SUBMISSION TO THE SENATE ECONOMICS COMMITTEE INQUIRY INTO THE

TAXATION LAWS AMENDMENT (SUPERANNUATION CONTRIBUTIONS SPLITTING) BILL 2003

Cbus welcomes the opportunity to contribute to the Senate Economics Committee’s inquiry into the Taxation Laws Amendment (Superannuation Contributions Splitting) Bill 2003.

Cbus is the national industry superannuation fund for the building, construction and allied industries. Cbus was formed as a result of a campaign by unions and the ACTU for superannuation (pension) rights for construction workers in 1984.  Originally known as BUS (Building Unions Superannuation Scheme), Cbus was formed in 1992 from an amalgamation of BUS and AUST (Allied Unions Superannuation Trust).  

With around 350,000 members and $4.5 billion in funds under management Cbus is one of the largest industry superannuation funds in Australia. 

Cbus is a public offer fund existing solely for the benefit of its members – all profits belong to 
members.  There are no dividends paid to shareholders and no sales representatives or agents receive commissions.

Summary 

Cbus does not support this Bill. 

Cbus believes superannuation should only be treated on a concessional taxation basis in order to achieve the objective of delivering an adequate retirement income. 

This Bill will allow some couples to achieve significantly enhanced retirement income benefits. 

The fairness of using the concessional tax treatment of super to provide what would be a considerably greater than ‘adequate’ retirement income is questionable.

Cbus believes that the proposed legislation will lead to significant costs of implementation for superannuation funds. These costs ultimately reduce the benefits that are available to all superannuation fund members.

While the Explanatory Memorandum for the Bill proposes four options to introduce superannuation splitting Cbus notes that in the recently released draft regulations the Government has opted for an annual split as the model for implementation of the legislation. 

Cbus is concerned that this model will only benefit those couples who are knowledgeable about superannuation. The Bill will create increased demands for financial advice which will represent another cost to superannuation members. Those couples that are not aware of the legislative changes and who do not arrange their financial affairs to their advantage will suffer reduced retirement incomes compared with those that do.

Australia’s retirement income system should be as simple as possible. While many people seek financial advice at retirement Cbus believes that further complexity should not be introduced into the system which will have the impact of punishing those people who do not seek financial advice during their working lives. 

While the Government has proposed an annual split Cbus believes that if the legislation were to be introduced, of the options contained in the Explanatory Memorandum, Option 4, a benefits split at retirement, is the preferred method of implementation. Option 4 provides the least cost of implementation to superannuation funds but still provides a spouse with the ability to manage their own income in retirement.

Comments

The Taxation Laws Amendment (Superannuation Contributions Splitting) Bill 2003 seeks to allow the personal and employer superannuation contributions of an individual to be split with a spouse. The stated benefits of these changes are to:

· assist families to maximise the benefits available in superannuation, in particular by allowing women who stay at home to look after a family to accumulate their own superannuation;

· allow non working spouses to have superannuation assets under their own control;

· provide single income couples with access to two ETP low rate thresholds.

The Government have proposed an annual split of superannuation contributions to implement the Bill’s objectives.

This model would enable a couple to accumulate two Reasonable Benefits Limits and two tax free lump sum thresholds.

A couple will be able to accumulate 
a pensionable RBL of over $2.3 million. 

According to Australian Life Expectancy Tables a female at the age of 60 is expected to live for another 24.11 years. On current estimates a RBL of $1.17 million would deliver an income of around $90,000 per year for 24 years. By contrast based upon current estimates the doubling of the RBL to $2.3 million would deliver a couple an income of over $180,000 per year for 24 years. 

While Cbus does support increasing Reasonable Benefit Limits to ensure that they deliver adequate incomes in retirement, 
the Federal Government’s proposal to allow splitting of superannuation contributions will enable high income couples to accumulate superannuation assets that will deliver retirement incomes that go considerably beyond being 
adequate.

The purpose of Australia’s superannuation system is to assist employees to achieve an adequate level of income in retirement.

Australia’s superannuation system taxes superannuation on a concessional basis in order to assist individuals to accumulate sufficient assets to deliver an adequate level of income in retirement. 

While superannuation assets and contributions are taxed at concessional rates the amount that an individual can accumulate during their working life has been capped to ensure that the benefits that derive from this concessional taxation treatment are reasonable.

The taxation revenues of the Federal Government must serve competing priorities such as funding the nation’s health and education systems. In the context of these competing priorities superannuation should only be concessionally taxed to the extent that it delivers its purpose of ensuring an adequate retirement income.

As the measures contained in this Bill will deliver retirement incomes that are in excess of what can be regarded as adequate they do not meet the overall objective of the retirement income system and therefore should not proceed. 

The Bill will also enable a couple to have two tax free threshold of $117,576.

This will benefit a couple where one partner is likely to accumulate superannuation assets in excess of $117,576 while the other partner accumulates less than $117,576.

The Bill however may have the unintended consequence of creating an incentive for a couple to take their superannuation assets as a lump sum at retirement, rather than as a complying income stream.

The Bill will also create a need for a couple to seek financial advice during the accumulation stage to ensure that their income in retirement is maximised.

Currently the most critical time to receive financial advice is upon retirement. However with the introduction of the annual split model there will be an increased need for a couple to seek financial advice during the course of their working lives. 

A couple that did not seek financial advice during their working life and who were not aware that their financial position at retirement could have been improved if they had engaged in splitting of superannuation contributions will have a reduced income in retirement than a couple who have sought advice and who have engaged in superannuation splitting.

Cbus believes that the introduction of increased complexity will lead to increased resentment amongst the community towards the superannuation system.

Administration 

The introduction of superannuation splitting will result in increased costs for superannuation funds which will ultimately be borne by all superannuation members.

Superannuation funds are likely to charge members who utilise superannuation splitting a fee for service. However the fees for these services are unlikely to cover all the costs of implementing the new systems that will be required to support the service.

Since most superannuation members will never reach their Reasonable Benefit Limit all superannuation members, regardless of whether they are likely to benefit from the bill, will pay for its implementation.

Cbus is concerned that where a contribution is transferred from an industry or corporate fund to a personal superannuation with a retail financial institution the spouse may pay commission on the contribution entering the fund. Cbus is opposed to commissions on Superannuation Guarantee contributions and therefore opposes commission on super splitting contributions.

Although the Government has released draft regulations with an annual split as the model to implement the legislation, the following comments are made on each of the options contained in the legislation:

Option 1 Prospective Split

Each superannuation contribution is split into a member and spouse account according to the nomination of the member. 

Option 1 appears to propose that a contribution could either be split into a separate account with the same superannuation fund or transferred to an account with another financial institution.

It would be administratively easier to transfer a superannuation contribution within a fund. Transferring outside of the fund would involve increased costs that would need to be borne by the member of the splitting fund. In particular the splitting superannuation fund would need to verify that the receiving fund was a complying fund and that the spouse was a member of that fund. 

It is likely that super funds would create a two-tier fee structure with a higher fee being charged for superannuation splitting outside of the fund.

In the case of Cbus a spouse would need to join the fund’s public offering ‘Do It Yourself Super’ in order to receive contributions. 

Cbus opposes Option 1 on the basis that it results significant costs to members of the fund.

Option 2 Annual Split

An annual split is made of superannuation contributions made during the financial year.

It is likely that ongoing management costs for a member splitting a superannuation contribution at the end of a financial year would be lower than the cost of splitting each superannuation contribution as it is received. However a superannuation fund will still need to implement significant system  and administrative changes in order to make splitting possible. These costs will in part be borne by all members of the fund.

This model will only benefit those couples that make decisions to split superannuation during the course of their working lives. Couples who have little knowledge about the superannuation system and who do not seek financial advice during the course of their working lives will not benefit from the legislation. 

This model will create incentives for couples who are likely to end up with combined superannuation account balances of around $234,000 to split superannuation contributions in order to access two low rate thresholds. As a result a greater incentive will exist for couples to take their superannuation as a lump sum rather than as a complying pension. 

This model will create increased needs for financial advice during the course of working lives.  

Option 3 Joint Accounts

Joint accounts are established to receive split superannuation contributions. 

The current superannuation system has been built upon an individual employment relationship and as such Cbus does not offer joint superannuation accounts. The administrative cost of offering joint accounts are likely to be significant. Computer systems would need to be substantially changed in order to accommodate joint accounts. 

Cbus is unable to advise on the overall cost of implementing the required system changes. The fees and charges that would be applied for operating a joint account would need to reflect the cost of establishing the systems structure and operating it.

Cbus is also concerned at the potential difficulties that may arise when one member wishes to close an account while the other wishes to keep it open. This is the least attractive option.

Option 4 Benefits Split

Accrued benefits could be split at any stage including at retirement. 

Option 4 would allow a superannuation benefit to be split after retirement when the splitting spouse could calculate the precise amount to transfer to the receiving spouse to minimise the couple’s combined tax income. 

This option does not disadvantage couples who do not receive financial advice during their working lives and who therefore do not structure their superannuation contributions in order to maximise their financial position in retirement.

This option also minimises the costs borne by superannuation funds that are ultimately passed onto members. 

Cbus considers that because this option introduces the least costs into the superannuation system it is preferable. However if benefits are to be transferred from one party to another at retirement it is questionable why the Federal Government does not simply change the overall Reasonable Benefit Limits and Tax Free Threshold structure and introduce different requirements for couples. 
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