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24 April 2002
Select Committee on Superannuation

Parliament House

Canberra

ACT 2600

Inquiry Into Taxation Of Transfers From Overseas Superannuation Funds

Established in 1997 with offices across the country, Pension Transfers Direct Pty Ltd is arguably Australia’s largest advisory practice employing British pension and Australian superannuation expertise in order to assist British migrants wrestle with the various issues surrounding the transference (or not) of their British superannuation funds to complying Australian schemes.

We regularly visit and consult with providers in the United Kingdom as well as the United Kingdom Inland Revenue. More information about us is available on request or can be found on our website. 

Whilst we will attend public hearings across Australia the committee is advised that we are also happy to visit Canberra to give evidence.

The following table sets out our view on various issues arising from section 27CAA and is derived from continual experience of both a technical and practical nature. 

Retrospectivity Of The Act – Is It Fair ?
The legislation was passed in 1994 but is retrospective to a migrant’s date of arrival. This is not consistent with current parliamentary practice, which has seen legislation introduced in a prospective manner since the mid 1990’s. The act should therefore only take effect on the growth in entitlement after 1st July 1994. 

Is The 6 Months Grace Period Sensible And Reasonable  ?
· It is sensible to have a deadline to encourage migrants to get their financial affairs in order. However the 6 month limit is not a sufficient amount of time for a migrant to consider their superannuation funds - even if they are aware of the legislation - given priorities such as settling their families, finding employment and housing and so forth.

· When the time taken to wage paper warfare with the United Kingdom pension/superannuation providers is also considered, the 6 months grace period is not reasonable and should be extended to12 months. 

· Migrants should also be made aware of the issue prior to arrival perhaps when their visas are granted. Whilst major firms relocating staff may well use multinational advisory companies, it is not true that the majority of migrants will have access to advice surrounding this issue before emigrating

Does The Transference Of Funds Assist The Australian Economy / Taxpayer ?
· Assets held in Australian superannuation funds raise revenue by virtue of paying tax at a rate of up to 15% on their earnings. 

· An increase in the amount of money invested into Australian superannuation funds assists the superannuation industry and economy in general.  (Most Australian superannuation funds will invest in Australian equities to some degree.)

· At retirement the funds count towards mitigating the migrant’s claim to the Age Pension and so assists the social fund.

· Additionally in the event of death the fund is preserved in the estate thus assisting dependents and mitigating any claim against the social fund. (Access to capital in the event of death within the United Kingdom pension system is presently limited. This in turn leads to an increase in the likelihood of a migrant qualifying for the Australian Age Pension.)

Does The Tax Issue Have An Adverse Effect Upon A Migrants Decision To Transfer Funds To Australia
Categorically yes. Experience continually shows that migrants are reluctant to transfer their funds to Australia if they are triggering a tax liability that they are not able to meet. This is particularly true if their date of residency was prior to July 1994.

Does The Non Transference Of Assets Deny Australia The Opportunity To Harness Investment Funds ?
Categorically yes. With one of the most advanced superannuation savings regimes in the world it is inappropriate that the effect of this tax leads migrants to leave their funds in the United Kingdom.

What Are The Benefits Of Transferring Funds To An Australian Superannuation Scheme ?
Once transferred the benefits are received within the Australian superannuation fund as un-deducted contributions. Un-deducted contributions provide tax effective means of receiving retirement benefits and do not count towards a member’s Reasonable Benefit Limit – (RBL).

The treatment of applying transferred funds as un-deducted contributions should continue, as the Australian Tax Office has not granted a tax deduction to assist in the accumulation of the funds.  



Other Reasons The Growth Should Not Be Assessed As Income.
Income effects other issues in the year of assessment in which a transfer takes place such as :

·  Superannuation Surcharge (income caught by section 27CAA is currently assessed as adjustable taxable income - ATI - to determine the rate of surcharge)

· Centrelink Benefits

· Medicare Levy Surcharge (where no private health insurance is held)

How Should Section 27CAA Be Altered Following This Review ?
· It should be simplified and the growth no longer defined as Income but made an indirect tax that can be paid by the receiving Australian Superannuation Fund.

· The tax should continue to be assessed upon the growth of funds transferred, but only the growth element after July 1994, or the migrants date of Australian residency, whichever is the later.

· The growth between the date of residency and date of transfer (where this is outside the grace period) could be identified as an Untaxed Element of the transfer/contribution.

· Any tax already collected should be refunded to the member’s superannuation scheme. (Amounts of tax collected prior to July 1994 as un-deducted contributions, amounts post July 1994 as an untaxed element of a contribution.)

· The grace period should be extended to 12 months from date of Australian residency.

We trust that this makes sense and invite your contact should any points require clarification or explanation. 

As practitioners we know only too well how arduous a transfer of superannuation benefits can be without having to address the tax issues under S 27CAA as they stand today.

We trust that commonsense will prevail to remove the personal taxation liability from the individual, thus encourage migrants to proceed with a transfer to the benefit of all Australian tax payers.

David Ford

Managing Director

PENSION TRANSFERS DIRECT PTY LTD
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