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Submission to the Senate Economics Committee on the

Taxation Laws Amendment (Superannuation Contributions Splitting) Bill 2003

Introduction

Sunsuper is a multi-employer ‘public offer’ superannuation fund.   Sunsuper may be considered a ‘profit-for-members’ fund, as it is not a product of an institution and therefore does not have to bear the costs of intermediary distribution or shareholder dividends.   Our philosophy is to maintain costs to a minimum and to provide members with a flexible superannuation fund on the low fee basis.

Membership of Sunsuper exceeds 600,000.  More than 40,000 employers contribute to Sunsuper.  Accordingly, the introduction of the proposed measures will have a marked impact on Sunsuper and our members.

Implementation Options

We have reviewed each of the four options outlined in Chapter 2 of the Explanatory Memorandum (EM).  

We agree that whilst Option 4 (Benefits Split) offers a number of positives from an administrative perspective, it is not preferred for the reasons outlined in the EM.  For similar reasons, Option 3 (Joint Accounts) is not a preferred option. 

There are many similarities in both Option 1 (Prospective Split) and Option 2 (Annual Split).   

Whilst Option 2 has one transfer of contributions to the receiving spouse each year, this may present difficulties in establishing a final determination of that part of the contributions to be split in favour of the spouse, given movements in the value of the member’s account over the year. 

Option 1 will, where numerous ‘regular’ contributions are made in respect of a member over a year, result in increased administration costs because of the number of transfers.  For reasons of equity, these costs would have to be met by the member and will reduce the cost efficiency of this option.

Overriding Concern

The proposal as outlined in the draft legislation, establishes the basic principle that splitting of the contributions made in respect of a fund member (the ‘splitting spouse’) in favour of the member’s spouse (the ‘receiving spouse’), may be: 

(a) Transferred to an account for the spouse in the existing fund,   or

(b)  Paid to an account for the spouse in another superannuation fund.

We are concerned with the second option, (b) above, and specifically with the potential impact of additional costs on both superannuation funds and members that will arise with the operation of this option. 

These concerns are outlined below.

1. The actual cost associated with the payment of a rollover is often not fully reflected in the cost levied on the transaction.   This cost varies between funds and, across the industry, is probably of the order of $50 to $70.  (Sunsuper’s fee is $30).   The actual cost of the payment may be more than the fee charged when considering the administration involved – calculation, preparation of a member advice, advice to the ATO and of drawing a cheque, plus overheads.

Some retail funds may also apply a termination penalty to cover any commission costs incurred.  (Sunsuper does not pay commissions to intermediaries).

The fee charged excludes any buy/sell differential that may also apply to the release of monies.

The proposed measures are likely to cause an increase in fees applied to rollovers to minimise cross subsidization of the costs associated with splitting contributions to other funds.   Splitting is likely to occur for several years and therefore the higher costs will apply to each contribution split.  The accrued cost of the transfer alone over a spouse’s membership may therefore become quite considerable.  

2. It is likely that some funds may increase the fee payable to rollover (as per 1 above), to a level that discourages the splitting of contributions to other funds.   

This would be more likely with a retail fund where an intermediary has an asset-based commission incentive to retain funds under management. 

3. The splitting of contributions to another fund may also result in the receiving spouse paying higher ongoing membership fees than would otherwise apply.   This is particularly the case where the receiving spouse is a member of a retail fund.

The fees of retail funds are generally much higher than those applicable to members of industry, public sector and corporate funds.   

The higher fees in this situation will have the effect of reducing the receiving spouse’s retirement benefit below the level that would have applied had the splitting of contributions occurred under option (a) above. 

Note:  It may be necessary for some corporate funds to broaden their eligibility requirements to permit spouse membership.

Recommendation

The outcomes outlined in points 1,2 and 3 above highlight our concerns with the proposed option of having split contributions directed to another fund – option (b) above, regardless of which of the four (4) operational options (as outlined in the EM), is adopted.

Having regard to the Government’s objective, as outlined in the Explanatory Memorandum, that the initiative will be of particular benefit to low income and non-working spouses, the containment of costs is important to ensure that the receiving spouse enjoys the best possible outcome.

Whilst in some circumstances this may not be an issue, the availability of option (b) increases the likelihood of members, both the splitting spouse and the receiving spouse, being exposed to higher fees that will only serve to reduce the effectiveness of the Government’s objectives and may lead to consumer criticism.   

Splitting will also benefit medium and higher income earners.  Similar cost implications will also arise where contributions are split to another fund.

The facility to split to another fund also places a responsibility on the administrator of the splitting fund to check the complying status of the receiving fund before transferring monies.   The costs associated with this would be saved if ‘splitting’ was limited to option (a). 

Accordingly, it is our recommendation to the Committee that, to achieve the Government’s objective to maximise benefits for families, the splitting of contributions should be limited to accounts for receiving spouse setup in the ‘splitting member’s’ fund.

This restriction can also be expected to improve the quality of advice given to families in this regard as it will help to reduce the effect of commissions and related factors (eg. incentives) associated with the advisory market. 
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