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The Secretary

Senate Select Committee on Superannuation 

Parliament House

CANBERRA ACT 2600

Dear Ms Morton

Reference: Planning for Retirement
The Financial Planning Association of Australia Ltd, FPA, welcomes the opportunity to present a submission to the Senate Select Committee on the Inquiry into Planning For Retirement.  

The FPA is the peak professional organisation for the financial planning profession in Australia.  The Association is a not for profit organization established as a company limited by guarantee.  

With approximately 14,500 members organised through a network of 30 Chapters across Australia and a state office located in each capital city apart from Darwin, the FPA represents qualified financial planners in Australia who manage the financial affairs of over five million Australians with an investment value of more than $560 billion. 

We would welcome the opportunity to further discuss the contents of our submission at a public hearing.

If you have any queries about the contents of the FPA submission please do not hesitate to contact FPA’s National Manager Policy and Government Relations, Con Hristodoulidis on (02) 9220 4508, or Policy and Government Relations Adviser, Margaret Sousou on (02) 9220 4512.
Yours Sincerely
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EXECUTIVE SUMMARY

Australia is facing a significant long-term ageing of the population.  If current trends continue, there is likely to be at least half as many Australians retired in the next century as there are persons working.  To further complicate the matter, the life expectancy of both males and females has increased over the last 100 years and is predicted to continue to increase.  
Australian policy development over the past 15 years has been spurred by concerns about the adequacy of retirement incomes, the budgetary cost of providing retirement incomes in the future and the low level of national savings.  

This has resulted in a national savings and retirement incomes policy settings in Australia that supports home ownership and superannuation as the main forms of wealth creation up to the age of retirement.  The government also offers a pension system for those who have not accumulated enough wealth through their working lives to be self sufficient in retirement.  

However, through a system of incremental change to the detail of national savings and retirement incomes policy, we have a system that is adhoc and creates distorted incentives for individual to save.  Any reform of the system requires a holistic approach that aims to achieve the following objectives:
1. those who reasonably can save should be expected to provide for their own retirement

2. the age pension should only be accessible as a safety net

3. compulsory super should be maintained but taxation of the system should be simplified

4. reviewing the concessional tax treatment of savings for all purposes to ensure the concessions offered increase national savings and not merely results in individuals switching savings from one form to another

5. avoid double dipping

6. the development and promotion of a savings and debt management culture

7. freedom of choice in post and pre retirement savings and income decision making

8. simplify and de-mystify retirement incomes and national savings system to ensure transparency and simplicity

9. reforms do not necessarily have to be revenue neutral in the short term.

The FPA supports further analysis of the prospect of linking access to superannuation benefits and the age pension and retirement.  However, at a minimum the FPA supports:

1. Giving Australians over the age of 55 access to part of their superannuation benefits, through an income stream, if a worker decides to remain in the workforce but wind back hours worked.
2. The top-up accessed through superannuation benefits should provide the worker with a level of income equivalent to the age pension. 

3. Linking the age at which access to lump-sum super and age pension is available.
4. Workers over the age of 55, can access part of their voluntary contributions to fund retraining and upskilling if required.
5. Extending the senior Australian Tax Offset and Commonwealth Senior Health Card from age 55 to those working part-time.
6. Further education on the Pension Bonus Scheme, as there seems to be a lack of awareness of the program.

The FPA also believes that the Federal Government can improve self-sufficiency in retirement for older workers by:

(a) Making the cost of financial planning tax deductible

(b) Removing or reforming the Reasonable Benefit Limit Scheme

Younger Australians face the daunting prospect of having to partly fund the retirement of baby boomers with a shrinking workforce as well as funding their own retirement.  Unfortunately for young Australians, it is well documented that the 9% superannuation guarantee will not provide them with an adequate level of retirement incomes.  Further, the current property boom has made home ownership far more difficult.

The benefit for young Australians is that they have time to generate savings if we get the policy-setting correct now.  The FPA recommends:

1. the introduction of a medium-term savings vehicle within the superannuation infrastructure to give younger Australians better opportunity to generate wealth;

2. removal of all upfront taxes on superannuation contributions; and

3. improved education program to promote the benefits of saving.
Specific Recommendations:
1. There is a need to develop flexible work practices, such as job share, whereby older workers can remain in contact with the working population.

2. The FPA believes retirement ages should be more flexible to meet the changing lifestyle choices. For example, the FPA supports older workers having the opportunity to move to part time work indefinitely, and partially access 

superannuation benefits through an income stream to supplement part time income if necessary.

3. Another incentive to promote progressive transitions from work to retirement is the Pension Bonus Scheme available through Centrelink and DVA.  Although this is currently an incentive to remain working at least 20 hours per week for 48 weeks in the year, according to many financial planners, not many people are aware of the scheme.  The FPA recommends greater public awareness be generated via education programmes.

4. If people choose to stay in the work force on at least a part time basis, they could be rewarded by having access to the Commonwealth Seniors Health Card from age 55, rather than age pension age.

5. The Government should consider adopting a policy which allows older workers, (age 55 and over) to choose whether they want to revert to part time work, and top up the extra money (up to age pension amount) by reverting parts of their super into an income stream.  This would allow older workers the flexibility to choose a lifestyle they desire and remain in contact with the workforce, while not face a large drop in income.

6. The FPA recommends the introduction of an investment advice related expense section, similar to the treatment of tax-related expenses in Section 25-5 of the Income Tax Assessment Act, (1997) to make the cost of financial planning advice tax deductible.  
7. The FPA prefers that the government abolish RBLs.  Alternatively, as a means of encouraging older Australians to take an allocated pension rather than a lump sum (the original intent of RBLs) the FPA recommends doubling the RBLs for allocated pensions and retaining the current level for lump-sums.  This recommendation should be combined with linking access to lump-sum super to age pension.  

8. The FPA reinforces its recommendation for the formulation of a medium-term savings vehicle, whereupon people can save money (within the current superannuation infrastructure) in periods of high-income low expenditure and use this equity to fund major lifestyle expenditures.  Such a policy will increase the level of personal savings, national savings and self-sufficiency in retirement.  

9. The FPA recommends that the outcome of taxing superannuation should be at the end point.  This method ensures a greater accumulation of super, and more money for people to draw upon in retirement.  It also ensures less complication in understanding the taxation of super, as it occurs only once, which in turn makes it attractive to consumers and reduces the administrative burden on the industry.  In other words, 
reducing barriers to effectively enter into the super system would encourage more people, especially younger Australians to contribute to their retirement.  
10. The FPA is a strong advocate of educating consumers about retirement incomes.  Given the enormity, and therefore the effect it will have on people’s lifestyle, it seems fit to embark on an education campaign to ensure consumers understand how their money is invested and the choices they have in investments.  
1 INTRODUCTION

In 1994, the World Bank noted that using early retirement as a short term policy measure to reduce unemployment could prove extremely costly in the long run, in that the cost of pensions and benefits would rise considerably as more and more people lived longer and there would be hidden economic costs due to the loss of many people with valuable skills.  A similar point was made by the International Labour Office (1995), concluding that the very concept of ‘retirement’ was obsolete and needed fundamental rethinking. The need for greater flexibility in job sharing and a spread of employment opportunities over the life span were stressed.

This concept of greater flexibility for older workers, (those aged 55 and over) will form the main framework of this submission.  In exploring this framework the following will be considered:   
· The effect of ageing on productivity

· An integrated system whereby older workers maintain contact with the workforce are also able to utilise their super funds and government initiatives,
· Accessing superannuation benefits to retrain and continue to be active in the workforce, and
· How financial planners can assist workers plan for their retirement.  The prospect of making financial planning affordable to the general community is also considered.
The submission will also focus on younger Australians and how current government policy setting needs to be re-engineered to ensure this group has the capacity to fund their retirement.  Younger Australians face the peak dilemma of having to fund part of the retirement of older Australians with a shrinking labour force as well as funding their own retirement through a national savings system which does not seem to provide appropriate outcomes to date.  

2 AUSTRALIAN DEMOGRAPHICS AND RETIREMENT INCOMES AND NATIONAL SAVINGS POLICY  
Long Term Demographic Shift
Australia is facing a significant long-term ageing of the population, which will have implications for private and public savings.  As the ratio of those working (that is, taxpayers) to those not working declines, significant additional pressures are imposed on taxpayers and thus on nations’ budgets.   In Australia the retired dependency ratio (the ratio of persons retired to those working) is presently around 40 per cent and, on current trends, could rise to 60 per cent.  (Table 1 shows the comparison with other countries).
Table 1
Projected proportion of population aged 65 years and over, selected countries
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Thus, if current trends continue, there is likely to be at least half as many Australians retired in the next century as there are persons working. It is not certain that per person income growth in the future will generate sufficient tax revenue to allow current levels of age related social expenditure to be maintained.
To further complicate the matter, the life expectancy of both males and females has increased over the last 100 years.  According to the World Health Organisation, over the period 1901-2000, life expectancy at birth increased by 21.4 years for males and 23.3 years 
for females in Australia.  With further improvements in preventative health care, life expectancy is anticipated to increase further.

Hence Australia’s retirement incomes policy needs to adjust to accommodate this significant demographic change.  The Federal Government’s Intergenerational Report acknowledged:

“if policies are not adjusted, the current generation of taxpayers is likely to impose a higher tax burden on the next generation.  The required adjustment in taxes and spending is about 5.0 per cent of GDP by 2041-42 or $87 billion in today’s dollars.”

2.1 Current Savings Patterns in Australia

Individuals can and do save during their working lives to provide retirement income.  A variety of ways of effective savings are available including bank deposits, government securities, home ownership, life insurance and superannuation.
 Table 2
Estimated average household savings by wealth quintile, June 2002

	Quintile
	Deposits
	Shares
	Home
	Rental Prop
	Super
	Wealth

	
	$
	$
	$
	$
	$
	$

	1 (poorest)
	1,000
	0
	1,000
	0
	15,000
	18,000

	2
	4,000
	2,000
	38,000
	3,000
	46,000
	93,000

	3
	8,000
	4,000
	121,000
	11,000
	52,000
	196,000

	4
	15,000
	11,000
	203,000
	17,000
	76,000
	322,000

	5 (richest)
	58,000
	152,000
	415,000
	58,000
	89,000
	772,000

	Average
	17,000
	34,000
	155,000
	18,000
	56,000
	280,000


Note: 
Rows may not add due to rounding

Table 2 show on average each Australian household has $280,000 of wealth accumulated as at June 2002.  The table shows that the two greatest assets are home ownership and superannuation.  

However, wealth is not evenly distributed.  The least affluent 20% of households do not have to worry about shares or rental properties.  In the past this group may have had nothing but a few dollars in the bank.  This changed with the introduction of award-based superannuation in 1986 and the compulsory employer contributions to superannuation under the SG from 1992.  These initiatives appear to have helped all households to have some savings.  For the least wealthy, this forced saving is very significant and often represents their only savings.

2.2 The Effect of National Savings Policy on Savings Behaviour

Australian policy development over the past 15 years has been spurred by concerns about the adequacy of retirement incomes, the budgetary cost of providing retirement incomes in the future, and the low level of national savings. 
These concerns have seen a shift in the provision for retirement incomes away from heavy reliance on the age pension and toward occupational superannuation, with this shift engineered through adding legislated compulsion to a system of taxation incentives. The taxation incentives, which include income tax concessions on contributions to superannuation and on fund earnings, have been available for many years. The introduction of compulsory superannuation is a more recent and more powerful development.  Given these tax concessions, superannuation is today the second largest asset for Australians.
The Australian dream of owning a home has also been realised by many Australians.  Research has found that the vast majority, nearly 90 percent, of Australian households had become home owners at some stage of their lives.   At any time, around 70 percent of Australian are living out this dream in their own home. 
 
Parked against the tax advantage of super and the realisation of the great Australian dream, were moves to broaden the personal income tax base through the taxation of real capital gains (other than of capital gains on owner-occupied housing) in 1985. This meant any gains made on shares, managed funds; investment properties, etc. would attract further tax if a profit was made upon the sale.

Given the significant skewing of government policy towards superannuation and home ownership as forms of saving, the first step in wealth creation is to gain employment and stay in employment as long as possible.  This will help build wealth through the accumulation of superannuation and provide the income needed to save.  The savings are required for the second step in building wealth – the purchase of a house.  The home purchase provides two mechanisms that help build wealth.  The desire to reduce the mortgage motivates households to save more than they would normally and the value of the house appreciates over time adding extra equity to the wealth portfolio.

For young people the ability to take the second step – home ownership – is limited by the requirement for an increasing large deposit.  Without a home and the motivation to reduce the mortgage, the savings of younger people are likely to be reduced in the future. 

This is supported by research conducted by NATSEM on behalf of the FPA which shows
(using estimates based on ABS data) that young households had in fact reduced their level of wealth over the period 1993-2002.
In fact in 1999 a higher proportion of younger Australians were saving for travel (38%) than for a house (34%). In addition more than 20 per cent were saving for a car or expensive item for the house. While it is commendable that they are saving for these items rather than borrowing, these are not long term assets that will provide any benefit in retirement. So while the young are saving, it is being used to purchase consumer items like travel and cars not wealth accumulation assets.

According to the life cycle model, those in the age group 55-64 are good savers. Their high incomes combined with low consumption should mean that they are able to put considerable amounts away for their retirement. In Australia it appears that this is not the case. Three fifths of those aged 55-64 reported they were not saving.

Even more worrying are the proportions of those aged between 55 and 64 that are not only not managing to save but are actually going backwards. 

One reason for this low saving may be that the people in these households do not believe they need to continue saving at the same rate and can choose to maintain the same level of spending or even increase it while reducing their income. 

The drawing down of savings may also be related to changing labour force patterns. In

other research, NATSEM
 has found that almost half of all 50-64 year olds have retired

from full-time employment (45% in 1997). Some of these are choosing to work less

hours, some are choosing to access their superannuation as early as possible, while

others have been made redundant and then cannot find other employment.

Whatever the reason, it means they are not able to save at the expected level and in

fact may be drawing on their savings rather than adding to them.
2.3 What does this mean for Government Policy?

FPA supports the government’s 3-pillar approach to retirement incomes policy, i.e.
1. self sufficiency through voluntary savings

2. compulsory super

3. pension system as a safety net.

However, through a system of incremental change to the micro detail of each area of these policy objectives, we now have a system that is adhoc and creates distorted incentives for 
individuals to save.  Any reform of the system requires a holistic approach that aims to achieve the following objectives:
1. those who reasonably can save should be expected to provide for their own retirement

2. the age pension should only be accessible as a safety net

3. compulsory super should be maintained but taxation of the system should be simplified

4. reviewing the concessional tax treatment of savings for all purposes to ensure the concessions offered increase national savings and not merely results in individuals switching savings from one form to another

5. avoid double dipping

6. the development and promotion of a savings and debt management culture

7. freedom of choice in post and pre retirement savings and income decision making

8. simplify and de-mystify retirement incomes and national savings system to ensure transparency and simplicity

9. reforms do not necessarily have to be revenue neutral in the short term.

3 THE WAY FORWARD

3.1 Older Australians
The Effects of Ageing on Workers’ Productivity

Over the past 25 years Australia’s productivity performance has been significantly below the OECD average. While there has been some improvement recently, it is by no means certain that Australia can replicate over the next century the sustained growth in GDP per person of the 1960s. There is also uncertainty as to whether past trends in the expansion of labour supply can continue now that the majority of women have already joined the workforce. For these reasons many are concerned that, without considerable and well-targeted changes, Australia’s productivity performance will not improve sufficiently to allow future governments to support the elderly to the same extent as at present.  
The single most important factor affecting economic growth is the rate at which productivity increases. The number of persons of working age per person of retirement age in Australia will decline from about six at present to about three in 2030.  With most of the baby-boom generation in Australia now at, or close to, the age of maximum savings, it is therefore predictable that demographic trends will soon begin to reduce household saving.

According to many financial planners who service a large number of older workers, older workers want to be judged from an experience perspective and want to pass on the valuable information that they have gleaned to others in the business, rather than the company lose those skills when the person leaves the company.  

Older workers also want more balance in their lives, in terms of leisure and work.  They have put in the ‘hard yards’ in the past and have been focused mainly on work and now 
see the need to devote larger amounts of time to family and leisure so they have more balance, and are not living merely to work.
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 The continued relevance of the concept of a fixed retirement age

It should be recognized that there is no law that exists in the superannuation industry which forces people to retire at a certain age.  Instead, laws exists which may influence when people retire, because of the ability to access their benefits. For example, government policy has regulated when people can receive their preserved superannuation benefits.   

The Government has initiated policy to link access to super with retirement age.  The FPA believes that this policy should be re-designed so that access to lump-sum superannuation benefits are linked to age pension age.  The benefit of this policy is that it steers people away from taking lump sum payments at age 55, running down this form of savings and then at age 65 relying on the age pension for the main source of income.
If people are working longer, even on a part time basis, it is likely to keep them younger and healthier in mind as they continue to be active.  It would also ease the transition from working to retirement, which is a priority as many people feel anxious and are not equipped to deal with the complete change triggered by retirement.

In Australia, the age pension ages of 60 years for women and 65 years for men were set in 1909 (Department of Social Security 1996a, p. 260), when life expectancy at birth was just under 60 years of age. As a result, at the beginning of the century only a very small proportion of people were able to rely on government support in their old age. Although the age pension age for women is now gradually being increased to 65 years, no other changes have been made to the age limit of the age pension since the early 1900s. This is despite the fact that life expectancies are now some 20 years longer than they were then and people’s lifestyle choices and expectations have changed.  
Assuming full-time employment until the age of 65, people today can expect on average to be out of the workforce for a period of 10–15 years. By 2051, this period is likely to have increased to close to 20 years.

In addition, a DSS Survey in 1992 showed that many retire at age 55.  The survey found that in Australia there is evidence of a strong preference by employers for younger workers.  Many respondents also considered that age discrimination commenced at or below age 45. In addition, older workers tended to believe that the government supported early retirement.
Without changes to government policy, employer attitudes to older workers and a growing life expectancy will result in many Australians being out of the workforce for up to 40 years - for as long as they had been in it - by the middle of this century

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

It has been widely accepted that Government policies generally have a considerable influence on both people’s retirement behaviour and on age related social expenditure.  Much of this arises from the compulsory nature of many policies concerning retirement. For example, there is a clustering of new retirees at age 55, which is the superannuation preservation age set by the government.  
However, many non-compulsory policies affect decisions about retirement as well. For example, as a result of budget announcements in 1996, Australians aged 65–70 years with part-time work can now continue to contribute to a superannuation fund. Also people aged 50 and over can now undertake unlimited full-time voluntary work and still qualify for social security allowances. These measures encourage older people to continue working. For example, ABS data shows that in 1995-96, 5.6% of the employed workforce was over the age of 64.  In 2000-01 the proportion had increased to 6.0%.

The more incentive created through government policy to remain in the work force and/or have a gradual progressive transition from work to retirement, the more likely the majority of people will take up the offer.  This type of policy may not necessarily have to be new policy, but an extension of existing policy.  For example, the FPA supports the introduction of the Senior Australians Tax Offset and the Commonwealth Seniors Health Card, because they are two endeavours that encourage and reward people for saving adequately for their retirement. 

The outcome of such an initiative would be two fold:

1. people in this bracket would still be quite healthy which would be heightened by the fact that they are still active from part time work.  

2. people could save more for their retirement benefits as they may possibly receive 
      superannuation guarantee from employers and would not be drawing down their    

      retirement benefits.

Currently, those aged 55 years and over can work up to a certain number of hours a week and also gain access to their superannuation benefits.  This is clearly spelt out in SIS Regs whereby:

Benefits in a regulated superannuation fund must be cashed or rolled over for immediate cashing as soon as practical after the occurrence of certain events. These events are:
· the member has reached age 65 but is less than age 70 and is no longer gainfully employed for at least 10 hours each week;

· the member has reached age 70 and is no longer gainfully employed for at least 30 hours each week; etc.
The concept of allowing part-time work and access to superannuation to those aged 55 years and over illustrates the intention to make the retirement age more flexible.  However, the requirement that a person can work a certain number of hours per week needs to be reviewed.  

A better measure would be to allow people over the age of 55 to work unlimited hours and substitute any potential loss in income by accessing part of their superannuation from an income stream up to the age pension amount.  In other words, the test would be income and lifestyle rather than hours worked.    

Any scope for older workers to access their superannuation to finance retraining to continue work that is more suitable for older people.

The FPA believes there is scope for older Australians, (over the age of 55) to access parts of their super contributions to fund retraining, especially for older Australians who are retrenched and are not offered financial assistance for upskilling or retraining. 
While the FPA supports the linking of lump-sum access to age pension, we believe there is scope to give older Australians access to part of their voluntary contributions in a lump-sum to specifically fund up-skilling.  This is particularly pertinent in cases where older Australian are made redundant and no government and/or corporate assistance is available.
This measure provides a great opportunity for older workers to use their own capital to up skill themselves to remain in the workforce.  
Ways to assist older workers plan for their retirement

Deductibility of Financial Planner Fees
The FPA strongly believes that licensed financial planners are in a unique position to assist older workers plan for their retirement, because they are licensed to provide comprehensive financial advice ranging from superannuation to taxation to estate planning.  
Financial planners actively promote the need for self-provision in retirement to clients and set out to achieve this need by increasing clients’ wealth by shifting their portfolios from less than optimal risk-return trade-offs to portfolios closer to the optimal.  Financial planning therefore benefits the Australian economy by raising the investment returns of the household sector.  More broadly, successful financial planning boosts real wages, business investment and national savings, while easing the pressure on both interest rates and the current account deficit.

At the individual level, financial planners provide plans that address the person’s financial and lifestyle needs.  Usually the plan:
· Outlines the person’s financial position and needs,
· Sets out the person’s goals,
· Explains the overall strategy to achieve them,
· Recommends investments and other steps for the person to manage their money,
· Shows how each investment and any other steps will get the person to their goals,

· Discusses the risks and how to deal with them,

· Shows all costs to the person, and

· Informs the person about any remuneration and other benefits that the adviser may receive for their professional skills.  

This is all achieved after the planner has met with the person on a number of occasions and completed a full fact find on the person, including their current financial status, personal achievements and goals and plans for the future.  
The FPA being the peak association for financial planners in Australia ensures that the expertise and ethical and professional behaviour which is expressed in these plans is always of the highest level.  
However, with any service provided a fee is attached.  Generally plans take from 7 hours of work, (for a basic plan) to up to 30 hours (for complicated plans) to complete.  At a modest cost of $200 per hour the preparation of a plan could range from $1400 to $6000.  The question then remains, how to make this type of advice available to a cross section of older workers.  
The FPA believes that the financial planner’s initial and all ongoing management fees should be tax deductible.  Currently, the up-front cost of a plan is not deductible and not all the ongoing costs of implementing the plan are deductible.  
The ATO has muddied the waters by releasing draft rulings at different times inferring different points of views.  In April 1980 in Tax Ruling 39 the ATO stated that expenditure incurred in servicing an investment portfolio was deductible.  

In December 1995, the ATO released Tax Determination 95/60 stating that “ongoing management fees or retainers are deductible”…provided… “all of a management fee must relate to gaining or producing an assessable income”.  This means that parts of the on-going service fees that relate to Social Security, superannuation (unless it is wholly pension), and estate planning and asset protection are not tax deductible, while ongoing fees relating to investments are deductible.    

TD 95/60 disallows people from making deductions for the initial fee paid to a planner for the initial financial plan, because it is capital outlay.  However, ASIC would at a minimum question the continued viability of an adviser who did not draw up plans for 
prospective and regular clients as part of the continued investment and financial planning services.

Making licensed financial planner fees deductible would ensure many more older workers would be able to afford and access licensed financial planning advice to secure their financial freedom in retirement.  

Effective financial planning is important to the success of the Australian economy.  If people do not make careful, rational decisions about how to self-regulate the patterns of consumption and savings and investment over their life cycles, government will have to step in to save people from the consequences of their poor planning.  
Indeed the entire concept of government-sponsored, forced withholding for retirement is based on the assumption that people lack the foresight or the discipline, or the expertise to plan for themselves.  The complexity in government-sponsored retirement incomes systems, places increased importance on the ability of people to secure for themselves affordable and professional financial planning advice.  
Reasonable Benefit Limit (RBL)
Another method for assisting older people plan for their retirement is to not penalise people for accumulating high level of savings.    

RBLs were introduced to steer retirees into purchasing pensions with their super money rather than taking the money as a lump sum, to ensure less people relied on the public pension system.  However, the latest APRA Superannuation Trends September Quarter 2002 figures show that lump sums accounted for 82.2% ($8 billion) of the benefits paid during the September quarter
.  In other words, 9 years after the RBL system was introduced, investors are still favouring the lump sum system over the pension system.

The RBL system clearly is not achieving its policy intent, and rather it is hindering those who can save from contributing excess money into super, because of the fear of reaching the RBL quickly before retirement.  

Maximum Aged Based Contribution Limits already limit the amount of money that can be contributed into super while taking advantage of the tax deductions.  The concessional tax treatment of money invested up to the aged based limit acts as an appropriate mechanism to stop people from taking excessive advantage of the concessional tax laws.  Adding RBL’s at the end of the process only complicates super even more, by adding more boundaries and making it less attractive to the average Australian.  

Altering RBLs’ would also encourage greater savings and also provide incentives to maximise benefits levels at the end of the accumulation phase and reduce the reliance on the social security system.  It would minimise the use of other investment strategies to avoid reaching the RBL, and instead redirect money back into super funds.
The short and long term effect on the Budget of any proposals for change
It is unrealistic for the Government to expect that any initiative to build national savings should be revenue neutral in the short-term.  Governments should be prepared along with everyone else to be a little less profligate.  Tax reductions made possible by such activity should be directed to those who are prepared to save rather than consume.

This will build a more robust economy and will reduce the need for extra Government spending.  

The proposals offered in this submission promote increasing a person’s working life and encourage people to fund their own cost of living in retirement.  This would reduce the costs to the community and would result in more people being active and healthier.  It should reduce both pre retirement benefit outlays and pension payments.  
3.2 Younger Australians
As mentioned earlier younger Australians face the dual dilemma of having to save for their own retirement as well as face a shrinking workforce that will be required to assist in the provision of the ageing of the baby boomers generation.  While many of the measures outlined above will ease the second pressure it is important that government policy is also geared to giving younger Australians every possibility to secure their retirement.  The advantage younger Australians have is that they have time on their side.  

3.2.1  Medium- Term Savings Vehicle

During recent public hearings to the Senate Select Committee on Superannuation and Standards of Living in Retirement, the FPA raised the issue of introducing a medium- term savings vehicle.  FPA’s proposal is about combining super with a medium savings plan.    Accessibility is recognised as the main disadvantage to super.  The FPA believes the greatest attraction to increasing the level of national savings for younger Australians is to create a medium-term savings vehicle embedded within the super system that offers tax advantages and can be accessed to support major lifetime expenditures.     

The Committee noted the importance of such a savings vehicle in its report on “Superannuation and Standards of Living in Retirement” and made a recommendation for the government to examine the introduction of a tax preferred medium- to - long-term savings vehicle which could be accessed prior to retirement for purposes such as”

· Health;

· Savings for a home deposit; and

· Education

Taxation of Superannuation

Taxation of the super system was initially introduced as a relatively easy arrangement to 
understand and adopt.   Over the years we have seen an evolution of the taxation of super from a 95% tax-free lump sum, to 15% contributions tax, 15% earnings tax, and 15% withdrawal tax.  This tax import was further complicated with the introduction of:

· Reasonable Benefit Limits

· Aged Based Contributions

· Surcharge tax on contributions for high income earners

The taxation structure makes the incentives within super system difficult to understand even though many are faced with them.  They are not transparent and do not encourage a savings culture.  

The FPA believes taxation should adhere to the following principles:

· Neutrality in the treatment of savings;

· Simple to understand and administer; and

· Minimal taxing points.

Any deviation from these principles should be based on sound economics and social factors.  In the case of savings for retirement, the democratic process in Australia supports a combination of compulsion and tax incentives to generate savings for retirement.  Even then, simplicity in the application of tax incentives should be the focus.


3.2.2 Importance of Education


The FPA provides a number of services for members of the general public, to ensure they have a good level of understanding of what a financial planners can offer, including:

· web-based referral of financial planners: http://www.fpa.asn.au/home/findaplanner.asp
· Toll-free 1800 number for consumers to gain access to financial planners in their areas of dwelling
· Don’t Kiss Your Money Goodbye – a free brochure written in conjunction with ASIC offering questions for people to ask financial planners before engaging their services
· Understanding Risk to Achieve your Financial Goals – a free brochure written in conjunction with Macquarie Investment Management to help people understand the kinds of risks most likely to affect the value of one’s investments in the short, medium and long term.
· Regular columns in the Money Section of mainstream newspapers, allowing members of the public to write in with their questions and be answered by Certified Financial Planners
· Financial Planning Week – all States in Australia participate in a week long promotion of financial planning services.  As part of this event, there are opportunities for the general public to freely chat with Certified Financial Planners. 
In order to achieve a savings culture, the FPA also advocates the introduction of savings and financial planning in the secondary school system, to teach students the importance of saving and planning their finances. The FPA is pursuing this belief by embarking on a number of projects to educate consumers and students about the importance of financial planning.

In summary, the provision of education is far from costless, however expenditure on a well-developed program should be considered an investment.  Without an education campaign, consumers are more likely to make inappropriate choices therefore placing the entire superannuation and retirement incomes system at risk.   

There is a need to develop flexible work practices, such as job share, whereby older workers can remain in contact with the working population.





In understanding this distinguishing factor, the FPA believes retirement ages should be more flexible to meet the changing lifestyle choices. For example, the FPA supports older workers having the opportunity to move to part time work indefinitely, and partially access superannuation benefits through an income stream to supplement part time income if necessary.








These initiatives could be further expanded to ensure that if people choose to stay in the work force on at least a part time basis, they could be rewarded by having access to the Commonwealth Seniors Health Card from age 55, rather than age pension age.  





Another incentive to promote progressive transitions from work to retirement is the Pension Bonus Scheme available through Centrelink and DVA.  Although this is currently an incentive to remain working at least 20 hours per week for 48 weeks in the year, according to many financial planners, not many people are aware of the scheme.  The FPA recommends greater public awareness be generated via education programmes.





The Government should consider adopting a policy which allows older workers, (age 55 and over) to choose whether they want to revert to part time work, and top up the extra money (up to age pension amount) by reverting parts of their super into an income stream.  This would allow older workers the flexibility to choose a lifestyle and remain in contact with the workforce, while not face a large drop in income.





The FPA recommends that the outcome of taxing superannuation should be at the end point.  This method ensures a greater accumulation of super, and more money for people to draw upon in retirement.  It also ensures less complication in understanding the taxation of super, as it occurs only once, which in turn makes it attractive to consumers and reduces the administrative burden on the industry.  In other words, reducing barriers to effectively enter into the super system would encourage more people, especially younger Australians to contribute to their retirement.  








The FPA reinforces its recommendation for the formulation of a medium-term savings vehicle, whereupon people can save money (within the current superannuation infrastructure) in periods of high-income low expenditure and use this equity to fund major lifestyle expenditures.  Such as policy will increase the level of personal savings, national savings and self-sufficiency in retirement.  





In order to clarify the ATO position the Federal Government must be involved.  An investment advice related expense section is required, similar to the treatment of tax-related expenses in Section 25-5 of the Income Tax Assessment Act, 1997.  This section specifically provides a tax deduction for expenses incurred in connection with the person’s tax related affairs, even expenses of a capital nature that would otherwise be denied under Section 8-1.  A similar section could be inserted to make the cost of the financial plan deductible.   





The FPA is a strong advocate of educating consumers about retirement incomes.  Given the enormity, and therefore the effect it will have on younger people’s lifestyle, it seems fit to embark on an education campaign to ensure consumers understand how their money is invested and the choices they have.  











The FPA prefers that the government abolish RBLs.  Alternatively, as a means of encouraging older Australians to take an allocated pension rather than a lump sum (the original intent of RBLs) the FPA recommends doubling the RBLs for allocated pensions and retaining the current level for lump-sums.  This recommendation should be combined with linking access to lump-sum super to age pension.  








Financial Literacy Workbook





The FPA has entered into a contract with the National Endowment for Financial Education in the United States to gain the use of its High School Financial Literacy program.  The NEFE program has been successfully studied by over 2.5 million students in the United States.





The FPA has subsequently entered into a contract with Australian firm Community to Australianise the workbook material for distribution to an Australian school audience.





Financial planning as part of the curriculum





Following the FPA’s submission to the NSW Board of Studies, financial literacy and financial planning have been included in the new core syllabus for commerce.  The FPA has also been approached by the Board of Studies to make a contribution to the written content. 





AXISS workplace learning project





The FPA is working with AXISS Australia to increase the number of young Australians participating in workplace learning in the financial services sector, in particular financial planning. 





The FPA is assisting to co-ordinate work placement venues for a pilot scheme. The workplace learning placements will involve the completion of key competencies. The FPA will work with AXISS to establish the key competencies within a financial planning placement. These are expected to include comprehensive study of financial literacy issues. 
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