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Australian Institute of Superannuation Trustees (AIST)

The Australian Institute of Superannuation Trustees (AIST) is a national independent member organisation for representative Trustees of not for profit superannuation funds, including public sector, corporate and industry funds.  AIST’s membership of approximately 900 comes from the full diversity of fund types and sizes.

AIST’s mission is to provide training, education, information and other support to assist Trustees to achieve the highest possible standards in the performance of their fiduciary duties.

The Institute represents the interests of its members to government, the industry and the community.

AIST is pleased to have the opportunity to provide a submission into the Senate Select Committee Inquiry into Superannuation and standards of living in retirement.  If you have any questions regarding this submission or would like further information about AIST contact:

Susan Ryan AO (President)

AIST 

Level 29, Casselden Place

2 Lonsdale Street

MELBOURNE VIC 3000

Telephone: (03) 9923 7122

Fax: (03) 9657 4301

Email: info@aist.asn.au
Website: www.aist.asn.au
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 Executive Summary

1. The Australian Institute of Superannuation Trustees (AIST) is a national independent member organisation for representative Trustees of not for profit superannuation funds, including public sector, corporate and industry funds.  AIST is pleased to have the opportunity to provide a submission into the Senate Select Committee Inquiry into Superannuation and standards of living in retirement.  

2. AIST strongly believes that there is no scope at all, in the case of most superannuation fund members, to divert superannuation savings to meet other costs, such as education, housing, or health.

3. AIST does not agree with Senator Watson’s comments that “the superannuation nest egg will need to provide not only an acceptable standard of living in retirement…but also be able to cover the cost of a health problem”
 AIST is completely opposed to encouraging or requiring individuals to divert their superannuation savings into payment for hospital, health or aged care residential costs.

4. AIST recommends that the administration of the superannuation surcharge move entirely across to the ATO on the basis that any equity that the surcharge creates is eroded by administration costs that apply to all superannuation fund members.

5. AIST strongly recommends the phasing out of the 15% contributions tax.

6. AIST advocates that voluntary personal contributions especially by the low paid are necessary if adequacy is to be achieved.

7. AIST strongly recommends, that a public payment into superannuation to women on maternity leave of 9% of AWE should be considered.  Government should also undertake a cost benefit study of paying a basic superannuation contribution for those on unemployment or sickness benefits or carer’s allowances.

8. AIST believes that government should assist industry in a broad-based public education program aimed at encouraging members to amalgamate their superannuation, if possible into one, low fee fund.
9. A number of organisations have banded together comprising AIST, ATO, Conference of Major Superannuation Funds (CMSF), Women In Super (WIS), Australian Preservation Fund (APF) and Superpartners (a superannuation administration company) to undertake a public education campaign to encourage fund members to trace their superannuation.  In order to advance the aims of this Senate Committee inquiry, AIST seeks the support of the Senate Select Committee for the Lost Members Week.
Introduction

1. AIST has followed closely the debate about adequacy of superannuation savings. We are aware a number of publications which have drawn attention to the eroding effect of our current system of triple taxation on superannuation savings, and the inequitable effects of those tax measures on low income earners.

2. We will not attempt duplication of work already published. We assume a high level of knowledge in the industry and among public policy makers of official data on superannuation savings amounts, tax expenditures, and the revenue gained each year by government from taxing superannuation.

3. In responding to the terms of the current Senate inquiry into Superannuation and standards of living in retirement, we have taken as our starting point the responses received to a study conducted among Members of AIST for AIST, by Irving Saulwick and Associates in February 2002.

1 The purpose of superannuation

4. It is AIST’s understanding that in Australia, superannuation arrangements have been created by public policy, not the market. The objective of this public policy is to move the population towards self funded retirement.

5. Since 1992, a raft of legislation, primarily the Superannuation Guarantee (Administration) Act 1992 and the Superannuation Industry Supervision Act 1993 (SIS) has prescribed how much employers must contribute to a superannuation fund on behalf of their employees (9% from 1 July 2002)
 and how superannuation funds should operate.  Mandatory contributions cover virtually all employees, except those without strong links to the labor force. 

6. Tax incentives encourage employers and employees to contribute voluntarily beyond the 9%.

7. Generally, superannuation savings are preserved until the member retires from the paid workforce. Government is currently extending the age at which contributions to superannuation can be made to 75 years.

8. The management of retirement savings is privatised and decentralised, with many thousands of separate funds providing the vehicles for the safe keeping, investment, growth and often insurance of these retirement savings.

9. A regime of prudential regulation is in place, with three regulators, APRA, ASIC and the ATO sharing the oversight and monitoring compliance of all aspects of superannuation.

10. Taxation of superannuation savings occurs at three points: contributions, earnings and benefits, which net the government approximately $4.8 billion each year.
  Recent actuarial research suggests that this financial year the revenue from superannuation taxes will increase to $8 billion.

11. Tax concessions on superannuation savings are estimated to cost the Government $9 billion each year.

2 Superannuation and the Age Pension

12. For nearly a century, Australia has provided retired citizens with access to an age pension funded from the public purse. The age pension is income and assets tested, and currently approximately 80% of retired Australians draw a full or part age pension. The total cost of Commonwealth government expenditure to assist the aged is reported as $19 billion.

13. To reduce this large public expenditure going forward, since 1992, there has been broad bi partisan agreement to encourage self-funded retirement. Demographic changes, particularly the ever-increasing proportion of retired persons to working Australians, and increased longevity for women and men, have made the success of superannuation policy essential to community well being.

14. As retirement savings are built up, reliance on the age pension will reduce. Longer term, it is intended that the bulk of the population will be self-supporting in old age.

15. For those on low to middle incomes, and particularly casual workers and those who spend long periods out of the paid workforce, accumulation of retirement savings is slow. Currently, over 90% of all employees have some superannuation, but the average account balance is below $10,000. The median balance for males is $13,400 and for females $6,400.  Of women who have retired or will retire over the next ten years, 50% have less than $20,000 accumulated in superannuation.
 
16. Currently individuals need to save about $10,000 per year during their working life, to accumulate an equivalent amount to replace the age pension i.e. 25% AWE. 

17. Over the next twenty years only a minority will achieve this. While it is the case that those who have been in defined benefit schemes over a life time (for the most part male white collar workers) have high levels of retirement income saved, and today’s high income earners will accumulate similar high amounts, many Australians will not. NATSEM’s recent publication, ‘Trends in the Assets and Incomes of Older Australians’ shows that through the superannuation guarantee charge (SG), low income earners are accumulating some wealth, but very slowly and at low levels.

18. Thus policy changes aimed at improving adequacy of retirement income need to target middle and low-income earners, and recognise the wide disparity of earnings and savings across the population. The particular shortcomings of the SG for casual, part time and other low paid workers, and those mainly women, who spend periods out of paid employment must be addressed.

19. While there is no justification for public policy measures to enhance the retirement savings of high-income earners, there is a strong case for measures to improve the growth of superannuation for many middle and low-income earners.

20. The large amounts now aggregated in superannuation savings, currently in excess of $520 billion
 should not obscure the fact that for most, the individual level of savings is too low to fully fund retirement.

21. Noting the reference to “aged and health care needs” in the announcement of this inquiry by Committee Chair Senator John Watson, AIST makes the following comments.

22. Achievement of the public policy aim of self-funded retirement for most is a long way off. Over the next generation many Australians will have to supplement their superannuation with the age pension.

AIST strongly believes that there is no scope at all, in the case of most superannuation fund members, to divert superannuation savings to meet other costs, such as education, housing, or health.
3 Aged & health care costs

23. Aged and health care costs are high, for the community and in some cases for the individual. Australia is well placed in having universal public health insurance through the medicare levy, a progressive hypothecated tax.

24. This tax has high acceptance in the community. If a government needs to raise more revenue for health care costs it can do so efficiently and equitably by increasing the medicare levy. Not long ago, the community accepted a proposal from the Howard government to increase the levy to pay for the deployment of Australian troops in East Timor. In any event the measure was not implemented, but its acceptance demonstrated the capacity of government to use this tool.

25. In addition to the levy, health costs are subsidised by the Commonwealth’s massive contribution to State hospital costs and subsidies to pharmaceutical costs. 

26. The contentious and costly private health insurance rebate is a further public contribution to health costs, aimed at encouraging self-insurance by individuals to cover their higher health costs in old age.

27. If public policy makers are concerned about equity issues raised by current high level of health insurance, aged care and other health cost subsidies available to those retired people who are asset and income rich, then they should adjust policies governing access to these subsidies to improve equity.

28. As it is most people for the next generation will be struggling to accumulate a nest egg adequate to provide that acceptable standard of living in retirement. Other payments, private and public, through health insurance and direct fee for service should cover the costs of health problems.

29. Regarding the provision of residential aged care, it is worth noting that in 1998, most people aged 65 years or more lived in private dwellings (91%).  However, 6% lived in hostels or nursing homes. With improved community services, most old people should be able to continue to live in their own homes.  As the following table demonstrates, home ownership status is a major factor in determining adequacy of retirement income.
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AIST does not agree with Senator Watson’s comments that “the superannuation nest egg will need to provide not only an acceptable standard of living in retirement…but also be able to cover the cost of a health problem”.
  AIST is completely opposed to encouraging or requiring individuals to divert their superannuation savings into payment for hospital, health or aged care residential costs.

4 The concept of adequacy

30. There is no agreed definition in public policy of an amount that will provide an adequate standard of living for the entire population. There is no accepted benchmark for retirement income that serves a similar purpose to that served by the “Poverty Line” in discussions about minimum adequate income for individuals and families prior to retirement.  

31. Superannuation policy expert Dr David Knox pointed out at a Melbourne ASFA luncheon on 18 April 2002, that it is difficult to have a one size fits all approach to superannuation.  Peoples retirement income needs will be dependent on their own circumstances and as such we need a flexible and robust system.

32. There has been a great deal of public comment to the effect that those born into the relatively affluent years following the second world war will have much higher expectations of what constitutes adequate retirement income, than those living in retirement now. Of the latter, almost 80% live on the full or part age pension. As the following table shows this means they live on an amount between $10,000 p.a., the full single pension with no additional income, and about $30,000, the disqualifying income limit for the age pension for a single person.


State Pension

$ per fortnight
Pension Couple

Combined $ per fortnight

Maximum rate
$410.50

($10,673 per annum)


$685.20

($17,815 per annum)

Available additional income to be eligible to maximum rate
$112

($2,912 per annum)
$200

($5200 per annum)



Maximum income which can be earned before no pension is paid
$1,152.75

($29,972 per annum)
$1,927.50

($50,115 per annum)



33. For completeness a single pensioner can have assets of $141,000 plus a house or flat and be eligible for the full pension.  The pension continues to be available in part for anyone with assets up to $280,000. If the pension has no home the figures are $242,000 up to $381,000.

34. Research by ASFA
 during the last federal election found that 8 in 10 voters estimated that they personally will require $20,000 or more per annum and about 6 in 10 feel they will need $30,000 or more.

35. They also found clear support for increasing the SG to 12 or 15% but voters are divided about who should pay the additional contributions.

36. ASFA found that 6 in 10 voters think they do not have adequate financial plans for retirement.

37. Other surveys support the ASFA findings. The recently reported Commonwealth bank Group study found that 54% of Australian women expect to suffer financial hardship in retirement.

38. For the purposes of this inquiry, it seems sensible to see somewhere between $20,000 and $30,000 per year as an adequate retirement income.

39. For someone on AWE saving 9% for 30 years their retirement income, including part pension will be about $19,000 p.a.

40. If $20,000 per annum is seen as some kind of minimum adequacy benchmark, it should be recognised by the Committee that at present, and for some years going forward most retirees could achieve that amount only by drawing extensively on the age pension.

5 Taxation & other alternatives

Surcharge

41. The government is now committed to phasing down the superannuation surcharge which is placed on high income earners.   This measure will improve adequacy for many middle-income earners, with the exception of those higher income women who have only been in superannuation a few years.  

42. AIST would also like to take this opportunity to recommend that the administration of the superannuation surcharge move entirely across to the ATO.  The administration of the superannuation surcharge is widely recognized as burdensome and it imposes compliance costs on superannuation funds that are higher than the total cost of revenue gained from the surcharge.  AIST accepts that the surcharge is designed to promote equity but would note that the equity gained is eroded by the costs of compliance, which is placed on all superannuation fund members.
AIST recommends that the administration of the superannuation surcharge move entirely across to the ATO on the basis that any equity that the surcharge creates is eroded by administration costs that apply to all superannuation fund members.

15% Contributions tax

43. AIST proposes that the 15% tax on contributions be phased out.  The annual “cost” to revenue, approximately $2.1 billion (if implemented in 2001/2002), would have been about the same as a $6 per week tax cut but the rewards for individuals and the economy are far higher.

44. For an individual on AWE, about $40,000, abolishing the 15% contributions tax, assuming 8% earnings, would boost retirement savings by about $30,000 after 30 years of employment and $52,000 after 40 years of employment.

45. Removal of the 15% contribution tax is the most efficient measure to accelerate the growth of superannuation savings.

46. It would improve tax equity, since the 15% concessional rate is only slightly favourable for those on the lowest marginal rate of income tax, but more favourable to those on higher rates.

AIST strongly recommends the phasing out of the 15% contributions tax.

47. AIST supports the government’s new measure of offering a dollar for dollar co-contribution for voluntary contributions by those on low incomes who make personal contributions.  

AIST advocates that voluntary personal contributions especially by the low paid are necessary if adequacy is to be achieved.

6 Women & superannuation

48. The lower level of superannuation savings by women and the reasons for this massive gender disadvantage have been well documented. The ASFA publication, ‘Women and Superannuation’, July 2001 by Ross Clare, and ‘Women and Australia’s Retirement Income System’, Curtin University, January 2002 set out the causes and consequences of this inequality in great detail.

49. The Curtin paper calculates that a male working forty years, earning an average wage at each stage saving 9% might generate a final benefit of around $230,000. This lump sum could buy a private pension of $18,000 per annum.

50. Thus the savings task for those who have shorter years in employment, at lower rates of pay, mostly women is much harder.  Women’s earnings are lower and hence their savings smaller.  The biggest set back in superannuation savings for women comes when they withdraw from paid employment to have children. 

51. The necessary improvements in women’s employment and earnings outcomes require policy changes well beyond the scope of this committee. There are however some specific superannuation measures the committee might consider.

52. Government should cost a measure whereby employers would be obliged to continue to pay superannuation contributions for employees on maternity leave.  Government should also undertake a cost benefit study of paying a basic superannuation contribution for those on unemployment or sickness benefits or carer’s allowances.
53. The Committee should note that the Parliament of NSW has recently legislated to provide the NSW Government with the ability to pay superannuation contributions to employees on maternity leave.

AIST strongly recommends that a public payment into superannuation to women on maternity leave of 9% of AWE should also be considered.  Government should also undertake a cost benefit study of paying a basic superannuation contribution for those on unemployment or sickness benefits or carer’s allowances.

7 Improving the operation of current arrangements
54. The community is ill informed and confused about superannuation. This adversely impacts on people’s ability to accumulate retirement savings.

55. As has always been the case higher income earners have access to (and can afford) to take advice from professional advisers in order to maximize retirement savings and to minimize taxation, but this is not the case with the lower paid. As a result of this lack of information, many low paid and casual employees fail not only to accumulate adequate retirement savings but they also fail to make the best of what superannuation benefits they have built up. 

AIST believes that government should assist industry in a broad-based public education program aimed at encouraging members to amalgamate their superannuation, if possible into one, low fee fund. For example  -
· locate any “lost” superannuation

· claim any savings that have gone into Unclaimed Monies facilities

· understand fees and charges

· take up any benefits such as the forthcoming government co-contribution, or superannuation splitting with spouse, while married or at divorce 

· understand the long term benefits of making up to an additional 3% voluntary contribution

· understanding the interaction between eligibility for the age pension and private savings

· avoid invitations from commercial providers to “find” lost superannuation, and lose a significant amount of the found money in charges. The ATO offers this service free of charge.

56. The Senate Select Committee should also be aware that currently there is a balance of $5.8 billion on the ATO’s Lost Members Register.  This represents 4 million accounts with an average account balance of $1460.  Some commercial providers promote services to find people’s superannuation accounts for a fee. In the light of these figures, and these practices, which erode the savings of low paid people, the importance of educating the public about their superannuation is clear. 

57. To assist in this crucial task, AIST will join a number of organizations comprising: WIS, CMSF, ATO, Australian Preservation Fund (APF) and Superpartners (a superannuation administration company) to undertake a public education campaign to encourage fund members to trace their superannuation.  At the moment the campaign is loosely known as ‘Lost Members Week’.

58. The plan is that the ATO and participants in the superannuation industry hold an EXPO style event in one shopping centre in every state in late October on a Friday, Saturday and Sunday.  It is envisaged that the ATO Lost Members Register would be available to assist people in tracking their superannuation on the spot. Information to assist rolling over superannuation benefits into current superannuation funds and factsheets on broader superannuation issues would be available.

59. It is anticipated that the project will be sponsored by superannuation funds.  We aim to publicise the EXPO’s through national and local press and radio coverage.  We would hope to arrange some television coverage. 

60. We see the Lost Members Week as an excellent opportunity for the ATO and the superannuation industry to provide information about how people can trace their superannuation, and to provide a clear message that no-one needs to pay to find their superannuation.  

In order to advance the aims of this Senate Committee inquiry, AIST seeks the support of the Senate Select Committee for the Lost Members Week.

Susan Ryan AO President AIST April 2002
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Sheet1

		RECIPIENTS OF AGE PENSION

				Units		June 1998		June 1999		June 2000		June 2001

		Males		no.		613,587		634,112		654,557		684,219		38%

		Females		no.		1,069,030		1,081,680		1,075,303		1,101,335		62%

		Persons		no.		1,682,617		1,715,792		1,729,860		1,785,554
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		Principal Source of Annual 1995-1996 Income by Gender and Age

		Age &  Gender		Government Payments		Property Investment		Super		Wage & Salary		Own Business/Other

				%		%		%		%		%

		Women over 60		72.0		15.8		4.7		4.1		3.3

		Men over 65		65.1		14.5		12.1		4.5		3.8
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