


his leaflet is a guide to the taxation provisions that apply to 
the Defence Force Retirement and Death Benefits (DFRDB) 
scheme. In the event of any discrepancy between this leaflet 
and the Defence Force Retirement and Death Benefits Act, 
1973, or the Income Tax Assessment Act, 1936, the 
legislation will prevail. 

Introduction 
1 Since 1 July 1983 the Federal Government has introduced significant 
changes to both the taxation system and the superannuation industry. These 
changes, combined with the changes to the government superannuation 
schemes, produce a complex set of rules which affect your entitlements. This 
leaflet will try to simply explain some of the more important rules which will 
affect you. 

Some tax terms you should know 
2 Whenever you receive a benefit from a superannuation scheme, you will 
also receive important information for tax purposes. With this information you 
will need to make decisions which can have significant tax implications. In 
some cases you may need to seek help from professionals. A knowledge of some 
of the terms you're likely to come across could be very useful in helping you 
make an informed decision. For these reasons this leaflet gives some simple 

definitions of the most common tax terms in superannuation. 

Eligible Service Period (ESP) 

3 This is the period of service used to calculate which amounts of your 
benefit should be taxed and at what rates. The Retirement Benefits Office 
(RBO) will only deduct tax from the post '83 component (see paragraphs 10 to 

13). Generally, the ESP will be the length of service from the date you started 
in the Australian Defence Force and the date your benefit is paid. In some 
cases, earlier periods of service can give you a longer ESP. This can be an 
advantage for tax purposes because it means a larger portion of your benefit will 
be taxed at the lower rates which applied before 1 July 1983. If you have earlier 
periods of service you should contact the RBO to find out whether they can 
count towards your ESP. 

Eligible Termination Payment (ETP) 

4 The ETP is the lump sum payment of your benefit which will be subject to 
taxation. The ETP is also the amount of your benefit usually available for "roll
over" (see definition below). 

Undeducted Contributions (UDC) 

5 Superannuation contributions you have made since 30 June 1983 are 
known as undeducted contributions. Undeducted contributions can only be 
applied against lump sums which have not been commuted from pensions. 

Unused Undeducted Purchase Price (LVPP) 

6 Prior to 1 July 1983 you were able to claim some tax relief for 
superannuation contributions each year when you lodged your tax return but 
the amount you could claim was limited by the Australian Taxation Office 
(ATO). If you contributed above the limit set by the ATO, you were allowed 
to accumulate the excess amounts and then claim them when you retired. Life 
insurance premiums can also count towards these excess amounts, provided the 
premiums were paid before 1 July , 1983. 

7 The UUPP is the total of the excess amounts mentioned above PLUS an 
amount equal to your UOC ( see paragraph 5). 

8 The UUPP cannot be rolled-over, 

Concessional Component (CC) 

9 Some superannuation benefits receive more favourable treatment than 
others, the CC is one of these. The CC is an amount which is taxed under the 
more generous rules that existed before 1 July 1983. Very simply, the rules that 
applied before 1 July 1983 required that only 5% of a superannuation lump sum 
had to be declared as taxable income. This 5% amount was then taxed at the 
member's normal rate of tax (i.e. the person's marginal rate). In the DFRDB 
the only benefit which is eligible for the CC is the lump sum paid when a 
member is retired on medical grounds as a Class C invalidity. 

Pre 83 component and Post 83 component 

10 There are two sets of tax rules which apply to lump sums: 

a the rules that applied before 1 July 1983; and 
b the rules that apply now. 

11 Because of this, any ETP must be split into a pre and post 83 component, 
so that the right tax can be calculated. The split is calculated using the ESP. 
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