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17 October 2003

Dr Sarah Bachelard 

The Treasury

Senate Economics Legislation Committee

Room SG64

Parliament House

Canberra ACT 2600

Dear Sarah

Submission: Taxation Laws Amendment (Superannuation Contributions Splitting) Bill 2003

This submission is made by The Institute of Chartered Accountants in Australia (The Institute). The Institute is one of Australia’s peak professional bodies and our members represent many of Australia’s peak business and finance professionals. These members act as advisers and key decision-makers in all facets of the superannuation industry. 

Thank you for providing us with the opportunity to provide feedback on the Bill. 

The aims of government policy is to ensure that all Australians have:

· equal access to superannuation tax benefits so that the advantages available to dual income families are also provided more equitably to single income couples; 

· control over there own superannuation assets;

· access to low cost death and disability insurance. 

There are a number of reasons why this measure will not appropriately address these policy objectives in an equitable and appropriate manner, these are outlined below.

Equal access to superannuation tax benefits

In order for a single income family to avail themselves of the 2 tax free thresholds and RBL’s available the employed person would need to:

· understand the measure;

· be certain that the tax free threshold and/or RBL will be exceeded; and

· elect to relinquish control of some superannuation assets annually to their spouse.

We believe that there are barriers to achieving an appropriate take up of this measure at each stage of the decision process.

Understanding the measure
It is widely acknowledged that the level of financial literacy in the Australian community is low. Recent surveys have indicated that in order to raise the level of financial literacy, in relation to superannuation matters, a long term concerted effort by all industry participants is required.

This measure assumes members understand the end benefit taxation rules as well as having the skills to compare the costs of splitting with the tax benefit available.

Those couples that find this too hard may chose to either split contributions just in case or not split at all. Each situation could result in a negative outcome. In the first circumstance costs will be incurred which may not provide a benefit in retirement. In the second scenario the member may not avail himself or herself of legitimate tax minimisation strategy again impacting the benefits available to them in retirement.

This means that the measure is likely to advantage those with the resources to obtain advice on the benefits of the strategy and to make informed decisions and lead to inequities amongst like participants in the community. 

Be certain that the tax free threshold / RBL is to be exceeded

This measure will benefit those with retirement benefits exceeding the tax free threshold and RBL’s however the amount of benefits anticipated in retirement will fluctuate depending on life circumstances. The opportunities to make a decision that is unfavourable to the household are many. To benefit from the contributions splitting regime households will require perfect foresight and no unanticipated events.   

Relinquishing control of assets to a spouse

The superannuation system currently allows for some splitting through the availability of spouse contributions. Members which are not supportive of relinquishing control of additional savings are unlikely to relinquish control of employer contributions. This will not necessarily benefit those persons in relationships where one party is in financial control of the household assets.  

Control over own superannuation assets

As noted above this measure is unlikely to change the attitudes of a dominant partner unless there are significant taxation benefits that outweigh the loss of control. 

Access to low cost death and disability benefits

We need to take care when advocating this as a significant benefit to households as the disability claim rules applicable are often linked to suitability for current or like employment and as a result may not provide a benefit until retirement. Where this occurs the household is forgoing retirement income in order to pay for a benefit that does not match the event which results in a claim.

Costs of implementation

The option adopted for the implementation of this legislation will result in an increase in fund administration costs in particular for those members opting to split their contributions. This will occur, as the administrative cost of opting to split contributions will be similar to those associated with benefit payments. These will be passed on to fund members.

Overall this will result in a lower superannuation pool as households will bear the increased administration costs associated with having two superannuation accounts and the annual costs of splitting contributions. 

Alternative approach

We believe the best method of achieving the above objectives is to adopt an end benefit split. This could be done by allowing the member to split a maximum of 50% of the after tax contributions and earnings accrued from 1 July 2004 or date of marriage which ever is the later. This split can be effected on rollover or at retirement at the election of the member. 

The key argument for opposing the benefit method of splitting contributions is the increased cost to government although it was acknowledged that this was identified as the most efficient model for the remainder of the participants. The increased cost to government can be attributed to increased take up of the measure highlighting the inherent inequity in the method of implementation chosen. However we believe that this will be offset by increased monies in the system as contributions are retained in one pool and are not diffused by the administration costs of splitting or the costs of running more than one fund. This will also lead to increases in government revenues resulting from the increase in investment income taxes.

Should you wish to discuss this further please do not hesitate to contact me on 03 9502 4371.

Yours sincerely

Susan Orchard

Superannuation Technical Consultant
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