,533

Total aged care fees $46,225 $46,225 $46,225

Tax7 $9,486 $0 $0

Net cash flow 
(surplus/shortfall)

($1,631) $6,161 $6,161

End of year one 
estate value

$2,428,370 $2,436,162 $2,436,162

As the rules for how CarePlus is taxed remains unchanged, investing in CarePlus before 
or after 1 July 2019 provided Jane with a reduction in tax of $9,486 in the first year.

Table 8: Cash flow and estate positions over five years

Cash flow Year 1 Year 2 Year 3 Year 4 Year 5

Term deposit ($1,631) ($2,813) $11,213 $24,578 $24,494

CarePlus  
(pre 1 July 2019)

$6,161 $5,167 $19,373 $33,056 $33,412

CarePlus  
(from 1 July 2019)

$6,161 $5,167 $19,373 $33,056 $33,412

Estate Year 1 Year 2 Year 3 Year 4 Year 5

Term deposit $2,428,370 $2,425,557 $2,436,769 $2,461,347 $2,485,841

CarePlus  
(pre 1 July 2019)

$2,436,162 $2,441,329 $2,460,702 $2,493,758 $2,527,170 

CarePlus  
(from 1 July 2019)

$2,436,162 $2,441,329 $2,460,702 $2,493,758 $2,527,170

6   Centrelink and aged care rates and thresholds as at 20 March 2019, cash and term deposit interest of 
2.60%, CarePlus rates as at 17 April 2019.

7   Includes the Medicare Levy, low income tax offset and low and middle income tax offset, but excludes the net 
medical tax offset as this will be abolished from 1 July 2019.
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The information in this update is current as at 16 May 2019 unless otherwise specified and is provided by Challenger Life Company Limited ABN 44 
072 486 938, AFSL 234670 (Challenger, our, we, us), the issuer of the  Challenger annuities. The information in this update is general information only 
about our financial products. It is not intended to constitute financial product advice. Investors should consider the relevant product] Product Disclosure 
Statement and the Statement of Advice prepared by their financial adviser before making an investment decision. This information has been prepared 
without taking into account any person’s objectives, financial situation or needs. Each person should, therefore, consider its appropriateness having regard 
to these matters and the information in the Product Disclosure Statement (PDS) for the applicable product before deciding whether to acquire or continue 
to hold the product. A copy of the PDS is available at www.challenger.com.au or by contacting our Adviser Services Team on 1800 621 009. Any examples 
shown in this [document] are for illustrative purposes only and are not a prediction or guarantee of any particular outcome. This update may include 
statements of opinion, forward looking statements, forecasts or predictions based on current expectations about future events and results. Actual results 
may be materially different from those shown. This is because outcomes reflect the assumptions made and may be affected by known or unknown risks 
and uncertainties that are not able to be presently identified. Where information about our products is past performance information, past performance 
is not a reliable indicator of future performance. Neither Challenger nor its related bodies corporate nor any of their directors or employees, or associates 
of any of these, receive any specific remuneration or other benefits for any advice provided in this update in respect of the applicable product. Some 
or all of Challenger group companies and their directors or employees may benefit from fees and other benefits received by another group company. 
Financial advisers may receive fees if they provide advice to you or arrange for you to invest with us. Any illustrations involving taxation, Centrelink rules 
or benefits and/or Department of Veterans’ Affairs rules or benefits are based on current laws at the date of currency specified in this update and these 
laws may change at a future date. Neither Challenger, nor any of its officers or employees, are a registered tax agent or a registered tax (financial) adviser 
under the Tax Agent Service Act 2009 (Cth) and none of them is licensed or authorised to provide tax or social security advice. Before acting, we strongly 
recommend that prospective investors obtain financial product advice, as well as taxation and applicable social security advice, from qualified professional 
advisers who are able to take into account the investor’s individual circumstances. In preparing this information about taxation, Centrelink rules or 
benefits and/or Department of Veterans’ Affairs rules or benefits, Challenger relied on publicly available information and sources believed to be reliable, 
however, the information has not been independently verified by Challenger. While due care and attention has been exercised in the preparation of this 
information, Challenger gives no representation or warranty (express or implied) as to its accuracy, completeness or reliability. The information presented 
in this update is not intended to be a complete statement or summary of the matters to which reference is made in this update. To the maximum extent 
permissible under law, neither Challenger nor its related entities, nor any of their directors, employees or agents, accept any liability for any loss or damage 
in connection with the use of or reliance on all or part of, or any omission inadequacy or inaccuracy in, the information in this update.

37272/0519

Contact details

By phone

Challenger Tech team  
1800 176 486 
(during Sydney business hours)

By mail 

Challenger Life Company Limited 
Reply Paid 3698 
Sydney NSW 2001

By email 

challengertech@challenger.com.au

Website 

www.challenger.com.au

Planning considerations
The above case studies show that the technical benefits from CarePlus continue to be 
available to clients from 1 July 2019, however some clients may experience a smaller 
technical benefit. Where CarePlus is currently being recommended to clients, advisers 
should consider discussing with their paraplanning and implementation teams the 
possibility of commencing CarePlus prior to 1 July 2019.

In addition, where clients have made the decision to sell their former home, they may 
want to consider investing in CarePlus using available funds (if any) prior to 1 July 2019 
and use the sale proceeds from the sale of the home (potentially with a settlement date 
post 1 July 2019) to pay lump sum accommodation payments.

Summary
CarePlus continues to be an attractive investment solution for many aged care clients 
under the new rules. It will still interact efficiently with the Social Security and aged care 
rules, which may result in increased Age Pension entitlements and lower aged care costs 
for clients when compared to alternative investments. 

From a tax perspective, CarePlus continues to provide aged care client’s with tax 
effective income to fund costs as the tax rules remain unchanged.

This is in addition to the other benefits CarePlus provides in helping clients manage 
their aged care costs and estate planning via guaranteed regular income payments and 
known lump sum payable on death. 

http://www.challenger.com.au

