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Qualifications

· Managing Director, The Paull Group Financial Strategies Pty. Ltd.

· 29 years in Insurance and Financial Planning industries

· I am developing a 'self analysis education and planning Financial Planning Book/CD for Australians, which should be finished later this year.  Its focus and methodology is quite different to most of the products on the market, concentrating more on human lifestyle issues which are then interlinked to the appropriate financial products, strategies, actions, etc.  It has been several years in development.

· I am very concerned about the many issues affecting retirement incomes and financial education, including those on which you are seeking comment.

Sources of Data


· Australian Bureau of Statistics:
Publication 63610 – April/June 2000 – Employment Arrangements and   Superannuation
Publication 63600 – April/June 2000 – Superannuation Coverage and Financial Characteristics

· Many industry publications

· Research for my book and other concepts for saving strategies, product improvement and design etc.

· 28 years experience in this industry, and questioning 'how can it be improved'.

Present and Future Environment,  and 
are you/we asking the right questions?


Consumers have developed a range of serious attitudes created, nurtured and promoted by the media – and there are many sensationalist journalists, Government, and most areas of the advice, investment, and finance industries, manifesting in (among other issues and emotions):


· 
future stress
· 
conflicting advices


· 
uncertainty
· 
legislative concerns


· 
no control
· 
taxation imposts


· 
confusion
· 
taxation changes


· 
distrust
· 
economic uncertainty




· 
inflation uncertainty

Consumers do not have a clear understanding of the income, and therefore their investment and responsibility needs in retirement, or (of course) for how long the incomes will be needed.  However this is mostly because few people have a clear appreciation of their spending habits while earning.

The majority of tools promoted by various industry or advisory groups, including 'free advice columns', media, and even accountants, are very lacking, providing these and other appropriate answers in 'down home' understandable language and focus.

According to the Australian Bureau of Statistics, when asking "the reasons why not contributing to (or contributing more) to superannuation …", those who answered that they didn't contribute "because the tax deductions were insufficient …" were less than 2%!!

This places questions on whether it is the influence of taxes on superannuation (or consideration for their lessening or removal) which are the principal determinant/complication of whether retirement incomes will be adequate.
The Pension has to be paid from somewhere, so removal of the taxes seems unlikely, even illogical.  So perhaps consideration for retaining, or increasing the taxes could be pursued.

Important facts cannot be avoided and they will continue for at least the next 20 years

1. Some 85% of retirees live on, or survive on, full or part Government Pension.

2. 54.9% of retirees (<June 2000) received a lump sum less than $20,000.

3. A further 32.5% received less than $100,000.

4. Some 85% live on less than $20,000.

5. 56% live on less than $10,000 !

6. When working, 85% earned less than $50,000pa with 71% less than $40,000, and 51% less than $30,000pa.

Even with the after-tax 'take home' amount from these incomes, the drop to retirement incomes is very severe.

7. Also, most of these earned incomes go to 'present day living and lifestyle spendings', so there's little left over to invest for retirement, and certainly not the amount needed to have any meaningful effect in the next (up to) 20 years.

So, even if the superannuation moneys were NIL taxed, this would have very little overall effect.  Removal of 15% contributions tax would increase the end result by 15% - but even this wouldn't change the landscape.

In fact a far better result is obtained if the taxes were significantly increased, and pensions increased.  This would provide a much greater benefit to the vast majority of the retiring population.

Also, making adjustments to the Pension and Means Test would be far simpler than changing the taxes and procedures on superannuation.

How long before the Superannuation Guarantee will have any effect?


A further concern is the size of account balances for the majority of Australians in their Super Funds.

The statistics may distort the true figures if people have more than one Super Fund, but the average account balance in the ARF, and similar Industry Funds, is less than $10,000 per member.

How are these going to grow to multiple hundred thousand dollar figures – to have any impact on providing 'adequate incomes'?

Even with the bigger Unisuper, the account balances presently average $30,000.

Reverse both the 'propaganda' about expectations from the Super Guarantee, and also 'belief patterns' about Lump Sums.

Before investigating the Taxes in further detail, I believe there are several 'Beliefs and Myths' which should/must be eliminated as soon as possible, with an honest and meaningful re-education programme.  Practices in the past have caused much of the dilemma existing today.

1. The original TV and media promotions (for Super Guarantee) of 'people dancing in the street' now that they have super, and 'they can now look forward to a life of abundance, security and fulfilment …' have been nurtured by all Governments since in their retirement income advertising.

Further, some Investment Industry advertisements, promoting 'easy living lifestyles' are to try to create the need to invest, but they have unfortunately reinforced the propaganda myths.

And as we are now slowly realising, nothing is further from the truth!


2. Another earlier myth which became a fixed practice was that once people received their retirement moneys, as a Lump Sum, they could invest the moneys and then create a secure income for themselves.  Absolutely wrong !!!

The present Financial Planning Industry would be quite different (and smaller) if Lump Sums had not been the practice in Australia.

Most people had never even seen such amounts.  Even fewer had practice in investment.  Most have not been successful in self-management (or investing) of large or limited amounts of money.

If retirement moneys had been paid (for the majority of the amount) as an Income, then far fewer people would be on the Pension today, or at least to a lesser degree.

This Myth and Practice should be changed, with appropriate education and honest announcements.

Are you asking the right questions about taxes, and

are you concentrating on the right taxes?

Senator Watson's statement that "Australia is the only country that taxes Superannuation three times …" is, with respect, I believe, not addressing the most crucial issues.

It is true that the three taxes, plus the hated surcharge, have created a negative attitude by consumers, which is fiercely fuelled by the media, but these protagonists (I believe, and as my research shows) miss the point.

Concentration on other areas would do more good, in trying to provide more 'adequate' incomes for Australians.

Firstly, there are many more 'tax imposts' than the three mentioned above:

1. The 15% taxes are one issue, but the 40% tax on Pension entitlements (being the reduction for every $1 of income above the threshold) has a far more detrimental impact.

2. (a)
Then the treatment of rewarding people with greater Pension entitlement when they take a lower earning 'Complying Annuity' and subsequently lose all their money if there is an early death, is a most unusual practice.
(b)
To then penalise others (with reduced Pension entitlements) who accept the risks (I think often unknowingly of their full impact) in trying to obtain higher earnings with Allocated Annuities, seems a very unwise practice, for both the Government, and the population when taking on these Allocated Annuity Income Streams.

With the first, the costs to the Government are more.  With the second, the consumer can lose, resulting in their income becoming less than 'adequate'.
3. Also, making Pensions and Retirement Incomes assessable for Tax, and applying Marginal Tax Rates to the Pension only and/or Pension plus Retirement Income (after various deductions) becomes a serious detriment to adequacy of retirement incomes.  Removal of this practice, though small, would help many Australians.

4. One of the greatest (tax) losses to the Government are the remaining 'unfunded' Public Servant Pension Funds.  Putting them (as soon as possible) on a commercial basis will relieve a significant funding strain which could then be distributed to a more widespread public.

I believe consideration should be given to:

(a) either eliminating the 40¢/$ reduction in Means Test, and also the Assets Test reductions, and providing a Level Pension up to, say, $30,000 or $35,000 combined retirement income.  It would then reduce after that income level; or

(b) reducing, not at 40¢/$, but at the marginal tax rate for the Pension and other income, after the various offsets for 'return of capital' etc.

This would greatly help provide a more 'adequate income', and still give some claw-back to the Government.

In your considerations I believe some benefits should be extended further for Self-Funded Retirees within (say) $10,000pa or $20,000pa over the pension cut-off, as these people are often in a quite difficult position.

5. Introduce splitting of the Super Income Streams between couples would assist, but some concession for Singles would need to be created.

6. A further issue to address is the serious inequity in 'adequacy' between Single and Couple Pensions.

When one member of a pensioner couple dies, the pension then reverts to a single amount, which is 60% of the couple amount.

How can a single person possibly live on 40% less income than a couple?

This amount needs to be addressed, especially as there will be more singles retiring in the future.

(In the USA, it was reported recently that the biggest growth area in divorces is ages 63-69.  If the same occurred here, many more singles would be in serious financial circumstances.)

This situation is particularly pertinent to females due to their longer life expectancy and usually lower Superannuation moneys (due to career interruptions etc.).

Health


An extremely difficult area and which I believe should be separate to the Retirement Income questions.

I don't have statistics to comment specifically, however it is proven that people with secure and 'adequate' incomes live happier and healthier lives, which is part of the solution.

Short Term Savings


Tax reduced short term savings would be attractive, however the big problem is long term savings.  If that was fixed, to provide accepted future amounts, then people could direct more of their moneys to shorter term needs than retirement.  (After all, this seems to be their habit at present anyway.)

Tax concessions for short term savings with some restrictions on time, or application, could be very worthwhile, but it might confuse the real priorities.

I believe a better and more widespread use of Dividend Imputation can be created.

Perhaps such a system should be implemented sometime in the future after significant improvements have been made to the major priority, 'adequate retirement incomes'.
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