3 April 2003

Ms Sue Morton

The Secretary

Senate Select Committee Superannuation and Financial Services

Parliament House 

CANBERRA  ACT  2600

SUBJECT: INQUIRY INTO PLANNING FOR RETIREMENT
Dear Ms Morton

This submission is made by The Institute of Chartered Accountants in Australia (The Institute). The Institute is one of Australia’s peak professional bodies and our members represent many of Australia’s peak business and finance professionals. These members act as advisors and key decision-makers in all facets of the superannuation industry.

The submission below represents the views of The Institute and has been prepared based on input from a variety of members in their capacity as trustees, service providers and fund members of funds of all sizes.

The terms of the inquiry are broad and overlap with a similar inquiry being undertaken by the House of Representatives Standing Committee on Ageing. As noted in our submission to the Ageing inquiry the Institute believes that Australia’s retirement income policy should be an integrated system that encourages voluntary saving for retirement by middle and high income earners, with a minimum level of saving for all Australians. Australians should be encouraged to take income streams at retirement. The Australian market place also requires new types of products that enable retirees to place additional lump sums into income streams to supplement pension income.  

Should you wish to discuss any of the matters raised further, please do not hesitate to contact Susan Orchard on (ph) 03 9502 4371, (fax) 03 9502 4372, (email) susanorch@optushome.com.au 

Yours sincerely

Alison MacDonald

Manager Business and Practice Support

The Institute of Chartered Accountants in Australia

(a) The effects of aging on workers productivity
While there may be some loss of productivity due to ageing and serious health incidents the individual is not necessarily mentally or financially ready for retirement. There is scope for these individuals to retrain and reskill into new areas. These areas can include training or supervisory roles which use existing skills in conjunction with new skills. 

For example: Loss of productivity in some areas such as manual/ trade occupations after serious health incident such as a heart attack. However the wisdom and experience gained during a lifetime of performing a trade can still be utilised through the training and guidance of apprentices which when linked as team give the advantages of providing employment for workers at both ends of the lifecycle.

The pattern of continual learning and development has been embraced in Australia with both employers and education institutions tailoring courses to assist individuals to gain new skills. The providers of courses recognise that teaching new skills to older people is different to teaching the young and they have adapted courses to suit this group, particularly in relation to computer user skills. This has seen a greater number of older Australians learning to use computers and the Internet.

While there are a number of programs which focus on retraining these are aimed at the long term unemployed and do not recognise the increased difficulties experienced by older workers when seeking employment. The break in employment prior to the commencement of retraining can often lead to effective retirement as it is the attitude change and discouragement which occurs during this time that can lead to changes in intentions regarding employment.  

We recommend the government develop programs which enable older unemployed persons to reskill in a timely manner and not following extended periods of unemployment which lead to loss of existing skills and act as deterrent to potential employers.

(b) The continuing relevance of the concept of a fixed retirement age
The Australian community is fitter and healthier that ever before leading to different expectations in retirement. Many are choosing to work longer and will have a gradual transition into retirement rather than adopting a traditional cutoff type exit strategy. This is likely to increase as Australia’s workforce moves from a manufacturing and labour intensive approach towards an educated more technically based work force. 

As the population ages and longevity expectations increase we are seeing delays in parenthood. This means that a number of retirees will desire to work longer as they continue to provide varying levels of support for their children.

These factors make a fixed retirement age difficult to manage as people adopt new more flexible working practices. 

We recommend amendments to the retirement income systems which recognise that individuals the different transitional arrangements towards retirement. These include:

· Clean break;

· Intermittent work to fund leisure activities such as travel;

· Part-time work;

· Returning to work after a period of retirement.

The changes need to be considered for both the safety net government pension as well as superannuation savings. Future retirement income products should be developed which enable flexible income streams which can be tailored to provide the income required to meet family circumstances. They should also enable the contribution of additional assets during retirement as homes are downsized to suit the changing family structure.

(c) The potential to encourage progressive transitions from work to retirement, including through possible new benefit access and contribution arrangements, and part time work
As discussed above the current system has room for new products both within the superannuation arena and external to this which will assist Australia’s transition into retirement in a way that suits their circumstances.

Non superannuation allocated pensions - Not everyone has the ability to save within superannuation.  To this end there needs to be an ability for fund managers to provide an allocated annuity / pension outside the superannuation arena.

Negative Mortgages – This would allow mortgage institutions to buy equity in elderly peoples homes and hence provide regular payments to them during their retirement.

We recommend resources are allocated to the investigation of new products which will encourage income streams to be made available to all retirees.
(d) Any scope for older workers to access their superannuation to finance retraining to continue work that is more suitable for older people
We would welcome measures that see superannuation savings being available to provide education and re-skilling. However these should be focused on keeping people in employment and should not replace existing government programs aimed at assisting the unemployed to return to work.

(e) Ways to assist older workers plan for their retirement
The superannuation system treats people as individuals up to and including the benefit phase. However once retired a couple is treated as a single unit with a means test based on joint income and assets. The joint income provided by the safety net is lower than that of two singles.  

The system is complex and those who avail themselves of financial planning advice in the years leading up to retirement can have income and investments restructured to maximise their retirement income. This advice is often sought by those with excess benefits and high levels of savings and the advantage is not taken by those in the middle income brackets.  This adds to the perception that the system is unfairly weighted towards the wealthy.

Those in low and middle income brackets do not clearly understand the interaction between the social security system and savings e.g. that income from savings such as superannuation acts as a supplement to the safety net pension to raise income levels and improve living standards in retirement due to favourable replacement rates.

We recommend improvements in the education about the safety net pension and the benefits available to retirees this should also focus on the importance of planning and how the system works. 

There are a number of sources of information existing in the market place, these include education programs and financial planners. The provision of financial planning advice n matters other that superannuation by a fund is a breach of the sole purpose test. This assumes that superannuation can be treated as a stand alone item and not a part of the members overall financial plan. This is not a reflection of the true circumstance. 

In order to get appropriate advice all factors should be considered this advise needs to be sought prior to retirement in order that all members can maximise the outcomes from their superannuation savings.   

We recommend that superannuation monies be made available to members to enable them to access education programs and financial planning advice. The costs of providing the advice should be deductible to the fund. 

(f) The short and long term effect on the Budget of any proposals for change
No comment

(g) Any issues for federal or state work place relations systems.
No comment

