Australian Licenced Aircraft Engineers Association Submission to the Retirement Income Adequacy Committee.

Background

The Australian Licenced Aircraft Engineers Association (ALAEA) is a federally registered Australian organisation that represents the industrial, technical and professional interests of Licenced Aircraft Maintenance Engineers (LAMEs).

A Licenced Aircraft Maintenance Engineer is a post trade qualification achieved with significant extra studies and competency based training. Licenced engineers (LAME’s) typically receive higher remuneration than unlicenced aircraft tradesmen and tradeswomen (AME’s), as recognition of their higher skills and considerable responsibilities. LAME’s work long hours typically including shiftwork and the associated penalty rates is a significant contributor to their incomes. 

ALAEA membership includes most LAMEs employed in regular public transport and regional airlines, and has widespread coverage of LAMEs and AMEs in General Aviation. Membership also includes technical staff and other aviation engineering support staff. Current membership is approaching 4000.
ALAEA’s Contentions

In addressing the Retirement Income Adequacy Committee the ALAEA seeks to inform the committee members of the combined disadvantageous effects of the Superannuation Surcharge Tax (SST) and the grandfathering provisions that applied to superannuation trust deeds that existed when the Superannuation Guarantee Levy (SGL) was introduced. The effect of the grandfathering provision is to allow the superannuation trust deeds definition of superannuation salary to prevail over the definition in the SGL.

The ALAEA believes that the committee members have already been briefed on the affects that the SST has on retirement incomes, particularly in relation to defined benefit schemes, (refer to the Society of Superannuation submission).  The ALAEA however contends that the combination of the SST and a defined benefit fund that uses a grand-fathered definition of superannuation salary, most of which have had no improvements to retirement benefits as a result of increases in the SGL, results in a final benefit that is disproportional to their pre-retirement income and incapable of sustaining their pre-retirement life style.

The problem for our members who are mostly shift workers in defined benefit funds subject to grand-fathering is that, as a result of the combined affects of these two pieces of legislation:

1/ his/her ultimate superannuation retirement benefit will be calculated as a multiple of his/her base salary only, yet

2/ the SST is levied on his actual gross salary including actual shift penalties and overtime.

All this quite simply means he is superannuation taxed as a high-income earner but at retirement receives a superannuation benefit based on a considerably lower income level.

An Example

As a result of the Enterprise Bargaining Agreement process penalty rates paid for individual shifts have been largely amalgamated into an average payment of around 30% for a shift worker that works 7day/24 hour shifts. These shift penalties in conjunction with overtime mean that many members exceed the superannuation surcharge threshold and are taxed accordingly.  Conversely at retirement, where most members have been receiving average payments for the greater part of their working lives, their benefit is calculated on base Final Average Salary (FAS) that is typically 25% less than the salary they received for the greater part of their lives. This benefit is then further reduced by the SST offset account that the fund has used to pay the surcharge.

3 Suggested remedies:

· Proposed removal of the grand-fathering clause for existing superannuation trust deeds and that the definition of super salary in the current Super Surcharge legislation be mandated to be used by the defined benefit funds as the definition of what is a superannuation salary is for the purposes of retirement benefit calculations. This will address the inequality between incomes levels used for the purpose of determining the surcharge as apposed to incomes used to calculate benefit, And/Or;

· The ability for members of defined benefit funds to exit these funds in favour of accumulation type funds on equitable terms.  It is common knowledge that accumulation funds have performed particularly well in the late 1990’s that defined benefit funds are only now beginning match the accumulation funds return to members, And;

· Tax on defined benefit funds to be capped at the same level that would apply as if the person were a member of an accumulation fund.

A final note:

A prominent Australian listed company with approximately 85% of its work force belonging to a well managed defined benefit fund:

Year

Members

Annual Company Contribution to the fund
1998

26769



152m

2001

29278



112m

For this company a growing pool of employees within the defined benefit fund have resulted in a dramatic decrease in the necessary company contributions to the fund therefore the burden of any additional payouts would be reasonable if the suggested remedies listed above were to be introduced.
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