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Australian Institute of Company Directors

Australian Institute of Company Directors (AICD) is the peak organisation representing the interests of company directors in Australia.  Current membership is over 16,500, drawn from large and small organisations, across all industries, and from private, public and the not-for-profit sectors.  Membership is on an individual, as opposed to a corporate basis.

AICD is a federation of seven State divisions, each of which is represented on a National Council.  Overall governance of the AICD is in the hands of its National Council which is comprised of the seven division Presidents, plus a National President, two National Vice-Presidents and a National Treasurer.  AICD has several national policy committees, focusing on issues such as law, accounting and finance, sustainability, taxation and economics, and national education, along with task forces to handle matters such as corporate governance.

The key functions of AICD are:

· to promote excellence in director’s performance through education and professional development


· to initiate research and formulate policies that facilitate improved director performance


· to represent the views and interests of directors to government, regulatory bodies and the community


· to provide timely, relevant and targeted information and support services to members and, where appropriate, government and the community


· to maintain a member’s code of professional and ethical conduct


· to uphold the free enterprise system


· to develop strategic alliances with relevant organisations domestically and internationally to further the objectives of the AICD

Introduction 

There is little doubt that there is a great deal of community and business concern regarding the adequacy of Australia’s superannuation regime. It is a concern that is shared by government particularly in the ability of future governments to financially meet the needs of an aging population.

The Intergenerational Report 2002-2003 contained in the Budget Papers put the issue in perspective. The projections in the report suggest that, “if policies are not adjusted, the current generation of taxpayers is likely to impose a higher tax burden on the next generation”.

Currently personal savings are being directed to assets or purposes which have minimal potential of being utilised to support individuals in retirement. The result is that growth in superannuation balances, despite the legislated increases in Superannuation Guarantee contributions and high investment returns in recent years, is still determined to be substantially less than that needed to provide a realistic retirement income for most Australian workers.

The ageing of the Australian population means that by 2011, 13.8 % of the population will be greater than 65 years of age and 67% between 20 and 65 years of age.  This means that the proportion individuals in the working stage of life, whose taxes provide the majority of Social Security support for the rest of the community, will be very much reduced and by 2041 it is anticipated that the number of Aged Australians will be 22% of the total population.  (Source ABS  Australian Social Trends 1994)  

This equates to an aged dependency ratio of  0.36 which is projected to be greater than the child dependency ratio of approx 0.29 by 2011. 

 Inherently the impact of these demographic changes, without corresponding changes in Australian personal savings methods and objectives will result in a lowering of the living standards of Australians in retirement, an increase on the tax burden on working Australians and an increase on the tax burden of Australian companies. 

A key element in avoiding such an outcome is, as the Intergenerational report suggests, “maintaining a retirement incomes policy that encourages private saving for retirement and reduces future demand for the Age Pension”.

The current taxation environment advantages three assets, an individual’s home (through Capital Gains Tax concessions), other capital growth assets (through Capital Gains Tax discounts) and Superannuation (through reduced tax on earnings and deductions for some contributions).  

It is accepted that only the latter has the ability to provide retirement income and so the AICD believes that government policy should be focused on ensuring increases in personal savings via superannuation rather than just controlling expenditure on income support and other subsidies to individuals.

To achieve the required changes to Australian personal savings and objectives it is necessary for the Commonwealth Government to set the national agenda. However, it is imperative that this agenda is devised in a process of bipartisan politics. The nation and the future of our children can ill-afford for meaningful superannuation reform to become nobbled by petty partisan politics.  The AICD is therefore calling for a comprehensive independent superannuation review.

A simpler system is needed

Producing appropriate and workable outcomes must be the goal of any initiative concerning the country’s superannuation regime.

Assumptions that the so-called super problem requires only band-aid solutions at particular crisis points are manifestly wrong. What is required is a holistic approach that reflects the consensus opinion of relevant stakeholders and business groups.

The problems with the current superannuation regime are both significant and extensive. The current regime is far too complex in terms of tax, retirement income streams, maximum contribution levels and reasonable benefits limits and the mix of threshold dates and grandfathering.

This complexity has reached the stage that relatively few practitioners are fully

cognisant of the whole system's rules and regulations. This complexity acts as a disincentive for people to contribute beyond the required minimum levels.

A complex system leads to high compliance costs. The compliance costs - other than those relating to prudential regulation and the protection of members' funds - should be minimal. 

The reality is that the public has lost confidence in the current superannuation arrangements. This loss of confidence is directly related to the complexity of the current regime as a result of legislative tinkering over the years. 

The almost regular/annual changes to the superannuation regime mean that Australians - both members and professional advisers - have no confidence in the future predictability of superannuation. As with complexity, this acts as a disincentive for people to contribute beyond the required minimum levels.

A major campaign is needed to rebuild public confidence in the superannuation system in this country.  When the public does not understand an issue, this lack of understanding immediately breeds suspicion – and this suspicion will be directed not only at the government for the rules, but at the industry itself.

There is a crying need for the public to understand that the present system will NOT fund their lifestyles in retirement, in effect “we” will run out of money.  This is the critical point.

They need to come to grips with the principle that if there are fewer people paying tax, there will be less money for the government, and retirement pensions MUST fall.

There is also a critical need to educate the public on the benefits of superannuation on their lives. As a nation we cannot afford either collectively or on an individual level to remain passive about superannuation. A savings regime is not a passive investment it requires involvement in investment decisions to produce better results.

Public confidence must be rebuilt. This confidence can only be won however, if the superannuation outcome provides a simpler regime that avoids constant changes and is properly regulated.

The tax problem

An essential element of the confidence building is to find ways in which the government becomes less dependent on superannuation tax revenues. While there is much discussion on the level of fees and charges imposed by superannuation funds, the reality is that the government’s three-tier tax regime takes far more from the savings of Australians than the industry collects by way of fees and charges.

The recent decision by the government to lower the surcharge on superannuation from 15 % to 10.5 % is an admission by the government that its superannuation tax take is too high but the concern of the business community is that this is a palliative measure rather than part of a holistic solution. 

It is precisely this type of politically driven band-aid solution that needs to be avoided.   

While a level of tax is appropriate, the government needs to wean itself off its dependency on the increasing stream of all three tiers of taxation. Superannuation tax should be limited, either to a single tax on contributions/income, or a single tax on end benefits/income.

Impact on business and supply of capital

Superannuation has a critical impact on business.  Right now, there is the direct cost of contributions AND compliance costs which are considerable.  These costs will continue, although hopefully under the new rules, the latter will fall.

Additionally, unless something is done, business surely must be a target for the government to make up the funding shortfall in years to come.  No-one can dispute we have an aging population and there will be an increased cost burden, not only in pensions, but in health and living costs.  

We must not lose sight of the major source of capital from superannuation.  This capital helps fund private enterprise, government privatisations and infrastructure projects as well as start up companies.  

If the superannuation industry is “sick”, then there is a real danger of vital sources of capital drying up or being constricted. We live in a private enterprise/capital system and we must not lose sight of that when considering all the planks that go into making it buoyant.

Long Term planning needed


Australia’s long term savings dilemma is one of the most critical economic issues facing the nation. Long term and strategic planning for corporations is the role of directors who, as specialists in taking a strategic perspective, have a responsibility to play a key role in the task to find the optimum solution to the problem. 

For corporations superannuation is a substantial and ongoing cost to business and hence is worthy of greater consideration. The key is to find an appropriate balance between the additional cost  of remuneration to business imposed by superannuation, and the need to both encourage and enable individuals to adequately prepare for retirement. 

This is increasingly significant in light of an aging population and the likely effect to business of increasing numbers of inadequately or unfunded retirees.

In an environment where performance is judged increasingly according to the triple bottom line, there is a social obligation to ensure provision for comfortable retirement within communities. Individual companies arguably have a responsibility to ensure that “all” employees are appropriately provided for.

It is appropriate superannuation be seen as providing attractive incentives which encourage saving for retirement.  Australians must feel the savings vehicle allows choice and security and be the best savings tool for additional wealth creation if individual choice and circumstances allow. 

Australia is out of step with many OECD countries with the current taxation of superannuation. There needs to be a quid pro quo by government between short-term revenue collection and the provision of long-term savings within the greater community.

Risk Management


There is also a risk management perspective. This relates to the need for straightforward but appropriate guidelines and structures to ensure that members’ assets within superannuation funds are protected from unforeseen circumstances.

Many directors act as Trustees of Superannuation funds and AICD is currently conducting an education campaign to make them aware of their personal responsibilities. 

Accurate collection and distribution of employee super contributions by a business is paramount. Directors need to maintain certainty of this process. An annual review of these procedures would be appropriate.

Directors need to ensure that employee superannuation contributions are directed to legally constituted and compliant funds. Boards of companies are obliged to responsibly account for employee superannuation collections and their direction to nominated funds.  Indeed, a consequence of recent legislation is that companies will be obliged to make contributions and report to employees on the amount and destination of those contributions on a quarterly basis.  Investments in a company’s own shares are limited to a maximum of 5%.  

It is important for employees to have confidence in the integrity of the management of their superannuation fund. Employee choice and appropriate education in selecting from a range of qualified external financial options may minimise director liability in the event of a misguided or rogue investment.  It is noted that the Federal Government has recently budgeted for an allocation of $28.7 million over 4 years (about 40 cents per employee per year) to the Australian Taxation Office for an education campaign to precede legislation for choice of fund and portability measures.

Failure to adequately provide for retirement savings may result in significant additional costs to business in the long-term form of higher tax rates or pensions (defined benefits) for employees.

Conclusion

It is always easier to highlight a problem than to come up with ways to fix it. In this submission AICD certainly wants to add its voice to the chorus that is calling for a major reform of Australia’s superannuation regime.

However, our primary position is that any reform cannot and must not be piecemeal. 

There are many lessons to be learned from the recent attempts to reform the Australian tax system. What certainly worked well was the high level of co-operation and consultation between government and business to arrive at mutually agreed outcomes. 

What didn’t work as well was the implementation phase.

An outcome of this Senate Inquiry should be a broad statement that holistic and comprehensive superannuation reform is not only necessary but also mandatory if Australia is to meet its need for long-term savings.  

AICD would urge that, as a first step to reform, a high level consultative platform between government, business and relevant stakeholders is established and independently chaired. Secondly, a focused group or individual is then charged with producing a Superannuation Reform Report that will provide the basis for future legislation.

Of paramount importance is that any proposed legislation has received bipartisan support before being tabled in the Senate. Business and the community in general want a workable superannuation outcome. What they do not want is for this reform to falter and become marginalised in an atmosphere of partisan politics. 
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