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The value of additional aged care advice

By Esabel Thinnakone, Technical Services Analyst

There is a common misconception that aged care advice is only needed when a client 
first enters residential aged care and there is no benefit from additional advice after the 
point of entry. However, after a client enters residential aged care, a change in their 
circumstances can have a significant financial impact and additional advice may be 
needed to remedy any negative outcomes. Combined with the regular reform of the 
aged care system, advice can play an important role before and after a client’s point of 
entry. In this article, we explore three examples highlighting how a change in a client’s 
circumstances can provide an opportunity for additional aged care advice. 

Assessment of the former home
Mei is aged 85, single and owns her own home worth $800,000. She has personal 
contents of $5,000 and $265,000 invested in term deposits and bank accounts. She 
has been approved for residential aged care and her preferred facility has an advertised 
accommodation price of $400,000. 

Mei pays $250,000 as a refundable accommodation deposit (RAD) and $150,000 as a 
daily accommodation payment (DAP) from her cashflow. She keeps her former home 
and $15,000 invested in bank accounts. She expects to receive net rent of $500 per 
week and have personal expenses of $50 per week. Her overall cash flow over the 
next five years is illustrated in Table 1.
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Table 1: Five year projected cash flow where her former home is retained

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

Age Pension $12,702 $13,019 $0 $0 $0

Investment income $450 $464 $421 $238 $59

Rental income $26,000 $26,650 $27,316 $27,999 $28,699

Living expenses -$2,600 -$2,665 -$2,732 -$2,800 -$2,870

Net cash flow before 
aged care fees

$36,552 $37,468 $25,005 $25,437 $25,888

Basic daily care fee $18,308 $18,766 $19,235 $19,716 $20,209

Means-tested care fee $8,537 $8,620 $2,930 $2,742 $2,559

Accommodation 
payments

$8,940 $8,940 $8,940 $8,940 $8,940

Total aged care fees $35,785 $36,326 $31,105 $31,398 $31,708

Estimated tax $289 $2,360 $0 $0 $0

Cash flow surplus/
shortfall

$478 -$1,218 -$6,100 -$5,961 -$5,820

Assumptions: Age Pension, aged care rates and thresholds as at 1 July 2018. Cash and term deposits earn 
3% interest.

Mei would like to retain the Age Pension however the projections indicate that her 
entitlement will reduce to nil in Year 3. This is because her former home is exempt 
for Centrelink means testing for two years from the date she enters a care situation1. 
After two years, the net market value of her home is assessable, and she is assessed 
using non-homeowner thresholds2. 

Prior to the reduction in her Age Pension, the projections also show a change in her 
estimated tax in Year 2. This is because of the phase out of the net medical expense tax 
offset on 30 June 2019. 

Additional aged care advice can provide Mei with peace of mind that she can manage 
the changes to her cash flow. For example, Mei could consider selling her former home 
and paying the outstanding RAD before the projected reduction in her Age Pension. 
As the RAD is an exempt asset for Centrelink means testing, this strategy can help 
improve her Age Pension outcomes. Also, surplus net proceeds from the sale could be 
invested in products which interact efficiently with Centrelink and aged care means 
testing, such as Challenger CarePlus (CarePlus) as illustrated in Table 2. 

1 �For a couple, the two year exemption commences on the date the remaining spouse vacates the former home.

2 �Residents may be entitled to an exemption of the former home for Centrelink, based on their date of entry 
to care and how their accommodation payment is structured. Refer to Challenger Aged Care Guide for 
more information. 

To review ongoing 
aged care costs for 
a client, use the 
Challenger Aged 
Care Calculator 
available on 
AdviserOnline

https://adviseronlineportal.com.au
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Table 2: Year one cash flow comparison between term deposits and CarePlus 
where her former home is sold

Cash flow $400,000 RAD
$30,000 bank account
$635,000 term deposits

$400,000 RAD
$30,000 bank account
$635,000 CarePlus

Age Pension $7,647	 $15,544

Investment income $19,950	 $900

CarePlus income $0		 $19,800

Living expenses -$2,600 -$2,600

Net cash flow before aged 
care fees

$24,997 $33,644

Basic daily care fee $18,308 $18,308

Means-tested care fee $16,013	 $13,775

Accommodation payments $0 $0

Total aged care fees $34,321 $32,083

Estimated tax $0 $0

Cash flow surplus/shortfall -$9,324	 $1,561

Assumptions: Age Pension, aged care rates and thresholds as at 1 July 2018. Challenger CarePlus quote 
08/08/2018, monthly payments, nil adviser fees. Cash and term deposits earn 3% interest. Home is sold at 
the start of year one.

By selling her former home, paying the outstanding $150,000 RAD and investing a 
portion of her surplus funds into CarePlus, she can increase her Age Pension, reduce her 
means-tested care fee (MTCF) and improve overall cash flow.

Change in living arrangements
Chanel is aged 75, widowed and owns her own home worth $600,000. She has 
personal contents of $5,000 and $130,000 invested in term deposits and bank 
accounts. She entered residential aged care as a ‘low means’ resident because her 
former home was exempt for aged care means testing as her daughter Miranda was 
living there as a protected person3. She has personal expenses of $50 per week.

Recently, Miranda moved out of Chanel’s former home to live with her partner. 
As her home is no longer occupied by a protected person, Chanel’s aged care costs 
have increased by $6,665 ($40,153 – $33,488) as illustrated in Table 3. 

3  �Protected person includes a spouse or dependent child, carer eligible for an income support payment 
who has been living in the home for the past two years or a close relative eligible for an income support 
payment who has been living in the home for the past five years.



 

4  |  Challenger Tech August 2018

Table 3: Year one cash flow comparison where her home is no longer occupied 
by a protected person

Cash flow Home with a 
protected person 

Home without a 
protected person

Age Pension $23,598 $23,598

Investment income $3,900 $3,900

Living expenses -$2,600 -$2,600

Net cash flow before aged 
care fees

$24,898 $24,898

Basic daily care fee $18,308 $18,308

Means-tested care fee $0		 $1,354

Accommodation payments $15,180	 $20,491

Total aged care fees $33,488 $40,153

Estimated tax $0 $0

Cash flow surplus/shortfall -$8,590	 -$15,255

Assumptions: Age Pension, aged care rates and thresholds as at 1 July 2018. Cash and term deposits earn 
3% interest.

Chanel has a cash reserve of $130,000 to fund the increased shortfall, however 
additional aged care advice can help her address her overall cash flow deficit. For 
example, paying $100,000 as a refundable accommodation contribution (RAC) and 
deducting her daily accommodation contribution (DAC) from her RAC can improve her 
overall cash flow by $17,441 ($2,236 – $15,255) as illustrated in Table 4.

Table 4: Year one cash flow comparison where a $100,000 RAC is paid and her 
DAC is deducted from her RAC

Cash flow $0 RAC $100,000 RAC
DAC from RAC

Age Pension $23,598 $23,598

Investment income $3,900 $900

Living expenses -$2,600 -$2,600

Net cash flow before aged 
care fees

$24,898 $21,898

Basic daily care fee $18,308 $18,308

Means-tested care fee $1,354 $1,354

Accommodation payments $20,491	 $0

Total aged care fees $40,153 $34,193

Estimated tax $0 $0

Cash flow surplus/shortfall -$15,255	 $2,236

Assumptions: Age Pension and aged care rates and thresholds as at 1 July 2018. Cash and term deposits earn 
3% interest. DAC reduces to $14,531 after $100,000 RAC is paid.

If a client is assessed 
as low means upon 
entry, they will 
remain a low means 
resident whilst they 
continue to receive 
services from the 
same facility. 
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Paying $100,000 as a RAC has reduced her DAC by $5,960 per annum and deducting 
her DAC from her RAC has created an overall cash flow surplus. Note, her RAC balance 
will reduce over time as her DAC is deducted, impacting her estate. 

Death of a partner
Greg and Beth are both aged 80 and sold their home prior to entering residential aged 
care. They paid $450,000 as a RAD each and have personal expenses of $100 per week. 
They have personal contents of $10,000 and $200,000 invested in term deposits and 
bank accounts.

After entering residential aged care, Greg passed away and his RAD was refunded to his 
estate. Beth’s personal expenses also reduced to $50 per week after Greg passed away. 
Beth inherited Greg’s estate and now has $650,000 invested in term deposits and bank 
accounts however, she is assessed using single thresholds for Centrelink and aged care 
means testing. Beth’s Age Pension entitlement has reduced and her MTCF has increased 
by $6,012 ($16,962 – $10,950) as illustrated in Table 5.

Table 5: Year one cash flow comparison before and after Greg passed away

Cash flow Greg and Beth  
both in care
$450,000 RAD each
$200,000 term deposits

Greg passed away, 
Beth in care
$450,000 RAD
$650,000 term deposits

Age Pension $47,195	 $8,427

Investment income $6,000 $19,500

Living expenses -$5,200 -$2,600

Net cash flow before aged 
care fees

$47,995 $25,327

Basic daily care fee $36,616 $18,308

Means-tested care fee $10,950	 $16,962

Total aged care fees $47,566 $35,270

Estimated tax $0 $0

Cash flow surplus/shortfall $429	 -$9,943

Assumptions: Age Pension and aged care rates and thresholds as at 1 July 2018. Cash and term deposits earn 
3% interest.

Inheriting Greg’s assets has created an overall cash flow deficit for Beth. Additional aged 
care advice can help reduce the impact on her Age Pension and MTCF. A portion of the 
proceeds from Greg’s estate could be invested in CarePlus as illustrated in Table 6.
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Table 6: Year one cash flow comparison between term deposits and CarePlus 
after Greg passed away

Cash flow $450,000 RAD
$650,000 term deposits

$450,000 RAD
$30,000 in bank 
accounts
$620,000 CarePlus

Age Pension $8,427 	 $17,533

Investment income $19,500 $900

CarePlus income $0 $19,446

Living expenses -$2,600 -$2,600

Net cash flow before aged 
care fees

$25,327 $35,279

Basic daily care fee $18,308 $18,308

Means-tested care fee $16,962	 $14,783

Total aged care fees $35,270 $33,091

Estimated tax $0 $0

Cash flow surplus/shortfall -$9,943	 $2,188

Assumptions: Age Pension, aged care rates and thresholds as at 1 July 2018. Challenger CarePlus quote 
08/08/2018, monthly payments, nil adviser fees. Cash and term deposits earn 3% interest. 

By investing a portion of her surplus funds into CarePlus, she has been able to achieve 
a $9,106 increase in Age Pension and a reduction in her MTCF of $2,179 in Year 1, 
improving overall cash flow by $12,131.

Summary
After a client enters residential aged care, decisions or factors beyond their control can 
impact both Age Pension entitlement and aged care costs. Additional aged care advice 
can determine the financial impact of a change in a client’s circumstances and rectify 
any negative outcomes.

For additional information on aged care, please visit AdviserOnline to view technical 
documents including monthly updates and the Aged Care Guide. 

https://www.adviseronlineportal.com.au/
https://www.adviseronlineportal.com.au/secure/resources/adviser-resources/aged-care-guide
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The information contained in this update is current as at 21 August 2018 unless otherwise specified and is provided by Challenger Life Company 
Limited ABN 44 072 486 938, AFSL 234670 (Challenger), the issuer of Challenger annuities (Annuity(ies)). It is intended solely for licensed financial 
advisers and this update must not be passed on to retail clients. The examples shown are for illustrative purposes only and are not a prediction or 
guarantee of any particular outcome. This information is not intended to be financial product advice and 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 Annuity before deciding whether to acquire or continue 
to hold an Annuity. A copy of the PDS is available at www.challenger.com.au or by contacting our Adviser Services Team on 1800 621 009. This 
document 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. Neither Challenger nor its related bodies 
corporate nor any of their employees receive any specific remuneration for any advice provided in respect of the Annuity. Some or all of Challenger 
group companies and their directors may benefit from fees and other benefits received by another group company. Any taxation, Centrelink and/or 
Department of Veterans’ Affairs illustrations are based on current law at the time of writing which may change at a future date. Neither Challenger, 
nor any of its officers or employees, is a registered tax (financial) adviser under the Tax Agent Service Act and it is not 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 a professional and registered tax agent who can take into account the investor’s individual 
circumstances.
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