
3 May, 2002

The Secretary

Senate Select Committee on Superannuation

Parliament House 

Canberra ACT 2600

Subject: Superannuation and standards of living in retirement

Inquiry into the adequacy of the tax arrangements for superannuation and related policy, to address the retirement income and aged and health care needs of Australians.

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 advisors and key decision-makers in all facets of the superannuation industry.

The Institute believes that Australia’s retirement income policy should be an integrated system that encourages voluntary saving for retirement by middle and high income earners, with a minimum level of compulsory saving for all Australians. Australians should be encouraged to take income streams at retirement. The Australian market place also requires new types of products that enable retirees to place additional lump sums into income streams to supplement pension income.

The present review focuses on the taxation aspects of superannuation however The Institute does not believe that the challenges faced in the future can be adequately addressed by the review of superannuation taxation alone. There are a number of areas which are not related to taxation which need to be addressed including the access to superannuation, the flexible transition to retirement and access to flexible end benefit approaches.

We recommend a bi-partisan review of superannuation with a focus on the simplification of the system and improving the interaction with the social security system.

Should you wish to discuss any of the matters raised further, please do not hesitate to contact Susan Orchard on (ph) 03 9502 4371, (fax) 03 9502 4372, (email) susanorch@optushome.com.au 

Yours sincerely

Susan Orchard

Superannuation Technical Consultant

The Institute of Chartered Accountants in Australia

Accumulation Phase

There are a number of deterrents to making superannuation contributions many of these are linked to taxation e.g. age based limits, while others stand alone e.g. the employment nexus. In particular the three tiered approach to taxation leads to complexity. Below we have considered the impact of the current system as a deterrent to contributions and made recommendations that will address these issues.

The Institute believes that the only way to get a fair and equitable tax outcome is remove upfront taxes and tax all benefits at exit. Our comments below recognise that this is a significant deviation from current policy and recommend other alternatives working within the present system to improve equity and retirement income savings.

Employment nexus

The superannuation system is based around the employment nexus. Where the majority of contributors are employed and receive superannuation contributions in respect of that employment. Exceptions include spouses and the measures for child contributions as announced during the election. The definition of a spouse includes a legal and defacto spouse. This does not cater for those that are single and have been out of the work force for more than 2 years or are in same sex relationships. 

We recommend a separation from the employment nexus to encourage all Australians with disposable income to invest for retirement and to preserve the monies in a highly regulated environment increasing the likelihood they will be available for retirement.

Three tiers of taxation

The three levels of taxation leads to complexity and a distrust of the system as contributors are unsure of the true level of tax paid on funds. This complexity has led to situations where some benefits will be taxed at up to 62%, this is significantly higher than the highest marginal personal tax rate.

In order to address the equity issues we have seen the introduction of a number of rebates and other measures. While these measures are aimed at ensuring that low income earners are not disadvantaged by the imposition of taxes on contributions, these rebates rarely find their way into the system and do little to offset the impact of contribution taxes on long term member benefits.

We recommend a simplification of the taxation system which taxes end benefits and meshes with the social security safety net.

Contributions tax

Superannuation funds are taxed at contribution, income and benefit stages with high income earners being subject to the surcharge.

The contributions tax is based on a tax rate of 15% of employer contributions. The Superannuation Guarantee applies where an employee receives income in excess of $450 per month. These monies would not attract a 15% tax rate until they exceed an income of $24,135. Therefore persons on an income of less than $24,135 pay income taxes in excess of those paid if they had received the income as salary and wages in their hand.

A fairer and more equitable system would be to remove the contribution tax and apply the contributions tax in a similar manner to the surcharge on a sliding scale. This should be at a rate below the effective tax rate applicable to the contributor had the money been taken as income. Contributors could be given the option of paying the taxes personally or from their superannuation fund.

We welcome moves proposed by the government to reduce the surcharge rate improving the equity between superannuation and personal taxes. It is recommended this is accompanied by a comprehensive education program to self assessing taxpayers.

Age based limits 

The tax deductibility of superannuation contributions is limited by the use of age based limits. These limit the tax deduction available to an employer based on the age of the employee. This measure discriminates against two groups:

· Occupations where income is weighted toward early years in the work force such as sports people and entertainers; and

· Women planning a broken work pattern to have a family.

In both of these cases the individual has a higher disposable income early in their working life and may not have an opportunity to contribute to superannuation later in life. The requirement to contribute monies over the age base limit from post tax income acts as a deterrent from making superannuation contributions. The individual may not be able to make up for this in later life as incomes are significantly lower for many as they return to traditional workplaces or work flexible hours in support of family commitments. 

We recommend the removal of age based limits, as these are an arbitrary tool to limit access to concessional superannuation benefits. This objective is met through the imposition of Reasonable Benefit Limits which removes the concessional treatment of excessive benefits. 

Reasonable Benefit Limits/ Tax free threshold
The reasonable benefit limit (RBL) and tax free threshold are available to all Australians with superannuation. However, the link between employment and superannuation effectively prevents some individuals from accessing this benefit. 

While the Government has announced its intention to enable the splitting of contributions between spouses this does not assist those who are nearing retirement and have already made substantial contributions to superannuation over their lifetime. Some people nearing retirement are able to structure their retirement savings to maximise access to rebates and tax free thresholds, however this involves income splitting strategies which are not available to all due to the employment nexus.

We recommend the expansion of measures enabling the splitting of benefits to all couples of retirement age. This will reduce the cost of maintaining multiple superannuation accounts and will treat all couples the same regardless of changes in marital status. 

Deductibility of Contributions for the Self Employed 

The self employed are currently able to claim a deduction for contributions up to the age based limit of $3000 + 75% of additional contributions. While this is soon to increase to $5000 + 75% of additional contributions, the self employed are at a disadvantage to other employed persons, as employers are able to claim a deduction for 100% of contributions up to the aged based limit. Employed persons are able to salary sacrifice up to the age based limit and take full advantage of the 15 –30% tax rate applied to contributions, while the self employed are unable to do so due to the discounted deduction rules.

We recommend the removal of the limitation on contribution deductibility for self employed persons to provide equity to those in employment relationships. 

Interpretations of superannuation and taxation laws

In practice the definition of dependent in superannuation and taxation laws are taken to exclude same sex spouses. However, there is a school of thought which suggests that the use of the term ‘includes’ in the definition, in both SIS and the Income Tax Assessment Act, does not restrict the definition to only to a child or heterosexual spouse.

This would suggest that the current restrictions on the payment of death benefits in the case of dependents other than traditional dependent relationships is caused by a conservative interpretation of the law.

We recommend the clarification of this definition and guidance to ensure that all participants in the market place are treated consistently in respect of benefit payments. 

Retirement Phase

The Australian community is fitter and healthier than ever before leading to different expectations in retirement. Many are choosing to work longer and will have a gradual transition into retirement rather than adopting a traditional cutoff type exit strategy. This is likely to increase as Australia’s workforce moves from a manufacturing and labour intensive approach towards an educated more technically based work force. 

As the population ages and longevity expectations increase we are seeing delays in parenthood this means that a number of retirees will desire to work longer as they continue to provide varying levels of support for their children.

Other factors such as the growth in housing costs, single parenthood and divorce are leading to delays in children leaving home increasing the likelihood of the family home remaining an asset longer.  

Complexity of the interaction between superannuation and retirement income systems

The superannuation system treats people as individuals up to and including the benefit phase. However once retired a couple is treated as a single unit with a means test based on joint income and assets. The joint income provided by the safety net is lower than that of two singles.  

The system is complex and those who avail themselves of financial planning advice in the years leading up to retirement can have income and investments restructured to maximise their retirement income. This advice is often sought by those with excess benefits and high levels of savings and the advantage is not taken by those in the middle income brackets.  This adds to the perception that the system is unfairly weighted towards the wealthy.

Those in low and middle income brackets do not clearly understand the interaction between the social security system and savings e.g. that income from savings such as superannuation acts as a supplement to the safety to raise income levels and improve living standards in retirement due to favourable replacement rates.

We recommend improvements in the education about the safety net pension and the benefits available to retirees this should also focus on the importance of planning and how the system works. 

Sustainability of system

The Government introduced changes which effectively gives retirees $30,000 tax free income this is a generous measure which may not be sustainable in the long term. These measures have been introduced in the form of rebates such as the Senior Australian Offset. 

The years ahead will see retirees becoming a politically strong force care need to be taken that new measures introduced do not favour retirees at the expense of those in work force endeavouring to raise families and purchase homes. 

We recommend that measures are costed to enable an assessment of the impact on revenues in the future and measured against the concessions provided to low income earners to ensure equity is maintained.

Restructure of living arrangements

The discussion above highlights a number of changes in work patterns and lifestyles which will see retirees able to maintain the family home for longer periods and decisions to downsize homes deferred. 

We recommend the system cater for top ups to superannuation during retirement and a new range of products which enable a retiree to unlock the equity in their home to enable a better standard of living in retirement and to meet the maintenance needs of the home.

Increase incentives for income streams.

The taxation of income streams has been structured to ensure that the tax treatment of an income stream and a lump sum are comparable. However, the complexity of the tax system as it relates to income streams makes it difficult to determine the taxation impact of taking an income stream.

We recommend improvements in taxation of income streams to encourage their use. In addition to this we recommend the development of a new range of income stream types which have many features of a life time pension but cater for top up payments from the freeing up of capital i.e. from a home sale or deceased estate. These should consider the desire of many retirees that their asset is not lost to subsequent generations in the event that they do not meet their life expectancy i.e. sharing of mortality risk between the product provider and the individual.  In addition to these measures the lump sum Reasonable Benefit Limit could be capped while the pension RBL continues to be indexed encouraging individuals to use income streams. 

