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Deprivation of income and assets

This page describes the process you will need to follow when considering deprivation.

On this Page:

Policy

The purpose of the Social Security Act 2018 states that people should look to their own resources before-seeking support.

Deprivation means someone has changed their financial arrangements to put themselves at a finanmat dlsac!vantage WhICh
has lead to them qualifying for assistance or assistance at a higher rate.There are several key pomt& . ;

Applying deprivation is discretionary, not mandatory in every case.
Applying deprivation allows a benefit to be declined, reduced or cancelled.

Deprivation can apply where a person has rearranged their financial position to quaufy for a benefit or mcreased rate of
benefit, regardless of whether this was intentional or not.

The act of deprivation must result in the person qualifying for any income or. asset tested assustance payable under the Social
Security Act 2018 or an increased rate of payment. &z . y :

Process

The steps for assessing deprivation are:

Determine if deprivation has occurred — has the client (or partner) glVen assets aWay or sold for iess than market value? Is the
client (or partner) not earning an income where they could be? lf yes continue to next step

Find out the client’s specific circumstances that may |mpact an, the decision to apply depnvatuon Follow the Types of
deprivation quick reference’ guide to help detennme what' questlons may need \te be ‘asked

Decide if you are going to apply depnvatlon

Calculate deprivation (notional income or- the depnved asset value) by companng actual income with possible income or the
value of the asset given away or sold for less than rmarket value
Decide when to apply deprlvatlon from

Discuss and explain depnvatuon with the clrént and (ecord detalts u'f a client event note. You will need to discuss deprivation
with the client from the start but you need to ensure he ellent has understood how you came to your decision and this must be
recorded. FS \ . b

™,

A, ,-'

If a client has depnved themselves of:

an asset it may affect theJr entltlement to extra help (for example Accommodation Supplement or Temporary Additional
Suppor:t) or other aSS|stance with an. asset test

any mcome (or aSSet producmg mcame) Mnay affect their entittement to a main benefit as well as extra help.

' lf you have a cllent with a trust 'this [http /Idoogle/resources/helping-clients/procedures-manuals/work-and-income/core-
procédures/income/trysts. fitml] Doogle page provides an overview of trusts, the Trust Questionnaire and Case Referral Cover
Sheet for the Fmanciat Determmatlon Team.

P

Determmmg if deprlvatlon has occurred

&

Depnvatlon SItuatlons will generally be identified as part of the application process or at the periodic review of a benefit.
Ways to |dent|fy deprivation are by:

3 Lopk_tng at income declared on the application forms. Income should be linked to the source where possible. For example
interest income should be received from money held or invested, business income should be linked to an interest in either a
company or other business entity (e.g. sole trader or partnership).

Asking the client if they have funds which are invested or held in non income producing circumstances.

Asking the client if they have any involvement in a trust or transferred assets to a trust. If so, they will be required to provide
documentation.

For more information see:

Trusts [http://doogle/resources/helping-clients/procedures-manuals/work-and-income/core-procedures/income/trusts.htmi]

Asking the client if they have gifted any assets (including money) or lent any money and the terms on which the money was
lent.

Comparing income and assets declared last year with this year to see if assets or income have reduced significantly. This is
only relevant to deprivation if the client has control over the income and has taken actions that have led to deprivation, if it is
just a change in income this is part of a Review of Annual Income.
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If the application form identifies income from a trust or business income, the client may be required to answer further questions
and provide further documents, see Trust questionnaire. However if they receive the full trust or business income, there may
be no deprivation.

Once a potential deprivation situation is identified it is essential that you discuss this with the client.
The following are some examples of deprivation:

Gifting of assets or making a 'gift' to someone else

Letting or leasing of properties at below market rates

Cash assets held in non income producing circumstances

Other assets that do not produce a reasonable return of income to the client

Money invested in growth funds with a low or no income stream

Money invested in Bonus Bonds instead of an income-earning account or term deposit
Setting up a Trust so the trust assets are not producing an income

Where clients acting as trustees of a Trust fail to make distributions of all Trust income or as benef manes fail to call on the
trust income N VA S

Clients who are controlling shareholders in a company, withholding dlstnbutlon pf company proﬂts
Failing to lease or rent out a property without good and sufficient reason e - “ 2
Client's who have deliberately got rid of income or asset(s) with the result. that they keep recelvmg or are ellgrble for a benefit

Failing to apply for income or assets the client is entitled to, with the resutt that they keep recelvmg a beneﬁt or other financial
assistance for example refusing Estate/trust income the client i |s ermtled te s R e

This is not a complete list so you may find some other srtuatrons where you need some adV1ce Dsscuss with your Service
Centre Trainer in the first instance or contact Helpllne for; ﬁ;u'ther aCIV|ce g ;

Find out the client’s specific mrcumstances that may |mpact'--0n__ the demsmn to apply deprivation

The questions you need to ask will be determmed by the S|tuat|on, you wm need' io know the client’s full circumstances and if it
is at all possible for the deprivation sntuatren te be reversed , o

LY

Types of Deprivation - Quick reference qufdﬁ [http //dooqle/reseu e_s_lge ping-clients/procedures-manuals/work-and-income/core-

procedures/income/trusts. html]

Decide if you are golng to apply deprlvatle' ¢

If deprivation has occwred you must still oqnsnderwhether it should be applied after taking into account the client’s individual
curcumstances oL A NN

The cllem’sfuu CUcums‘tances need te be taken lnto account not just the act of deprivation itself for example any contractual or
other legal commltments in rela"tton to thelr financnal circumstances’, or health issues, or anything else that may be relevant.

: The followmg factors canbe consrdered in decidmg whether (or not) to apply deprivation:

Do anyof the client’s assets OF thelr trust’s assets, provide an income below what could reasonably be expected?

The reasons why the cllent rearranged their finances to reduce their assets and or income

The reasons, why the chem chose to take no action to receive an income from their assets

Would applymg deprlva’uon cause hardship to the client? Can the client quantify this and is it temporary or unavoidable?

Can 1he cli ent take steps to reverse or improve their financial arrangements to avoid deprivation and have they been given a
- reasonable opportunity to do so? In other words, could they avoid any possible hardship by rearranging their financial
cwcumstances associated with the deprivation?

Was the client aware that they were depriving themselves of income or property?

In the cases of property deprivation could the property be leased or sold to become a cash asset? Is there any reason why
the property (eg flats) cannot be rented out?

In company situations, consider the extent of the client’'s control over the company e.g. they may be one of a number of
company shareholders and unable to influence the distribution of company profits, or they may be the main or only
shareholder and so have control.

If the client has lent money can they recover it?

Can the client identify any issues that they feel should be taken into account?

Are there any medical issues that should be considered, for example if a client has a partner who is terminally ill or recently
died you can use your discretion to allow time before applying the deprivation or discussing the deprivation with the client.

Note Deprivation does not have to be applied in every case, it is discretionary. Even where there is deprivation you may
exercise your discretion not to apply it.
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Your decision may be subject to the Benefit review process and the Social Security Appeal Authority so it is important that your
decision is well documented. Your decision to apply deprivation (or not) must be based on fact and not be subjective.
Your Service Centre Manager should be consulted before you make your decision.

When not to apply deprivation

There are some circumstances where you would not apply deprivation even though deprivation may have occurred. These
are (but not limited to):

Money used to renew or purchase major household appliances (including a family car) or fittings, repairs and maintenance
Money used for major medical treatment/surgery or travel costs for these

Loans which have been defaulted on or where the borrower has no capacity to repay, for example the person who received thé .~
loan have become bankrupt, or the business has gone into liquidation and there is little or no prospect of the Ioan belng renard e

You may decide that deprivation has occurred but exercise discretion not to apply it after consrdenng the cllents mdrvrdual
circumstances, for example if there has been a traumatic event in the client's life or a medrcal emergency in the famrly that "_.'
makes applying deprivation unreasonable at this time. N U g

If the notional income or deprived asset value is not going to affect entitlement or the__rate of payment for assrstance you may
decide it is not worth applying deprivation. </

If you are not sure about making a decision then talk to your Service Centre ’l'ramer or contact Helphne :
Calculate deprivation by comparing actual mcome or assets wnh deprrved inccume or assets

When you have decided to apply deprivation you must thendetermme what value or amount wﬂl be used to represent the
deprived income or asset. N X %

In assessing the amount of deprivation, factors whlch are taken into account mclude. g
whether the deprived asset or property is provrdmg any mcome or no mcome at all and what a reasonable level of income from
an asset is ; )

what income someone could expect if. thery thested the asset value in the retall banklng market? The 'Reserve Bank 6 month
term deposit rate’ will give you the mterest rate teuse asa gwde to what income could be.

The 'types of deprivation quick reference guu:le isa good place to, ‘Iook and see what questions will help determine what value
to give deprived assets and notronal mcome optlon ' :

Calculating Assets

Deprived assets wrll be valued as the current value of asset
When assss‘smg an asset for deprwatron you also need to consider the income that may also be deprived.

Add Depnyed asset in the comments field when entering details into SWIFTT INCMH screen under ‘cash assets’. A must
view note needs 16 be completed outlming the decision details and include the value of the deprivation and how this was
--determlned o N

Ca{clilatmg lncome o

The amounbof depnved mcome is known as notional income. The difference between what the client could earn and what
they do eam is. khown as notional income.

Notrdnal mcome means a person may be treated as having income even though they do not actually receive it. When we treat
_.the person as havmg the income it is called notional income.

Notlonal income is added to the client's other income when assessing entitlement or the benefit rate. Add ‘Notional income’ in
"-the comments field when entering details into SWIFTT INCMH screen under ‘other income’.

When assessing deprived income you can either:

use the Reserve Bank six month term deposit and apply this to the cash asset or value of the asset, or
calculate realistic income, if there is another way to assess income
Some situations may have a more realistic way of assessing income, for example when assessing deprived income from a

house, it may be more accurate to take into account market rental rates to determine the potential rental property income that
has been deprived rather than apply an interest rate to the current value of the house.

If the notional income is only minor there is discretion to accept that deprivation may not apply in the particular situation.
Alternatively the difference between income received and reasonable income expected could be charged as notional income.

When you consider the client’s circumstances you also have to decide:

if it is fair and reasonable to include the notional income or whether the client’s circumstances warrant some recognition to not
include the notional income
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how long the notional income should remain on the client’s record, this could be:

until the deprivation situation changes,

a specified time if this is more reasonable, or

a review date in the future, such as a Review of Circumstances, Review of Annual income, or 52 Week Reapplication.

When you decide to include notional income in the client’'s assessment of income you then need to decide from which date the
notional income should be included in the chargeable income.

If you need help making decisions with deprivation cases talk to your Service Centre Trainer in the first instance, you can also
contact Helpline.

Notional income example

Bob applies for a benefit on 2 June 2015. Bob has $150,000 invested in growth funds. Returns.on ‘the growth fund aré marnly
capital but Bob received $1,500.00 in the year to 31 March 2015 from dividends for shares he}d by the fund \ %
The actual income received represents 1% of the total amount invested. The closest available Reserve Bank snx month term ‘
deposit rate as at 1 June 2015 is 4.21% b :

The potential for a return of 4.21% on $150,000 = $6,315
Less actual income $1,500
Equals notional income %4, 815

In this example the notional income that could be added to the clrents chargeable mcome wouid be $4 815 for the current
review year. Together with the $1,500 actual income, this. makes atotal.income of $6 315 08, The notional income is to be
reviewed at the Review of Annual Income or when Bob changes hrs fmanual sntuatlon N\

Decide when to apply deprivation from

Generally, the notional charge should not apply untrl three monthg’ from the date you notify the client of your decision, this is
called the notice period. The letter to. the cllent should mclude when the nottee period will expire.

A three month notice period is con51dered a reasonable trme penod m wmch the client can consider their position and decide if
they want to re-arrange or reverse the depnvatlon srtuatron Follow up contact should be made with the client after the letter
has been sent to see what ‘the chent 's intentions are ;

Your contact with the c[ient must be recorded in a CMS CITent Event Note (include date and time phoned, what was discussed
and decisions reached) < O )

There may be-.some faCtors WhICh might mean tha‘t the notional income charge could be applied from an earlier or even a later
date. Factors that can be consrdered in decrdmg ‘when to apply a notional income charge include:

if the. chent decrdes to accept the notlonal charge and not make changes to reverse the deprivation situation. If the client
mdrcates they Wil not be c,hangrng the deprivation situation you may decide that the notional income should apply at the point
'when thechent mforms you. of thrs

If the' clren“t chooses to reverse the deprivation situation and this process will take some time to occur because of contractual
or other i issues. around the ‘process

How diffi cuit it |s 10 Qhange the deprivation situation. [f financial circumstances can easily be rearranged, the notional income
can be- replaced by the actual income from the date of the new arrangements.

If the. cﬁent is genumely trying to change their financial situation but it is taking longer than they would like, for example, the
client. has\a spare property they are trying to sell at a realistic price, but there are no buyers at present. Then you may
COnsider extending the notice period after three months.

."Some assets can be quickly rearranged within a short timeframe. For example, changing bank accounts can be done within
six business days or less and so the money may be placed into an income earning arrangement quite quickly. If you feel the
three month period is too long then a shorter time period can be used if appropriate.

An exception to the three month notice is when a client has deliberately withheld information on the ownership/income of a
property or did not advise us. In these cases retrospective deprivation can be considered.

Discuss and explain deprivation with the client and record details in a client event note

Discussion about deprivation should occur when the client is applying for benefit or when you identify deprivation may have
occurred. Alternatively, contact with the client should be by phone and they should be offered the option of making an
appointment with the case manager to discuss if they prefer.

The following points need to be explained and discussed with the client:
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What deprivation is and the affect that applying deprivation may have on their entitlement

the legislation allows for a benefit to be reduced, declined or cancelled if a person has directly or indirectly deprived
themselves of income or assets that would result in them qualifying for a benefit or increased rate of benefit

applying the deprivation policy is discretionary and is only made after the clients full circumstances are considered

the client has the option to re-arrange their financial arrangements to ensure that they are not depriving themselves of income
or assets.

Details of the discussion with the clients must be recorded in a CMS Client Event Note and include as much detail as possible
so that anyone reading the note will understand what the deprivation was and the reasons deprivation was applied or not. This
will be critical data if the client applies for a review of decision.

Trusts

Trusts are the most common vehicle where deprivation occurs although the setting up of a trust and the transfernng of assets
to the trust does not automatically mean that deprivation will be applied. If the client continues to. recelve a reasonable mcome
from the value of the assets (not including their home if it is in the trust), that is not depnvahon ? -

The establishment of a trust occurs where someone transfers their assets to a trust and in dolng s0 the ownershlp of the asset
also transfers to the trust. The people who set up the trust and transfer their assets are known' as the settlors of the- trust

Sometimes a third party may be named as settlor, but they are only acting as- agent for the client wha'is- the frue settlor The
true settlor is the person who is the transferor of the assets. Also, a client may ‘transfer assets into- someOne else’s trust for
example to the trust of a son or daughter. They are a transferor to that trust and should be consndered as depnvatlon

The assets in the trust are owned by the trustees who are the Iegal owners “of. the trust assets Trustees are usually the client
and their partner but often include a third party such as the cllent s scllcrtor or accountant

The assets of the trust are held by the trustees for the beneﬁclarles o‘f the trust The beneﬁclanes are the beneficial owners of
the trust assets. That means that the beneficiaries are. the people who are to recetve the benef ts of the trust.

The transferring of assets to a trust is usually recorded by a sale and purchaseagreement between the true settlor and the
trust. The trust only has a token amount of meney e.g. $10.0r$100 at the, polnt whenit is set up. Then the settlor (our client)
transfers money or assets/property into thetrust. If the trustees borrow the- purchase price of these assets from the settlor, this
loan transaction is detailed in the Deed ot Acknowledgement of Debt and any gifts of this loan are detailed in the Deed of
Forgiveness of Debt. N o 7NN

It is common to see the debt red'uced by"$'27"000 per yéar aé thls was the amount allowed to be gifted before tax was to be
paid. From 1 October 2011 the gift duty tax will be repealed making'it easier to give assets away. This change will reduce the
need for Deeds of Acknowledgement of Debt and Deeds-of Forgiveness of Debt. There should still be paperwork to show that
a transfer or gift has been made e.g: Acknowledgementol‘ gift or Transfer.

Trusts often have someone named as appomter Thrs is most often the transferor of the assets. An appointer can usually
replace or remove orappomt trustees, but this. depends on the powers in the trust deed. So if an appointer has those powers,
they controb the trust, in-effect. That's because if they are able to remove a trustee who does not agree with them, they can
make certaln that all decusmns agree wrth what they want.

.-A person can be a settlor trustee, transferor appointer or a beneficiary of a trust, or any combination of all of these.
Trust documentatlon 2 ’

Full trust documentatlon may be needed to consider whether deprivation of income or property has occurred, these documents
are: ;

Comptétéd "and"signedztrust questionnaire

a copy of the trust deed (this will show you how the client is involved in the trust e.g. settlor, transferor, trustee, beneficiary, or
{ appomter)
a copy of the Sale and Purchase Agreement for all property sold to the trust

.a copy’ of the property valuation at time of sale

a copy of all Deeds of Acknowledgement of Debt

a copy of all IRD gifting statements for gifts made up to 30 September 2011

a copy of all Deeds of Forgiveness of Debt

a copy of the latest trust financial statements, or if accounts not prepared the list of assets and liabilities now held by the trust
should be listed in the trust questionnaire

verification of any other assets sold/gifted to the trust
verification of any capital distributions by the trust

last tax summaries and tax returns for the clients and the trust
details of any investments held by the trust

Not all documents will be required in all cases. The Trust questionnaire will indicate what documents the client should provide.

When only the home is held in the trust, there are likely to be no financial accounts or trust tax retumn.
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Considering deprivation and trusts

If the trust assets provide a reasonable return which is fully distributed to the client as a beneficiary (of the trust) there has
been no deprivation of income. The income received by the client from their trust is treated as income and added to INCMH in
SWIFTT.

You need to consider what income the client would have earned if the client had not transferred the asset into the trust. That is,
but for the transfer to the trust, the client would have owned assets and received income, equal to that of the trust. So what
would the client now be earning if they had kept the original assets?

Where the family home is transferred to a trust there is no expectation that the family home would generate income if it was
not in a trust, so it should be assessed as not having to derive income once it is transferred to a trust. Earnlng no income from )
the family home is not considered deprivation of income. : >

If investment funds are transferred to a trust then there is the expectation that the return to the cllents from these funds prlor to
them being transferred to the trust would continue to apply. If the investments did not prowde an |_ncome to the client then thls ?
could be deprivation of income. DA Ly

A
s o~

The table provides an example of some common assets and the income expectanon that wOuld ordmanly apply to the assets lf
they are placed in a trust. - " 5

Type of asset Income expectation outside of a tru'ét:‘ lncome expectatlon |f hetd‘tn a trust
Family home No income expected _ ¥d .No mcome expected
Business entity Income expected from tradmg actwlty Income expected from trading activity

Antique, art and family heirlooms etc No income expeCted No,__‘u_-tcom_e *expected

Investment funds Income expected | no'ghte expected

Rental properties ,--‘]»ncome\_e)gpected “Income expected

_ \ s _,\
P -

If there is other types of assets that you are not sure about talk to your Serwce Centre Trainer or contact Helpline.

For help with assessing tmst cases you can dlscuss- W|th yOur Servuce Centre Trainers or if you need further advice you can
contact Helpline. \ : \

Depnvatlon Example

Mrs Smlth is Irvlng |n Wetllngton and is applyung for Supported Living Payment on 1 October 2015.
Determum’ng |f deprivation has occurred

' ln her applrcatlon form-in- the questlon about her non cash assets Mrs Smith advised that she owned a unit in Auckland where
he[ daughter lived rent free. ThIS indicated that deprivation needs to be explored as she appears to be depriving herself of
income and that nf notlonal mcome was calculated it would result in a reduced rate of Supported Living Payment.

Following the ldentttymg deprlvatlon flowchart we establish that yes Mrs Smith is not receiving an income where she could be
therefore,deprlvatlon ‘must be considered. Mrs Smith does have control over the property she owns but is not receiving
mcome from thecefore we need to look further.

/ Fmdmg out the cllent s specific circumstances that may impact on the decision to apply deprivation,

The Types of Deprivation quick reference guide suggests the following questions are helpful in this situation (property not in a
trust)

Where is the location of the property? Is it in an area where there is a demand ie: a flat in the city or in a remote area
What is the market rent?

Is the property currently tenanted?

Is a tenant living in the property rent free?

If not, would the property be easy to rent?

Has the client chosen not to tenant the property?

What would be the rental income charge?

What is the current property value?

Mrs Smith's specific circumstances are:
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The Auckland property was left by Mrs Smith’s brother to his partner and the partner then gifted it to Mrs Smith. Mrs Smith
claims the gifting took place on the basis that the property would be used by family members and that Mrs Smiths daughter
could live there rent free. Mrs Smith thought this arrangement had been documented but the Public Trust office has

been unable to locate this document. Mrs Smith felt there was a moral obligation to comply with the wishes of her brother’s
partner. There is no legal obligation to allow the daughter to live rent free.

Mrs Smith's daughter lives in the unit on the basis that she pays the outgoings on the property: rates, insurance and
contributions to the maintenance fund (vary from year to year).

Mrs Smith's daughter has been receiving ACC of $579.00 per week. She could afford to pay a modest rental.

The unit is located in an expensive area of Auckland that is popular and would be easy to rent. Properties adjacent to the
Auckland unit have been advertised for rental for $480.00 and $600.00 per week. Even if the daughter pald a modest rent it
would cover her mother’s disability costs.

Current caprtal valuation of the unit is $435,000.00. Mrs Smith’s daughter pays outgoings which vary frdm year to year but rn
most years’ amount to less than $3,000.00 per year or $57.70 per week. A

Deciding whether to apply deprivation

Mrs Smith has the financial resources available to meet her need. It is appropriate that drscretron be exercrsed i
under Schedule 3, cls 16 of the Social Security Act to assess notional income. It is not necessary to show that the decnsron
was made with intention of claiming a benefit. Itis clear that by permitting her daughter to live in'the property for srgnlf cantly
less than the market rental Mrs Smith has made a deliberate decision to depn\(e herse}f ot income. N 3

Having determined that Mrs Smith has deprived herself of income we have dlscretron to decrde whether or not to charge
notional income against her Supported Living Payment. : e L

There is no basis on which we should disregard the deliberate decrsron to obtaln no mcome from her asset in circumstances
where she seeks an income tested benefit and we should charge the notronal mcome agarnst Mrs Smith's benefit.

Calculating deprivation ) : . S
In this case there is no actual income being rece|ved so the notlonal mcome rs what eduld be earned.
In the Types of Deprivation quick reference gunde lhe notronal rncome optrons are

the difference between what the cllent aclually recerves in rental rncome and the rental income using the market value for rent,
or : o RN

If the property was sold charge what interest could be earned if prOCeeds from the sale were invested? This would be suitable
when a client does not want to rent the. house or can’ f ﬁnd a tenanb

In order to determine notlonal mcqme optlons Mrs Smlth was asked to provide further information about the unit in Auckland.
Mrs Smith advrsed the unlt was Valued at $25() 000 00 and ‘was inherited from her brother and her daughter lived there rent
free. L : \

There are two ways that could be used to assess notronal income in this case:

look at tbe rental mcome if the lower rate of $480 is used, after making an allowance of $57.70 per week for expenses
(currently pald by the daughter) Mrs Smlth potential income from the property would be $432.30 per week or $22,479.60 per
,ye,ar oF \

looK. at what mierest could be eamed on the amount that could be available to Mrs Smith if the unit were sold. In this case
assuming proceeds of sale of $400,000.00 and interest at 4.55% (Reserve bank deposit rate as at July 2010) would produce
income of $18 200 0@ per year

In this case Iwould cor13|der Rental income to be the more appropriate assessment because it is to the client's advantage,
realistic; and easier for the client to rearrange her circumstances to reverse the deprivation. This would mean we would
charge notionakincome of $432.30 gross per week against her Supported Living Payment which would reduce her benefit to
'$50 02 pe"r week.

Because Mrs Smith is not applying for any asset tested financial assistance we do not need to assess the deprived asset
value but if we did (for example she had applied for Accommodation Supplement) we would use the current market value,
which was $435,000.00.

Decide when to apply deprivation from
There should be a notice period before applying the income charge for Mrs Smith's Supported Living Payment.

The Types of Deprivation quick reference guide indicates that when the property is tenanted but not charging market rent or
not charging any rent, charge notional income from:

whatever date the client is able to increase the rent from (by law landlords are required to give 60 days notice).

three months or longer if the tenant has a fixed term tenancy, depending on the terms of the tenancy and when it started and
the last rent increase.

After discussion with Mrs Smith it was determined that one month was a reasonable time to make arrangements with her
daughter to obtain a reasonable income from the unit in Auckland before applying the notional income charge to her
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Supported Living Payment.

Discuss and explain deprivation with the client and record details in a client event note

Mrs Smith was phoned and told of the decisions made. She was told that she needs to advise Work and Income as soon as
she has a date for rent payments and the rental property allowable costs if these change. If Mrs Smith has not been able to
make arrangements to receive rental income then the notional income will apply from 1 November 2015.

Deprivation Trust example

Mr Doe and Mrs Doe applied for Jobseeker Support on 11 June 2015 and disclosed the existence of a Family Trust in the
application form. They were then asked to complete the Trust questionnaire and supplied documentation of:

the Trust deed o
a full set of the most recent Trust financial statements including:
Profit and Loss/Statement of Financial Performance

Balance Sheet/ Statement of Financial Performance ) N g
Depreciation schedules S Xy
Current accounts N 83
Equity account

Notes to the accounts

The Taxation Summary of the Trust and themselves personally

Mr and Mrs Doe also provided Notices of Assessment from the mlend Revenue Deparlment but did not provrde the Financial
Statements requested. \ S

It would have been open to the Ministry to insist that the appeﬂam provnde the Fmahcual Statements for the Trust and suspend
Mr and Mrs Doe’s benefit if they declined to provide them Failure to provnde mformatlon when requested may result in doubts
about eligibility for benefit and therefore suspensnon ofa beneﬂt ' \

Y

Determining if deprivation has occurred

Following the Identifying deprivation ﬂowchart we establlsh that yes Mr and Mrs Doe are not receiving an income where they
could be therefore deprivation must be consndered {77\

Mr and Mrs Doe are the settlors, beneflmarles and tmstees of the’ Famlly Trust and therefore have full control of the Trust. Mr
and Mrs Doe do have contfol over the trust and therefore we need to look further.

Finding out the cllent 'S specnﬁc cnrcumstances that may rmpact on the decision to apply deprivation

Mr and Mrs Doe are Iiv pg in.the property oWned by thetrust. The Types of Deprivation quick reference guide shows that the
property the client Ilves inis‘not considered a type of deprivation. Mr and Mrs Doe still live in the property owned by the trust
and but for the trust we 'would not expect the property to earn an income as it is their home.

The Types’ of Depnvatron quuck reference gunde suggests the following questions are helpful for determining what we need to
; know about the mvestments -

What are the |nvestment/s7 ;

Is the Trust recelvmg an mcome from the investments?

If not, why? for example is'interest reinvested into the principle for capital growth and/or not distributed to the beneficiaries of
the trust..

Does the chent have any of control over the Trust? Who is the settler, trustees and beneficiaries of the Trust?

Has the trust been paying the client any income (if they are a beneficiary of the trust)?
V__Vheﬁ_was the investment sold or given away? Only consider if the client gave the investment away or sold at less than market
“value/in’ order to alter their financial circumstance to qualify for assistance.

The ‘.Trust documents showed that the Trusts investments are geared towards capital growth. The Trust had also advanced
$20,000 to their two children, so a total of $40,000 loaned at no interest.

The Trust minutes recorded the Trust assets including the property as worth $802,221.47 and that no income was generated
or received by the Trust. Trust investments are currently valued at $235,000.00 (including the amounts loaned to the children).

The Service Centre Trainer referred this information to the Ministry’s Financial Analysts who reported:

The Trust had paid expenses for the appellant and his wife relating to their vehicle and the outgoings of their home. These
payments could be considered income for the purposes of the Social Security Act.

The Tax Summaries were eventually provided and showed Mr and Mrs Doe received income in the previous financial year
form Maori land of $2,652.00 and bank interest of $1,678.00.

The deeds of forgiveness of debt and deeds of acknowledgement of debt show that the gifting programme was completed last
year.
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Deciding whether to apply deprivation

Mr and Mrs Doe have in effect transferred all their assets and savings to a Trust which they say is primarily for the education
and housing needs of their children, although they themselves are named as primary beneficiaries in the Trust deed. Itis
difficult to understand why Mr and Mrs Doe would consider it appropriate to provide for their children’s housing and education
needs and at the same time request the State to pay them an income tested benefit. Itis apparent from the information
available that the Trust does pay some amounts for the benefit of the appellant and his wife from time to time including costs
relating to their accommodation, but not the full amount that could be available to them.

Mr and Mrs Doe have taken a series of deliberate actions which individually and collectively have resulted in their depriving
themselves of income and assets as follows:

gifting the debts which arose on their transferring of their savings and investments to the Trust
failing to require the Trust to pay interest on any debt owed to them NN
as trustees of the Trust failing to require the Trust to pay them a reasonable income form the fundsﬁwested

as trustees of the Trust investing the assets of the Trust in investments geared towards capltaf growth rather than earnlng
income \

as trustees of the trust advancing $40,000 to their children without a requirement for the payment of lnterest __,.“_"__

There is nothing that would persuade us that we should not exercise the dlscrefloh to calculate notlonalmoome on' the
investments and money loaned to the children. \ -

Calculating deprivation

The Types of Deprivation Quick Reference Guide advises that where the ollent i$ the Sett[er Qr Trustee that we consider what
the trust could be earning if they were to receive a reasonable retum on-the mvestmentas notional income. In this case that
would mean applying a reasonable interest rate on the current value’ ef the investments which is $235,000 (including the
amounts loaned to the children). In this case it would be reasonable to use the cloeest avallable Reserve Bank six month term
deposit rate as at 1 June 2015 which is 4.21% NN \ v

The potential for a return of 4.21% on $235,000 =

Less actual income
Equals notional income r 3.0 :
There is no asset tested aSS|stance bemg appr ed for Jn thls case so we do not need to assess the value of deprives assets.

Decide when to apply deprivation frém

The Types of Depnvatron Qu|0kReference Gwde advuses to allow up to 3 months before charging notional income where the
trust rearranges its. mvestments for dlstnbutton to trustees this is because it takes time to take money out of capital growth
investments. - . .

Dnscus,s and explaln deprivation Mth the cllent and record details in a client event note

Part ot the drscussron with. Mr and Mrsté about deprivation Mr Doe questioned why MSD do not take into account losses
.when assesslng income. “The answer-is that the definition of income for the purposes of the Social Security Act 2018 differs
from. and ‘s signifi cantly- W|der than the definition of income contained in the Income Tax legislation, and does not allow for the
offsettmg of losses from one: stream of income from profits made in another. The purpose of this wider definition is to ensure
that all money avaltable to-a beneficiary is taken into account in assessing entitlement to benefit. In this case losses from one
investment canr}ot be offset against income from another investment. Income from a positive investment is available for the
support o;f the Mr and. Mrs Doe.

Mr DOe afso asked if the Trusts potential income is to be assessed if this is determined by the IRD documents provided. The
“answer depends on whether the investments are geared towards capital growth rather than income. The Ministry can look at
| both notional income based on the bank interest rates, and the actual income, and then exercises discretion as to which
"‘should be applied. In this case because the investments are geared towards capital growth it is appropriate to apply notional
incomie based on bank interest rates.

What to do when the client changes their financial arrangements after deprivation has been
applied

The action of the client changing their financial arrangements may remove the notional income and be replaced by the income
that is a result of the financial rearrangement.

You will need to consider these situations on a case by case basis and decide whether the time period for reorganising the
deprived income or asset is reasonable for example within the notice period (e.g. three months). In exercising discretion, you
may decide either:

to not apply the notional income if the rearrangement of the deprived income/assets is done within the notice period, or
to apply the notional income at the end of the notice period until the rearrangement of the deprived income/assets is done
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Each case will need to be discussed with the client to determine what difficulties the client may be facing in rearranging their
circumstances and to determine when to apply the notional income from.

You must record a CMS Client Event Note with the details of what has happened (how the client is going to rearrange, or has
rearranged their deprived income/asset) and the reasons for your decision around when to stop applying the notional income.
You will need to change the details recorded in INCMH SWIFTT to reflect the changes to income following the financial
rearrangement.

Note If the client has changed their financial arrangements but is still not receiving a reasonable income, deprivation and
therefore the notional income may still apply.
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