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The Industry Funds Forum is pleased to present this submission to the Senate Select Committee Inquiry into Planning for Retirement.  The Industry Funds forum consists of CEO’s of approximately 24 of Australia’s largest industry superannuation funds.   The aggregate membership of these funds is over 5 million and the combined member assets held in the funds totals over $30 billion.

This submission is restricted to the following two items in the Inquiry:

1. The potential to encourage progressive transitions from work to retirement, including through possible new benefit access and contribution arrangements, and part time work; and

2. Ways to assist older workers plan for retirement.

1.
Transition from Work to Retirement
The current superannuation rules relating to access of superannuation accounts for retirement assume that a person retires from full-time work and thereafter is totally and permanently retired.  This does not accord with widespread practice.  In particular, the rule which requires that a person must work 10 hours per week to be eligible to make continuing contributions, imposes restrictions which are not conducive to gradual transition to retirement.

The Industry Funds Forum recognises that in the transition from work to retirement there are many different work patterns, which need to be accommodated by the superannuation rules.  Therefore a more flexible formulation is needed which nevertheless safeguards superannuation from being used as a tax break opportunity for non-working high net worth individuals.

In this context, we note that a system of self-assessment, similar to the current tax system may be effective.  We make the additional point that the onus of verification with any work requirement should be on the individual, and not on the fund.

2.
Ways to Assist Older Workers to Plan for their Retirement
The IFF is aware that the practice of paying sales commissions to financial planners for the sale of financial products can significantly reduce the level of retirement income available to retirees. 

Commissions are offered in a number of ways, such as:

· Up-front commissions which may be deducted immediately from the new account and paid to the selling financial planner;

· Trailing commissions, which are currently, more common.  These commissions may be deducted from the consumer’s account on an annual basis over many years and paid to the selling agent.  An Australian financial institution, which offers financial planners a trailing commission of 0.88% therefore, deducts $880.00 per annum (in addition to other fees) for every $100,000. in the consumer’s account.

· Volume servicing commissions whereby, as an agent’s sales volumes for a particular financial institution increase, the rate of the commission increases, thus creating an incentive to recommend the particular institution’s products to clients.

The practice of offering such commissions can clearly create a conflict between the financial incentives to the financial planner and the selection of the best financial product for the client.  Furthermore, a percentage fee is an inappropriate charging instrument because there is not a direct relationship between the amount of client-money and the amount of work involved for the financial planner.  Despite the protection claimed for the process by financial planners, financial institutions and their representatives, the system of percentage commissions clearly has the capacity to act against the best interests of retirees and those planning their retirement.  This view is confirmed by the recent ASIC/ACA Quality of Advice Survey.

The system needs reform, where the desirable outcome would provide for a more direct relationship between the level of work and the fees charged, and incentives to provide conflict-free, objective advice.

Yours sincerely

JOHN LLOYD

(Executive Officer)
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