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Making superannuation work for low and middie income-earners

> Although the Superannuation Guarantee fails to achieve comparable levels of income replace-
ment for high income-earners, this is not-an appropriate role for a compulsory savings regime,

It wolld be impr'a't:tic_a{'ét'p set diﬁerent'Su_pérah'nuaticm Guarantee contribution rates for

different groups in the population, The forégoing points suggest that the compulsory retire-
ment savings requirement should be somewhat less than 9% of earnings.

‘;f

»  There is a strong case for broadening the scope of compulsory saving, and taxation support for
saving, to lofig-term savings needs other than" retirément. These long-term savings needs
include home purchase, income maintenance while a parent withdraws from the paid workforce
to care for a child, further éducaﬁon_and training, and for low wage-eamers the purchase of
necessary assets such as cars ahd_refrig’ératcrs_’_(_to_ help them avoid excessive debt levals).

> If an more broadly-based system of compulsory long-term saving were establishad along these
lines, there would be case for raising th_e__Supe_rar}nuation Guarantee level above 9%, proyided
the proportion of earnings required to be set aside for retirement purposes does not exceed 9%
(indeed, it should be tess than this, at least for low income-earners). .

Y

On the other hand, those savings 5l eairm'a:rke'd for retirement purposes should be more

strictly preserved for that purpose. The present systam inappropriately encourages early retire-

An integrated Lifelong Savings System

ACOSS proposes breadening the present superannuation system to embrace a wider range of long-

term savings needs: This integrated Lifelong Savings System would includer v '

> compulsory long-term saving;

> taxation support for compulsory saving, and a modest level of additional voluntary saving,
through the proposed Long-term Savings Rebate.

The proposed system wauld have following key features. It should be noted that the amounts used
below {the Superannuation Guarantee level, and the ceilings on pre-retirement and post-retirement
tump sum benefits) are iilustrative only:

" In respect of middle income-earners, this assessiment is based on a presumption that a reasonable retirement
income target for the computsory savings system would imply a madest reductiorn in Byving standards after
retirement. Those who wish to maintain exactly the same Hving standards after,retirement as thase enjoyed
during working life (or more) can stll save voluntarily to that end. o
Loy;_incame_«eam_e_rs_ are disadvantaged by the present sdperannuation system in three ways: they are forced to
set aside an excessive proportion of their limited earnings for retirement, they receive little taxation support for
this, and a targe part of the resulting incraase in their retirement income is clawed back under the Age Pension
income tast. o




Matking superannuation work for low and middie income-earners.

Part 1: The taxation trea

tment of
superannuation R

1.1 On what basis should superannuation be taxed?
There are two alternative approaches that ¢an be taken to taxing retirement savings: expenditure
tax treatment or income tax treatment.

Some argue that expenditure {or consumption) tax treatment should apply.” Under "pure”
expenditure tax treatment:

> existing taxes would be removed from contribitions and personal contributions would he tax
deductible: ' '

> ekist%_ng:_ta%es_ would be removed from fund _garh;'ﬁgs; o

> behéﬁt_s_»yauici be taxed at standard personal income tax rates.

This is akin to taxing consumption rather than income.

The alternative approach is income tax treatment. Under "pure” income tax treatment:

*  contrbutions would be made from after-tax eamings (so that em ployer contributions would be
taxed in the hands of the employer at the appropriate marginal tax rate rather than a flat rate
of 15% in the hands of the fund);

*  Jfund eamings would he taxed at the appropriate marginal tax rate for each investor;
*  benefits would not be taxed, at-least until they are re-invested to vield an income stream,
This is akin to the current tax treatment of investments in bank savings accounts,

The present superannuation tax system is a hybrid in which tax applies at each of the three stages

listed above™:

» Employer contributions are taxed at the flat rate of 15% in the hands of the fund, while other
contributions made from after-tax income attract various tax concessions, and a 15% surcharge
applies to contributions made on behatf of high income-earners;

Fund earnings are generally taxed at the flat rate of 15%;

v

»  Benefits are taxed at a range of different tax rates, depending on the mix of contributions from
which they are derived, the form of benefit paid (tump sum or pension}, and the overall level
of the benefit.

¥ ¥nox {1996}, F%tzgeraid (2996), ASFA (1998}
“ For a more detailed description of the present system, see Attachment B,
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1.2 Existing tax concessions for superannuation generally

The annual cost of superannuation tax concessions, based on an incomie tax benchmark, was
estimated by the Treasury to be $9.5 billion in 2001-02" (Table 1). This is equivalent to around
60% of expenditure on Age Pensions, or ail Federal Government expenditure on hospitals and
ancillary health care services.

Table 1:

Tax concessions for superannuation in 2001-02

| Contributy

! Contributions: e S

| flat 15% tax on employer contribitions * o $4,530m |
: . L ;

$190m

S

$i5m

{ deduction for self empioyed/un-supported
[
| 10% rebate for low jncome earners

T 18% rebate for contributions on behalf of low income spouse | ALN $10m

} Under-faxation of un-funded uimy suris (minus tax on funded benefits)

| Total; _

Subtotal: } 4,745m |
[ ' S I —
| Fund earnings: T : - . -
| flat 15% tax on fund earnings *

[ Lapital Gains Tax concessions. e .

! Sub-total:

! Benefits: L o S J _ .

Sotree: Treasury, Tax Expenditure Statement (2001)

*Compared with a benchmark incone tax at the marginal rate of each fund member, plus Medicare Levy,

Table 1 shows that the flat 15% taxes on em ployer contributions and fund earnings are the largest
of these tax concessions. Ag we argue below, these flat taxes mean a targe tax saving to individuals
on the highest marginal income tax rates, but offer little relief from taxation for those on lower
marginat tax rates. They are therefore Righly regressive,

The major problem with the tax treatment of benefits is the excessively generous Reasonable
Benefit Limits (RBLs), especiatly for lump sums. The present RBLs are $529,000 for lump sums and
$1,058,742 for pensions.
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Graph 1
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Source: Rothman G, Assessing the taxation adventages of supgrannuation, Retirement Income Modelling Group
{2000)." _ : :

Graph 1 shows that:

» an individual on the top marginal tax jate throughout Wo_rkin‘g_ life doubles his or her retire-
ment benefit, due to the tax advantages of investing in superannuation;

> ah_ i%’zdi'vid_uét__oh the {_owes__t:_:f:ak'_ratef: fo%'{h'_e_ First ﬁ\:e years, _and the 30% rate thereafter, boosts
his or her retirement benefit by about 30%; '

* This graph shows the relative tax advantage associated with employer superannuation contributions. It compares
the retirement benefits obtained by __individ_ﬂa_ts on different marginal tax rates from compulsory employer
superannuation centribytions (2t the maximum superannuation guarantee level of 9% throughout working life)
with these obtained from an altérmative investment strategy in which tha same amolnts are investad {after tax)
in 2 balanced partfolio that achieves the same rate of return (before tax). The graph shows the net increase in
retirement benefits arising from irivestment in superanniuation, compared with the alternative investment
erategy. : e > : ReLEE Wi he
It is assumed that all cases are within age contribution and RBL limits, and that all henefits are taken as a post-
preservation age ETP and that the full 16.5% tay rate applies above the ETP tax free threshold {where the
threshold applies). This under-estimates the relative tax benefits of superannuation. All taxes applying to
Superannuation and the alternative investment strategy are modelled, including taxes on contributions, invest.
ment income, and benefits,

The various Hines refer to the marginal personal income tax rate of the person , with say, 31.5, meaning this
marginal tax rate applies throughout the persons werking life, The 48.5 tine has the persor paying this marginal
tax rate and the full surcharge throughout their working life. The 18.5+31.5 case has the person on the 18.5%
marginal personal tax rate for the first § years of their working life, followed by 30 vears.of work at 31.5%, and
the rest of working life at 18.5%, o '
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> an individual on the lowest marginal tax rate throughout working life rate boosts his or her
retirement benefit by less than 10%.

The greater proportional  advantage aceruihg to high income-earnars is not due to the fact that
high income-earners invest more dollars in superannuation.” Rather, it reflects the regressive
character of the tax subsidies for superanpnuation. The principal culprits are the flat 15% taxes on
employer contributions and fund earnings, which account for over 90% of the total cost to reverua
of all superanniuation tax concessions,

1.3 Existing tax concessions for superannuation
contributions

We focus in the remainder of this part on tax concessions for contributions on the grounds that:

»  These tax subsidies are among the most inequitable, wasteful and complex of all superannua-
tion tax coencessions.

v

They cost $4.7 Billion per annum in 2000-01, roughly haif the overall cost of superannuation
tax concessions in that year. Co o L

b7

They undermine the integrity of the Pay As You Go personat income tax system by encouraging
tax avoidance through salary sacrifice arrangenients.

v

it is possible to replace them with a more equitable system without increasing the complexity
of the system.” In particular, there would be no need for grand-fathering arrangements,

There are currently five different tax treatments for superannuation contributions, dependirig on
the source and destination of the contributions:

1. Employer contributions are generally made from before-tax earnings and taxed at the fiat rate

of 15% in the hands of the fund,’

2. Employee contributions are generatly made from after-tax earnings and attract a small rebate of
10% of contributions up to $1,000 annually for employées with incomes ‘below $31,000 per
annum. ' :

3. Contributions by self employed people {and employees who receive minimal employer superan-
nuation support) are genetally made from after-tax earnings ‘and attract a full tax deduction

for contributions of up to $3,000 per annum, and a 75% tax deduction for additional deduc-

tons up to the Maximum Deductible Contribution limits described below,

4. Contributions made on ':b"éﬁatf_ of 2 l’é_w-fnc()me_;pousé'aré generally made from the after-tax
income of a higher-income partner, wha is entitled to a tax rebate of 18% for contributions of
up to $3,000C per annum.

“ The higher absalute levet of saving Ey high income-earners is not measured in the Graph.
The proposed reforms would greatly simplify the tax treatment of superannuation contributions and render the
public subsidies involved more transparent.




Making superannuation work for low and middie income-earners

5. Contributions made by or on behalf of an individual on a very high income attract a maximum
additionat surcharge of 15% {where the individual has an income above $104,000 per annum)
or a lesser proportion where his or her income falls betwaen $85,000 and $104,000 per annum.

in addition, employer contributions up to the following annual Maximum- Deductible Contribution
tmits are treated as a business expense and therefore attract a tax deduction in the hands of the
employer ¥

# for individuals up to 35 years old, $11,912
> forindividuals from 35-49 years old, $33,087
» for individuals 50 years or over, $82,054.

By far the mast costly of these five tax concessions is the flat 15% tix on e.'mployer contiibutions,
This costs the Federal Budget $4.5 Billion in 2000-01, out of a total of §4.7 Billion for all tax
concessions for superannuation contributions, In the following discussion of the equity, adequacy,

efficiency, and complexity of existing tax subsidies for superannuation ‘contributions, we focus
mainly on the flat 15% tax on employer contributions,

Equity.

The present flat rate tax on employer contributions is an upside-down tax subsidy. Due to the way
in which it interacts with our progressive personat income tax system, it provides up to fifteen
times the level of public support for superannuation saving {per dollar contributed) for high
income-garners, than for low income-earners,

The effect is akin to replacing the present pfég%gsﬁivé'fék__éysféh?' with a flat 15% tax.

This is itlustrated in Table 2. Although the superannuation surcharge claws back some of this fax
subsidy for individuals on very high incomes (above $85,242), it only reaches its peak level of 15%
once a tax-payer earns more than $103,507. In 1998, less than 3% of wage-earning tax-payers
earned more than $85,000 and less than 2% eamned more than $103,507. ©

Even where the surcharge apphes at its maximum rate of 15%, the tax subsidy is higher per-dollar
invested than that available to either low or middle income-earners, -

* Further, FBT does not apely to superannuation contributions.
¥ Taxation Statistics {1998-99},
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Table 2

Effective tax subsidy per dollar of employer contributions

; |

; Income $6,001-$20,000 - | $20,001- $50,000 - $50,001- $60,000 | $60,001- $85,242 | $103,507«

| Marginal tax rate” | 17-18.5% 31.5% 43.5% 48.5% 48.5% ;
i | £
; - . — -

‘J Tax subsidy per ; 2-3.5 cents 16.5 cenis 28.5 cents 33.5 cents 18.5 cents

f dollar contributed g o _ ; "

! | ! i

Graph 2 shows the distributional effects of two of the current tax concessions for superannuation
contributions:

.

> the flat 15% tax on employer contributions; and |

> the 10% rebate for personal contributions by low ihcor’ne—eamers.

The graph is based on the hypothetical example of individuats on different income levels who
receive 8% of earnings in employer contributions and contribute another 2% themselves. It

understates tax concessions for superannuation - especially for high income-earners - since it
iginores the benefits of the flat 15% tax rate on fund earnings.

Graph 2.
Annual tax concessions for superannuation
contributions - present system
52,800 o e T 30%
$2,000 T 25%
+ 20%
$1.500 1
- 15%
$1,000
/ + 10%
$500 e 5o,
30 : 0%

$20,000  $30,000  $40.000 $60,000  $80,000 $100,000

: in doltars per year (left hand side)
—+—~as a % of contributions (right hand side)

Source: ACOSS calculations®

" Includes Medicare levy. Many tax-payers on the iowest marginal tax rate are exempted from the levy,




Making superannuation work for low and middte income-earners

The outcomes are that:

*  Atax-payer on $20,000 saves just $96 per annum in tax, or 5% of contributions;
* A tax-payer on $40,000 s'é.vés $528 per.annum.:in t.aix, or 13% of contn'buﬁons;

* A tax-payer on $80,000 saves $2,144 per annum in tax, or 27% of contributions;
*  Atax-payer on $100,000 saves $1,480 per annum in 't.ax, or 15% of contributions.

The flat 15% tax on employer céht'ribations skews the tax subsidies p’e_r-do._l[ar~co_n_tributed towards
those on higher incomes. The surcharge injects an element of equity into the system, but it only
effects the top 3% of wage-eamers, Moreover, even a_high income-earner paying the full 159

surcharge is Likely to receive a greater public subsidy per-do[lar—contrébutéd than an individual on
an average full-time wage, . '

We estimate that roughly half the $4.7 billion of annual tax concessions for contributions accrues
to high income-earners;

» More than half accrue to ta)k;payers on iricomes of '$50,000 or moré (the top one sixth of

employees and self e{ﬁp_i__c_;__yéd People receiving superannuation contribiitions).
> More than one third accrue to those on $6C,000 or mora (the top one tenth).

The present system of tax subsidies for superannuation contributions has other inequitable
features: - o o - '

# There is a strang tax bias in favour of satary sacrifice arrangements (in which earnings
ordinarily taxed at the appropriate marginal rate are converted into employer superannuation
contributions taxed at a flat 15 or 30%). This favours high income-earners since relativety few
people on [ow to middle-incomes have access tq salary sacrifice arrangements. It also disad-
vantages self-employed. peopie, except those. who. restructura their affairs through private

- companies to pay themselves g salary. . :

w
ot
o
m .
M
[ne
o
£l
o
<
e I
N
=
[a)
-
(¥4
D
0
s §
ey
o
o
=
o
[
jra ]
iy
3
273
o
=5
=
[
fos 1l
[{2]
=3
b
=
[axad
(%4}
=
1]
-
[
e |
oI
=
U
"
—
=
i
]
3
D
(%33
=
o
[w]
™
jat]
s §
R
g
fwy
~+
G

_contributions from spauses canngt resbive_ the inequiﬁ_és: associated with _the_di_sadva_r;taged
position of women. in the paid workforce. This problem is best resclved by increasing women's

earnings over the [ife.'cyc_ie, improving tax support for superannuation saving by low paid work-
&rs generally, and improving the Age Pension,

On equity grounds, tax subsidies for super_énnuatibn s_ﬁ_b:u_Ld' offer at least the Sqm.e_' fevel of Support
per dollar contributed to people on low incomes as that available to those on higher incomes.

Assumptions; Al tax-payers receive 89, contributiors from emiployers and contribute an additional 2%
themselves, Current income tax scaie applies.

Current tax treatment of contributions: Employer contributions taxed at 15% {30% for incomes above about
$100,000), Employee contributions attract a rebate of 109, up to $1,000 of contributions, restricted to tax-
Payers on less than $31,000,

Note: This graph does not take account of the tax concessions for superannuation fund earnings or henefits,
which are also very genarous for high income-2arners, For example, there is a flat rate tax of 15% on fund
earnings instead of the much Frigher marginal tax rate that would otherwise apply to high income-earners. It
therefore considerably under-states the overall tax subsidies availaple to high income-earners,

“ Richardson § {1998).
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Indeed, equity principles suggest that in overall terms, pubtic retirement income subsidies should
be:

= higher as g proportion to Income for low income-earners, to help them achieve a minimum
income level after retirement that i¢ consistent with a decent standard of tiving:

¥ capped in the case of high income-earners so that the public purse does not subsidise luxuripus
levels of retirement income, or large bequests.

Some argue that it is the function of the Age Pension, not superannuation tax concessions, to

inject equity into public support for retirement incomes. According to this view, these two

elements of the of the retifemerit income support systém have different functions. The Age Pension
is designed to place a figor under retirement incomes, 1t is therefore targeted towards those with
the lowest retirement incomes. Tax concéssions cannot replicate this fiinction since their purpose
1s to support compulsory saving and encourage voluntary saving. Thereforé, these two elements of
the system should be targeted differently.

This argument makes sense. However, it does ot logically follew that superannuation tax
cencessions do not have to be equitable, or that the Age Pension alone should shoulder the
responsibility for ensuring that retirement income subsidies are fairly distributed. Each element of
the retirement income support system should be designed in an equitable way. Moreover, as we
argue below, it is also economically efficient to target superannuation tax.concessions towards low
and middie-earners,

There 1s no sound policy reason to offer large tax subsidies to high income-earners to save through
superannuation, as we presently do.

Adeguacy -

We comment in more detail ol ‘retirement income "édeq'uacy in the Part 2 of this subfission. Here
we briefly examine the role of Maximum Deductible Contribution timits and ‘Reasonabla Benefit
Limits and in capping the overall annual and tifetime value of superannuation tax concessions

The Maximim' Deductible Contribution Gmits cap the valué of annual tax deductions for emptoyers
making contribiitions on behatf of -each of their employees, and " those for self ‘employed people
‘making personal contributions. Tn theory, they cap the valué of tax concessionis in order to ensure
that luxurious retirement living standards are not publicly subsidised. However, in practice they are
well in excess of the benefits or contributions required to' achieve a decent retirement income.

The present maximum contribution limits for persons aged less than 35, 35-49, and 50 or above are
gquivalent to 28%, 78%, arid 193% (respectively) of average ordinary-time eatnings.”

The maximum contribution limit for a person aged 35-49 years would (over a period of 40 years)
yield a retirement income of well ovar twice average earnings - an income level onty attained by
the top 5% of wage-earning tax-payers.
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The Reasonable Benefit Limits {(RBLs) for iump:su_ms and pensions were described above. These
limits do fittle to constrain the overatl level of tax subsidies for superannuation. The RBL for
pensions - $1,058,742 - would yield a reﬁremen‘t'inéc_;_m__e:ab_p'vé average earmings for a single male.

The generosity of the present tax subsidies available to high éncome»eamers_canno_t be justified on
the grounds that thay are neéeded to ensire an adequate income in' retiremant. In particilar, tax
subsidies for superannuation contributions should be capped at a much lower level.

Efficiency

By "efficiency” we mean the cost-effectiveness of tax concessions in boosting private saving
(including consideration of transaction costs), and the avoidance of undesirable distortions to
business and investment decisions %

Those features which make the present tax toncessions inequitable - especially their targeting in
favour of high income-earners - atso render them inefficient.

The ftat 15% tax on employer contributions is inefficient and wasteful as 3 subsidy te support and
enceurage retirement saving because (as noted above): - '

> "Mést high income-earners are tikely to' save for retirement and achieve an adequate post-
retirement income without tax incentives,” '

#  They are urilikely to be entitted to an age pension on retirement.

Indeed, many of the current generation of self-styled “independent” or “self funded” retirees have
received more in superannuation tax _sgbsidi_es__qve_r their Eifg;im_e_ than the_y would have received in
retirement on the maximum rate age pension. This is due to the generosity of the current tax

It might be .argg'éd'ti}at;fax mcentwesfor supér'a'nﬂu'éﬁ'q'n gdnt_ﬁ_ﬁbuﬁbhs are not needed at al| since
9% of earnings will soon he compulsorily saved for réﬁrgmeﬁﬁ;_p:urppses, We do not agree, It would
not be fair to force employeas to forego a significant part of their past and future wage increases?,

in the absence of public subsidies for saving through superannuation. Under these circumstances,

Therefore, the tax system should support compulsory long-term saving.

“ The latter issues are addressed in the next section of this submission,
“* High income-garners are very likely to save to achieve an adequate income in retirement in the absence of these

tikely to be to shift the savings of high income-earners from other vehicles to superannuation, See Edey &
Britten-Jongs {1990}, Fitzgerald & Harper {1992}, Graveile {1991},

" This tax treatment sl extends to benefits arising from pre-1583 contributions. Gnly 5% of such benefits are
normally taxed; a far more generaus system than the present tax treatment of benefits, :

z Although Superanpuation Guarantee contributions are neminatly paid by employers, most of this cost is orobably
borne ultimately by employess in the form of lower wage increases. See Freebairn (1997,
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it should also modestly support voluntary saving beyond compulsory saving requirements. This is
also controversial. As argued above, voluntary savings incentives are likely to_have little impact on
aggregate private saving levels. Instead, they mainly encourage peaple to shift their savings into
the most tax-preferred vehicles. This is especially so among high income-earners.

Ne_syerth_él_ess, tax incentives ha\._'é a modest role.fa play in encouraging voluntary saving, provided
they are properly targeted to those with the lowest propensity to save: low and middie income-
earners.,

As we have shown, the present system targets tax subsidies towards high income-earners. However,
an optimal tax incentive to boost saving for retirement (or long-term saving generally) is one that:

» offers a higher subsidy per-dollar-invested for low and middle income earners than for high
income-earners;

# is capped to prevent wasteage of public revenue on excessive subsidies for figh income-
earners {who are more likely to save anyway);

»  supports compulsory saving;
» treats contributions from different sources‘coh_sistenﬂy;

» s paid into the fund rather than being returned to the tax-payer each year, so that it directly
boosts long-term saving.® '

Simplicity and transparency

stem of tax subsidies for superannuation contributions is’ extraordinarity complex,

The present sy | | ontributions is finarily o
with five différent tax treatments according to the source and beneficiary of the contributions.

The ultimate source of this complexity is the fact that employer contributions can be made from
pre-tax income while other contributions are gererally made from after-tax income. As long as this
inconsisténcy remains, it is not possible to equatise the tax treatment of differént” contributions
without allowing full income tax deductability for non-employer contributions (which would be very
costly and mainily benefit high income-earners), ' o h

This inconsistent tax treatment of contributions means that: - -
»  Employees have strong incentives to enter into salary sacrifice arrangements; -

»  Self employed people have strong incentives to incorporate so that they can pay themselves a
wage and sacrifice part of this far suiperannuation contributions.

Business structures and decisions are thereby distorted hy the tax treatment of superannuation, to
the detriment of economic efficiency. Moreover, these distortions (such as salary sacrifice
arrangements) add to transaction costs.

A more serfous problem is that the -majority of superannuation fund- members do not understand
how superannuation tax concessions work, or the extent to which they benefit fram them.

A further problem with the present tax treatment of superannuation from an efficiency perspective relates to the
treatment of lump sum benefits. The high Reasanable Benefit Limit far tump sum retirement benefits {currently
$525,000) encowrages the "teakage” of retirement saving through large lump sum paymerts.
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There would be few examples of social programs. on which the Government spends almost $5 bff!fo_n per
annum, vet most of the beneficiories are unawgre of it. :

A simpler and more transparent system of tax concessions for superannuation contributions would
improve public understanding and debate on their design and distribution, reveal any excessive
subsidies to the well-off, strengthen public support for compulsory superannuation contributions,
and encourage more low and middle income-earners to contribute voluntarily. It is also likely to
attract broad popular support :

1.4 A Long-term Savings Rebate

ACOSS proposes a restructure of the present tax treatment of stperannuation contributions along
the following lines. The key feature of the proposed system is'the_ introduction of 3 Long-term
Savings Rebate to replace ail existing tax concessions for contributions:

contributions in the hands of the fund (the 159, contributions tax and the superannuation
surcharge) would be abolished.

end of every tax year,

3. Contributions would attract the same annual rebate of tax regardiess of their source, the
income level of the individyal concerned, and whether they are compulsory or voluntary,” The
existing low-income employee contributions rebate, deductions for self employed people, and
Spouse contributions rebate, would be abolished.

4. The new rebate would be a percentage of contributions rather than a flat rate. The percentage
would be high encugh to support compulsory superannuation saving and encourage voluntary
contributions, without raising the overall cost of tax concessions.

6. The proposed rebate would have two tiers. At low contribution levels it would be a co-
contribution. Above that, a rebate would apply up to the cap described above. For exampla, the
Rebate could be 100% of contributions up to 0.5% of average weekly ordinary time earnings
(AWOTE), plus 20% of additional contributions up to 11% of average earnings.”

7 In the case of defined benefit funds, a similar actuarial methodology to that which is currently used to calculate
superannuation surcharge amounts could apply,
Stnce AWOTE was approximately $£3.000 in February 2002, these contribution levels are currently $215 and
54,730 respectively. The 119, of average earnings is based o the 8% Superannuation Guararttee plus 3% to
Encaurage voluntary saving. On his basis, the cap would rise to 129 of AWGTE onice the Superannuation Guaran-
tee requirement reaches 9% of earnings.
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7. The present tax treatment of fund earnings and benefits could remain in place. This means that
the tax treatment of superannuation would stll be highly concessional for high income-earners,
due mainly to the flat 15% tax on fund earnings.”

8. The current tax treatment of benefits would also remain in place, except that ump sum
‘Tetirement benefits above the lavel of the tax-freé threshold for such benefits {currently
$106,000) would either be prohibited or taxed at a penal rate. This would reduce "leakage” of
retirement savings and encourage greater use of complying pensions.

The example of a Long-term Savings Rebate described in point 6 above is only illustrative, The
rebate could be targeted differently. By increasing the percentage and reducing the cap, it could
be targeted more towards low income-earners. By lowering ‘the percentage and raising the cap it
could be targeted more towards higher income-earners.

Significantly, the new arrangements would only apply to c;dh'tributi_cns made after the date of their
implementation. There would be no need for any grand-fathering arrangements.

A reform in which the present tax concessions for contributions were replaced by the illustrative
Long-term Savirigs Rebate 'd'e's;ribe_'d above would be broadly revenue-neutral.

Equity effects of the proposed system

Graph 3 compares the annual dollar.value of the illustrative Long-term Savings Rebate with the tax
concessions for contributions available under the present system. The underlying assumptions are
the same as for Graph 2 abave.” [ should be noted that this undersiates the volue of superannuation
tax concessions -+ especially for high ‘income-earners: since. it ignores the highly concessional tax
treatment of fund earnings, : R :

" B cost to revenue is equivalent to that of the concessional 15% tax rate on employer contributions.
* Thatis, each tex-payer raceives 8% of garnings in employer contributions and makes voluntary contributions of
2% of earnings,
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Annual tax breaks for superannuation contributions:
existing system compared with Long{érm"Sa_vf'n'gg Rébat_e_(doﬁz:fa_rs per annumy)

e B }
B Existing is'ys_tem ($pa)

$2,000 EAIternatéif:é':system $pa)
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Saurce: ACOSS, ca.{_'cul'atiom. =

> Under 4 progressive tax treatment of Superannuation contri

ssive on contributions, the tax subsidy would fall
(in Propertion to income) as f'n_cg'_m'e rises. The ACOSS illustrative proposal is progre$sz've.

» Under a regressive tax treatment of superannuation _co'_nfrib'utio_hs, the tax *s'u‘b_s‘fdy_}youl_d rise
{in proportion to income) as income Fises. The existing system is regressive. © 1

Assumptions: All tax-payers receive 8%, contributions fr
themsetves, Currant ncome tax scale applies. AWE was $43,000 in February 2002,

Current tax treatment of contributions; Employer contributions taxed at 15% (o7 30% for incomes above ahout
$100,000). Employes contributions attract a rebats of 10%, up to $1,000 of contribitions, restricted to tax-
bavers oi less than $31,000.

Froposed tax rebate; The proposed rebate js set 2t 100% of all contributions up o 0.5% of average full-time

earnings {$215 in 20023, plus 20% of additional contributions Up to an annual limit of 119 of average earnings
{34730 1in 2002). It replaces the above tax concessions for contribytions {employer contributions are taxed
through the pavg system at the relevant marginal rate of

ncome tax),
Note: This graph does not take account of the tax concessions for superannyation fund earnings or benefits,
which are alsg particitarly generous for high income-earners, For example, there is a flat rate tax of 15% an
fund earnings instead of the much higher marginal tax rate that would otherwise apply. This means that a1

though the propesed system would reduce tax concessions for high incoing-earners significantly, it viould still
offer them substantial incentives to save, : B : e

om employers and contribute an additional 2%,




Fairness and Flexibility:

Graph 4
 Annual tax breaks for superannuation contributions:
existing system compared with Long-term Savings Rebate
309 (% of contributions)
Q . } .
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Source: ACDSS calculations -
Incentive effects of the proposed system

avings rebate on incentives for voluntary saving by employess. Tt shows the maximun level of

voluntary contributions” that would attract the current 10% rebate for employee contributions and
the proposed 20% Long-term Savings Rebate. These maximum contribition levels are expressed as
a percentage of gross earnings. T ' -

Graph 5 gives an indication of the effect of the present system™ and the illustrative Long-term
S ot ]

" Specifically, the existing 10% rebate for employee contributions.. .
" Beyond Superannuation Guarantee levels, that is 8% of earnings.
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Graph 5
Maximum annual employee contributions attracting tax rebates:
existing rebate and Long-term Savings Rebate
20% (% of income) N
(] il :
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< HEmployee contributions attracting ‘altérnative 20% rebate

Source! ACOSS calculations™

This graph shows that the proposed rebate would provide much more generous support for
voluntary contributions made by low incomie-sarnars than the present system: o

» In the case of a person on $20,000 voluntary ‘contributions of up to 16% of income would
attract the Long-term Savings Rebate, compared with 5% under the present system.

» In the case of a person on $30,000 voluntary contributions of up to 8% of income would
atfract the proposed rebate, compared with 1% urider the present system.

» In the case of a person on $40,000 voluntary contributions of up to 4% of income would
attract the proposed rebate, compared with no support at all from the present system.

» In the case of a person on $60,000 or more, no voluntary contributions would attract the
..proposed rebate, as is the case under the present system,

In theory, the present system offers additional sﬂp_p'dr_"t; for voluntary contributions uhder satary
sacrifice arrangemernits. In practice, as argued above, this 1§ largely confined to high income-
earners,

As Graph 5 shows, the proposed Rebate would efficiently target incentives for voluntary saving to
people on low and middle incomes - the groups with the lowest propensity to save in the absence
of tax incentives. This is the outcome of applying a flat dollar contributions cap to the proposed
rebate. As income rises, compulsory superannuation quarantee contributions would make up a

* Assumptions are the same as for Graph 3 above, Note that compulsory superannuation guarantee contributions are
also subsidied by the proposed Rebats, though this is not shown here,
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higher proportion of rebateable contributions (100% in the case of a parson on $60.000 or more).
This would leave ltess scope for the subsidisation of voluntary saving. Of course, the level of the cap
coutd be varied to target this savings incentive in different ways.

Overall effects of the proposed system

In overall terms, the proposed Long-term Savings Rebate would target tax subsidies more equitably
and efficently (towards people on lower incomes), reduce waste, and inject :an element of
simplicity and transparency into the superannuation system. G

The Tlustrative Long-term Savings Rebate described above would leave the vast mi;jbﬁty af people
earning less than $60,000 better off”, without any additional cost to Government since it is broadly
revenue-neutral. e

However, it could be targeted in different ways, if desired.
it is important to note that in the above graphs, we only m.ﬁ:dél the taX"'”tfrjéa_tment' of contributions.

Stnce the flat 15% tax on fund earnings would remain in pldce, superannuation would still be an
attractive long-term savings.vehicle for-many high income-earners.

1.5 Comments on the Government's proposed changes

We comment briefly here on four of the Government's proposad changes to the tax treatment of
superannuation:

» 1o réduce the .saperéﬁéuatior} .-;suf:éhérge. for hi.gh 5&;6&_1&* earée.r.s.;.

to allow couples to split superannuation contributions;. .

v

> toreplace the rebate for contributions by low income employees:

Y.

to require employers tc:' make _'qt',ta'r'te?[y sgpe_fa:hn'u:é%igh Q_'ua'_rantee payments [_'jase_d on quarterly
earnings. ' ) ' - ' ' '

Superannuation surcharge reduction

The Government proposes to reduce the superanniuation Suf'charge for contributiens made on behalf
of high income-earners (those on more than $85,000. per year) from a maximum of 15% down to
10.5% over the next 3 years, at a cost to revenue of $200 mitlion annually by 2005-06.

This proposal is simply a tax cut for high income-earners. Onty the 5% of wage-eaming fax-payers
on more than $85,000 would benefit.

The pfgpesa[ does not resolve the inequities of the present tax treatment of superannuation, or the

complexity and high administration costs associated with the surcharde.

* See Graph 3 above.
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We do not suppert alternative proposals to reduce the tax rate on employer contributions generally,
as this would neither improve equity nor reduce revenue wasteage within the present tax treatment
of superannuation, '

Either the system should bé fu:nd.é.:?ﬁ'ént'a{ly reformed along the lines proposed above, or the 15%
surcharge should remain in place.

Splitting of superannuation contributions

The Government proposes that .superanﬂu.a.tion fund members be atlowed to sﬁ(if: their cantribu-
Hons with their spouse, thereby potentially doubling their Reasonable Benefit Limits {RBL).

This would mainly benefit high income-earners who are in the best position to afford to split their
contributions and have the strongest incentive to do so (as they approach RBLs).

ACOSS opposes this proposal. Instead, a two-tier Long-term Savings Rebate along the lines
propoesed.above would substantially benefit low wage-earners, the majority of whom are women. It
would also assist more women to achieve a greater degree of financial independence from their
pariners, o SR ce _

Replacement of rebate for tow income-earners

The Government proposes to replace the present 10% rebate for personal contributions of up to
$1,000 per vear by individuals earning less than $31,000 with a matching - co-contribution of
$1,000 for those earning less than $20,000 (falling to zero at an income of $32,500).

Although a co-contribution-of -up to $1,000 is-much more generous than the present 10% rebate
the maximum amount will apply to much fewer employees so that the Government anticipates
saving $10 million per year as a result of this change.

If a co-contribution is £o bé introduced, it should extend higher up the income scale, and should
be fully funded by reducing tax concessions for high income-earners. -

Quarterly Superannuation Guarantee contributions

The Government proposes that employefs make Supéranriuation guarantee contribitions on a
quarterly rather than an annual basis, but that the income threshold above which these must be
made be liberatised. Instead of a threshold of $450 per month, a threshold of $1,350 per quarter
would apply. '

This_. h_a_s _t'he potential to _disér_éfran'chiseéa_rge h_ufn_be_ré of part time and casual workers, as
employers could manipulate rosters to avoid their superannuation guarantee obligations.

On the other hand, a system of quarterly payments based on monthly income is supperted, as this
would help improve compliance with superannuation guarantes obligations. '






