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1. Recommendations

The key recommendations in this report are:

Older employees must be encouraged to remain in the workforce longer. 

· Employers could consider identifying positions which should be kept available for older employees and used for job-sharing or part time employment.

· Provide tax incentives for employers to ensure that older employees are given opportunities for retraining so that they can stay in the workforce longer.

· Encourage state governments to reduce or remove payroll tax on remuneration for older employees. 

· The work tests for making voluntary contributions to superannuation should be removed.

· Improve the interaction between taxation, social security and superannuation to encourage greater flexibility;

Better structure of tax and social security benefits.

· Seek better integration of social security rules so that people could defer drawing an allocated pension while they have some part-time work in retirement.

· Examine allowing SG contributions to be made into allocated pension accounts.

· Consider evaluating eligibility for the Age Pension when first retiring and using a deeming structure at that time to assess eligibility throughout retirement.  Alternately, introduce a regular deemed income test to replace the existing income and assets test.

· Consider allowing those who are not eligible to receive a full Age Pension to be able to use their accumulated superannuation assets to purchase one, in whole or in part, from the government at retirement.

· Consider a lifetime limit on deductible contributions rather than age-based financial-year limits.

· Consider other means for raising taxes to replace the surcharge.

· Introduce a gradual capping of the value of the family home for Age Pension eligibility purposes.


· Encourage the development of retirement income products built on the accumulated value of owner occupied housing assets to cover retirement income, health and aged care expenses and reduce the demand on the Age Pension.

Financial planning advice

· Government funded advisory services could be better resourced and co-ordination with the private sector and welfare agencies could be improved.

· The financial sector should be encouraged to further develop better-targeted financial products and provide consumer advice at fair value.

· Taxation arrangements, which inhibit the provision of “fee for service” financial advice and employers organising financial planning advice for employees, should be reviewed.

Retraining

· Training for mature age employees while still employed should be funded either by employers, the government through its existing or new programs under its “Australians Working Together” initiatives, or a combination of both through providing subsidies. 

· Existing Government funded programmes should place greater emphasis on encouraging employers to retain and retrain existing mature age employees.

· Employers should be encouraged to identify positions such as call centre staff, which might be suitable for older employees after appropriate training. 

Objectives

The ABA recommends that an integrated system of private and government funded benefits for retirement income be built on the following principles:

· All Australian residents should be covered by the Superannuation Guarantee Legislation.  Contributions would be made by employers for all their employees, the self employed for themselves and for welfare recipients by the Government;

· The long term objective should be to ensure that in 40 years time, (a full working generation), very few Australians then retiring would need to access the full Age Pension and the majority, say 70%, would be totally independent of government income support in retirement;


· Although the ABA supports the present Three Pillar structure of the Australian Retirement System, it believes that there is scope for developing a fourth pillar namely, part-time work in retirement, which has been proposed before by various actuaries.  This would lead to a more effective amalgam of government provided benefits and superannuation and other savings to encourage greater workforce participation by persons aged over 55.

Objectives of Submission

1.1. Scope 

Rice Walker Actuaries (RWA) has prepared this report on behalf of the Australian Bankers Association (ABA).

The seven aspects to this enquiry are:

a) The effects of ageing on employees’ productivity;

b) The continuing relevance of the concept of a fixed retirement age;

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

d) Any scope for older employees to access their superannuation to finance retraining to continue work that is more suitable for older people;

e) Ways to assist older employees plan for their retirement; 

f) The short and long term effect on the Budget of any proposals for change; and

g) Any issues for the Federal or State workplace relations systems.

The ABA considers that five of these items merit comment from the ABA.  Accordingly, Section 4 to 8 of this submission specifically covers items (b) to (f) above.

1.2. Objectives

Although Australia has a simple three-pillar superannuation structure, which is universally accepted, it is subject to enormous complexity in many areas, including taxation, benefit rules, administration, choice of funds, choice of investments, and the integration of accumulated SG and personal contributions with the social security Age Pension.

This complexity encourages inefficiency and causes costs to be too high.  Costs can be expected to rise further with the forthcoming requirements under the FSR Act, particularly licensing of funds.  Members are generally confused or ignorant about most aspects of their superannuation, and major changes (particularly to obtain simplicity and better understanding) will be required. 

In light of the areas highlighted by this submission together with the conclusions of the Committee in its recent Report on Adequacy (Superannuation and Standards of Living in Retirement), the ABA considers that it is timely for the Government to to undertake a major review of superannuation (and the welfare payments system in so far as it impacts upon retirement income).

A major review should have the objective of achieving (where possible) full integration, based upon the development of an effective “safety net” which will provide all Australians with an adequate income when they are unable to provide for themselves at any stage of their lives. 

Major change to the present retirement income system is required and any deferral will make the ultimate decisions less palatable and their implementation more difficult.

2. Background

2.1. Australian Banks

The Australian banking system is a critical player in the $518 billion
 Australian retirement savings industry.  Banks play a number of important roles, namely:

· Providing the facilities for the electronic transfer of payments for the industry;

· Offering a wide range of superannuation products through subsidiary companies operating in the wealth management industry;

· Offering fund management services through subsidiary companies;

· Maintaining complex administration systems for member record-keeping and member education;

· Providing financial planning services through subsidiary dealer groups;

· Providing specialist savings products (Retirement Savings Accounts) offered through the retail banking system; and

· Providing life insurance facilities through life company subsidiaries.

The banking sector is the most important provider of superannuation services in Australia.  Consequently, it is appropriate that it contribute to this enquiry by the Senate Committee.

As it is now more than ten years since the compulsory superannuation guarantee levy (SG) was introduced, it is an appropriate time, particularly in light of the Government’s release of the Inter-Generational Report in May 2002, to review some of the principles which have underpinned the Australian retirement system, and to determine whether they remain relevant in a rapidly changing social, demographic and economic environment.

2.2. Adequacy

The ABA supports the general consensus reached by the Senate Committee following its recent examination of this key issue.  It was agreed that the desirable target for a person on average earnings is a replacement rate of 70-80% of pre-retirement expenditure (which generally equates to approximately 60-65% of gross pre-retirement income).  

This target would need to be higher for those on less than average weekly earnings and lower for those on higher incomes.  The participation rate is actually very high for low-income earners due to the contribution from social security benefits on retirement.

2.3. Demographic Change

Changes in Australia’s demographics will require that we take more seriously the lifestyle savings issues facing various cohorts in the population.  The significant fall in the Australian birth rate over recent decades and the fact that early retirement remains an attractive proposition for many Australians in their mid 50s, has serious implications for national productivity as well as for work-force participation.  

Too many Australians want to retire at the earliest age possible (that is, age 55 for most) with their SG superannuation, and then access at least a part pension at age 65 for men and 62 for women.  Many retirees rely on SG contributions, yet this alone will not provide enough money for them to maintain an adequate standard of living in their extended retirement.  However, most people appear to be unable to recognise this financial problem while they are still working – and it is too late once they have retired.

Recently, the Minister for Finance and Administration, Senator the Honourable Nick Minchin, noted that:

Our participation rate for workers under age 55 is around average for OECD countries, but this falls away markedly for those over 55 and is well below average.  Less than half the men aged 60-64 are in the workforce, and only a quarter of women.

Australia will need to arrest the trend to early retirement, and reward workforce participation by mature aged workers.  Our private sector employers need to be as enlightened as possible about retaining, retraining and hiring mature aged workers.

The following circle of life shows the modern phases of participation.  This highlights that the retirement years (which can be separated into active and passive periods) has a considerable overlap with a working life.  Society is very flexible and the pattern of individuals varies considerably.
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Current mortality statistics suggest that the average worker retiring in 2003 at 65 can expect to live for 17 years if male, and 21 years if female.
  With advances in medical technology, both males and females will have significantly extended life expectancy into the third millennium.  Side by side with this trend to greater longevity, we are seeing a continuous decline in Australia’s birth rate
, which can be countered only partly by immigration. 

As policies directed at encouraging a higher birth rate generally have failed, it is likely that the workforce will need to support higher numbers of dependants and that Australia might incur serious shortages of labour or risk falling productivity.

An obvious and logical response to these “pincer” like trends is to encourage older employees to remain in the workforce longer, where there is a potential demand for their labour. Here they can continue to earn an income, contribute to national productivity and reduce demands on the ever-growing tax-funded government-provided pensions.  At the same time, through SG, they can add to their superannuation upon eventual retirement.

For many Australians, family responsibilities have prevented them from making significant savings during much of their working lives.  Consequently, there is a severe financial impact on an older employee who opts to remain part-time in the workforce and whose income falls well below previous levels.  Consideration should be given to allowing such a person to access a part of their superannuation benefits, under strict conditions, to supplement their income.  This would provide them with the financial resources and the incentive to do part-time work. 

The parameters for future policy development in retirement income must take account of the fact that most Australians in the current and future work force will have not three but four stages in their average life cycle.  The retirement period will be lengthy, requiring more financing than most people would have anticipated during their working career, and it will consist of an “active” period following retirement and a “passive” period later in life.

At present, Australian society does not use the active period as productively as it could.  Generally, we consider people to be employed or retired and it is not easy to move gradually from one category to another.

Recommendation:

Older employees must be encouraged to remain in the workforce longer.  Allowing them partial access to their superannuation savings should be considered. 

2.4. Integration of retirement income and social security.

Despite many changes to both superannuation and social security policies over the past decade, they still lack effective integration.  The ABA believes that further reform should not be addressed in an ad-hoc manner, but as the result of a thorough Government-sponsored review of retirement and social security Age Pension policies.

The current policy inconsistencies have arisen because attempts have been made to develop a “one size fits all” approach in the midst of a rapidly changing social and economic environment. Consequently, individuals at various stages of their lives have been categorised mainly by their age and status in the work force (for contribution purposes), their wealth in retirement (income and asset tests for social security) and the anomaly of using individual status for superannuation but married status for social security retirement benefits.

According to the RIM group in Treasury, by 2041, 55% of the income of Australia’s approximately 10 million retirees aged over 65, (the currently accepted retirement age for accessing both superannuation and most retirement benefits), will be obtained from government funded pensions.  Clearly, current policies will not be effective in making most Australians self-funded in their retirement years.

3. Fixed Retirement Age

3.1. Concept of fixed age

With the evolution of the post industrial and communications revolution during the 20th Century, the concept of a mandatory retirement age was influenced by a number of factors, including:

· The replacement of manual labour, in advanced economies by technology and appropriately trained employees;


· The addition to the workforce of the majority of women, both with and without dependants;


· The need to provide school leavers with adequate opportunities to enter the workforce; and


· encouraging mature employees to retire at age 55-60 to make way for the younger cohort of employees.

The ABA considers that the concept of a fixed retirement age is largely redundant.  For a small number of cases, and for integration purposes with social security pensions, the retirement age of 65 may have some limited relevance.  In a few defined benefit funds it is also often used as the age for ceasing insurance benefits.  However, most funds now allow members to retire at any time from the Preservation Age through to age 70.  There may be some companies which require employment to cease at 65 and superannuation contributions would normally cease at that time too.

As the vast majority of retired Australians still receive a full or part Age Pension, they still regard the age at which they become entitled to it as the de-facto standard for the retirement age.  

If members can be encouraged to defer retirement beyond 65, there are many fiscal advantages:

· Longer time for the baby-boomers to make contributions;


· The period of consumption in retirement is reduced;


· Contributions to society through taxes and economic use are extended.

For example, if a male aged 65 on average weekly earnings was prepared (and able) to defer retirement for five years, the government generates savings of nearly $100,000 under existing rules.

Such a person on average weekly earnings will also have additional SG contributions of about $4,500 p.a.  This would moderately top-up their superannuation benefit by perhaps $25,000.

Of course, not all members are able to continue working full-time.  However, part-time work also brings some of the above advantages.

3.2. What are the main inhibitors to a flexible retirement age?

Individuals have difficulty in appreciating the underlying fiscal elements of retirement due to the complex issues involved.  Some of the attitudes and reasons for a lack of understanding include:

· Community and employer attitudes towards leisure versus work;

· False expectations that a superannuation payout, taken as a lump sum, will support an adequate standard of living, supplemented by the age pension; 

· Inadequate appreciation that a person retiring at age 55 could have 25 years of active but un-remunerated retirement ahead of them;

· Social pressure to retire early as a sign of success; and 

· Many employers believe that a younger person is better suited for a job due to their (perceived) advantages of vigour, ability to learn more quickly and better value (often through lower income expectations).  Ironically, there was a time when experience and maturity were more highly valued!

These attitudes are largely stereotypes, and don’t take into account the modern realities:

· The highly technological and specialised workplace will have a specifically trained workforce.  Consequently, with study patterns and tertiary training, many employees will not be full members of the workforce until well into their 20s; 

· Throughout their working lives, employees and employers will have to find time, and bear the costs of retraining to maintain higher productivity; and

· Broken patterns of labour between full- and part-time work, redundancy and unemployment, will impact upon regular income flows and the capacity to save for retirement.

The number of variables which will impact upon personal life styles suggests that the traditional concept of retirement, as the time when a person leaves the workforce on attaining a given age, must be replaced by a more flexible mix of work, leisure and voluntary community participation.

We consider that there should be active encouragement for older people to work part-time as an alternative to being unemployed or retired.  There are a number of examples where society could tap into the experience of our older citizens:

· Schools struggle to attract and retain mature age teachers (especially males), yet there are many skilled and experienced elderly people who could teach part-time (eg for one term a year or for two days a week);

· Manual workers often have difficulties as they get older due to physical problems.  This should not preclude them from working within their industry in a role that is less physically demanding but still requires experience.  It might be possible for elderly employees to be engaged in call centres and other communication outlets where their expertise and experience would be invaluable.

Recommendations:

· Employers could consider identifying positions which should be kept available for older employees and used for job-sharing or part time employment;

· In appropriate industries, use “work from home” arrangements to encourage men and women, especially with family responsibilities, to remain in the workforce;

· Provide tax incentives for employers to ensure that older employees are given opportunities for retraining so that they can stay in the workforce longer;

· Improve the interface between taxation, social security and superannuation to encourage greater flexibility;

· Encourage state governments to reduce or remove payroll tax on remuneration for older employees;

· The Government co-contribution concept should be expanded to those not working to ensure universal coverage of SG; and

· The work tests for making voluntary contributions to superannuation should be removed.

Transition from Work to Retirement

3.3. Existing Rules

The ABA considers that it is sound to encourage older employees to retire as late as possible and to continue saving for as long as possible.  We live in an environment where medical science is likely to lead to further extensions of life expectancy and this will put further pressure on government finances unless people are made more self sufficient in retirement.

We should recognise that many Australians will not want to work to an advanced age.  For example, they may prefer to undertake voluntary work instead of paid work.  Further, those who have significant assets including amounts close to the pension RBL within superannuation should not be forced to work further.  In these cases, they are not burdens on taxation and they have more scope to time their own retirement date.

We consider that there are several changes that could improve the situation for people approaching retirement and in the early years of retirement.

· The DSS/DVA rules are very rigid.  They prevent people from retiring at an age other than 65 and integrating their superannuation income with that of social security.  At present, some benefits (“unrestricted unpreserved”) can be taken before the Preservation Age (which will eventually be 60 for male and female) but other benefit components can only be taken if the member is permanently retired.  

· The definition of “permanently retired” is quite strict as it precludes part-time work.  Certainly, it is not generally possible (or tax-efficient) for older people to work part-time and to supplement their income from superannuation.

· Further, it is not practical for members to defer the drawing of an allocated pension in cases where they undertake a reasonable amount of part time work.  We note that there are tax implications, due to the different tax treatment of superannuation investments pre-and post retirement.

We consider that a major review of the integration of superannuation and social security could address these complex issues.  

For example, it might be possible to evaluate eligibility for a full or part pension to an individual at the time they first retire and to calculate the present value of that benefit.  If the person then retired at an age other than the normal retirement age of 65, the benefit could be spread over the expectation of life of that person.  This would be more efficient than the current deeming and pension bonus structures.

We recognise that there are productivity issues with part-time employees.  Employers argue that there are fixed costs with engaging people and that it is difficult to train elderly part-time employees if they are not likely to be in the workplace for long.  Conversely, there are situations where these employees would be extremely valuable.  They have considerable experience in the occupation or the industry in which they worked and they may well be willing to work at a reduced hourly rate and for limited time to supplement their retirement income.

The payment of superannuation guarantee benefits on part-time earnings must be addressed.  At present members, who have previously retired, are not able to make payments into an allocated pension but are forced to set up a separate fund structure.  Obviously, this is inefficient as it leads to a small balance, which is unproductive and administratively complex.

Payroll taxes can also be a disincentive to employment.  It would be worthwhile modifying the requirements by exempting full-time employees above age 65 and part-time employees above the Preservation Age from this (State) tax.  This would provide a small incentive for employers to consider engaging older employees.

Recommendations:

· Seek better integration of social security rules so that people could defer drawing an allocated pension while they have some part-time work in retirement.

· Allow SG contributions to be made into allocated pension accounts.

· Consider evaluating eligibility to Age Pension at the time of first retirement and replace deeming structure.

3.4. Surcharge

We consider that the surcharge is a barrier to reform as it impacts on members based on their taxable income in any particular financial year.  It is an inefficient tax which is expensive to collect.  People who have deferred making contributions to later in life suffer more than people who spread their contributions over their lifetime.  This can impact on persons whose normal income is well below the threshold for paying the surcharge.  The surcharge also causes serious problems for many defined benefit fund members.

Recommendation:

It would be desirable to look at a lifetime limit on deductible contributions and to consider other means of raising taxes to replace the surcharge.

3.5. Age Pension

Access to the Age Pension is simply a function of age and whether or not the applicant can pass the income and assets test.  Unlike unemployment benefits it is not related to ability to work.  The current level of the full aged pension for an individual aged 65 is $440.30 per fortnight and for a married couple $367.50 (each) per fortnight.  Female retirees receive the same amount as males although their retirement age is lower (currently age 62) but will gradually increase to age 65 by the year 2014.   DVA pensions are received five years earlier than DSS pensions.

Government funded incentives for potential retirees to stay in the work force are limited to:

· Pension Bonus Scheme - This allows a person who has qualified under the income and assets test at the prescribed age to forego the pension and remain in the workforce or live on other assets for up to five years.  On opting to become a pensioner at any time before five years, they will receive a variable bonus of up to $26,902.  A married couple will receive $22,454 (each) if they have remained “independent” for that period of time;


· Pensioners may qualify for the full pension provided they have no additional income above $116 per fortnight and work less than 10 hours per week.  Higher income will result in a reduced pension;

· Retirees who opt for a flow of income through, for example, an annuity are eligible for a tax rebate of 15% from taxed superannuation proceeds, or a capital content factor from un-deducted contributions; and

· Retirees whose total earnings are below defined levels may qualify for tax offsets and rebates not available to persons below pension age.

In view of the significant accumulation of assets by the so called “baby-boomer” generation, there is a case for incorporating the existing income and assets test into a “deemed” income test which would be applied to the designated assets of all pensioner applicants.  

An extension of this idea, which the authors have raised before, is to consider allowing those retirees who are not eligible for a full Age Pension to buy one (in whole or in part) from their accumulated superannuation assets.  This would provide them with stability in retirement and remove the longevity risk.

There are also opportunities for the development of retirement products which can be built upon owner- occupied housing assets to provide additional income for retirement, health and aged care expenses and to reduce pressure on the Government provided Aged Pension.

Although it is highly sensitive politically, the social security system would be more equitable if the family-home above a reasonable threshold was taken into account in the assets test.  This threshold could be set at a high level in today’s prices (say, $1,000,000).  It would also not apply to existing retirees and those (say) within 5 years of retirement.

This would encourage future retirees to unlock the “excessive” equity in their family homes and use it to fund their own retirement.  

Purely on the basis of increased longevity, the ABA considers that a case can be made for gradually raising the retirement age beyond 65.  For example, Treasury has considered the economic effect of increasing the retirement age to 75 years. There are however, less proscriptive ways to achieve a similar result and avoid creating a number of unforseen problems such as differentiating between would be retirees on the basis of their health, experience and value to prospective employers.  We consider that the age for eligibility for the Age Pension should not be increased until the various issues raised in this submission have been addressed satisfactorily.

Recommendations:

· The introduction of a deemed income test to replace the existing income and assets test to be examined.

· Consider allowing retirees to purchase a full or part Age pension from the government in cases where they are not entitled to one as a consequence of the income and assets test.

· Any decision to defer the Age Pension age beyond age 65 not be introduced before 2014 and only as the result of a full review of existing retirement income arrangements;

· Gradual capping of the family home for social security eligibility purposes; and


· Encourage the development of retirement income products built on the accumulated value of owner occupied housing assets to cover retirement income, health and aged care expenses and reduce the demand on the Age Pension.

3.6. Retirement Advice and Products

It is a truism that Australia’s retirement income system is now so complex that even experts need a financial adviser. Although the ABA is not optimistic that much will change in this regard in the short term, nevertheless there are initiatives, which can be taken by government, banks, fund managers and employers to reduce the growing level of scepticism:

· Many elements of the Government’s retirement income support package and taxation implications, are not well known nor understood.  For example, conditions for accessing the Age Pension, and understanding the income and asset tests for entry into subsidised nursing homes.

· The financial services sector could develop and improve the selling of appropriate financial products for retirees.  An example is the Growth Pension concept promoted by IFSA over the last few years.  

· Current taxation arrangements seriously inhibit fee-for-service financial advice, and the ability of employers to provide retirement income planning for their employees.  For example, FBT is levied on the cost of an employer paying for advisory services. Individuals cannot obtain a tax deduction for advice on superannuation, while a deduction is available on non-superannuation investment advice.  

· It is not currently cost-effective to deliver financial planning advice to members with low assets.  More work needs to be done to ensure that all members have reasonable access to this advice.

Recommendations:

· Government funded advisory services could be better resourced and co-ordination with the private sector improved;

· The financial sector should be encouraged to develop the selling of better (more suitable) financial products (such as IFSA’s growth pension concept) and more widespread provision of advice at fair value;

· Taxation arrangements, which inhibit “fee for service” financial advice and employers organising financial planning advice for employees, should be changed.

Super to Finance Retraining

3.7. Access to Retraining

Many older workers are subject to involuntary termination of service.  When an industry is rationalised, it is often impossible to find alternate employment.  In such cases, people need to be retrained so that they can use different skills.

Re-integration into the workforce, and the associated costs, are obviously greater than if employees were retained and retrained by their current employers.  The Department of Employment and Workplace Relations (DEWR) already has a range of programmes to provide assistance to older employees should they become unemployed and to assist them re-enter the work force. These include:

· Job Network services;

· On-line job seeker services;

· Work for the Dole Programmes; and

· “Australians Working Together” initiatives to support mature age employment.


However, the ABA notes that these programmes and services appear to be available only to the unemployed and are not specifically directed at encouraging employers to retain or retrain mature age employees.
Recommendations:

· The ABA supports the need to provide adequate financial assistance for older employees to upgrade their qualifications so that they can remain in the workforce longer.

· Training for mature age employees while still employed should be funded either by employers, the government through its existing or new programs under its “Australians Working Together” initiatives, or a combination of both. 

· Government funded programmes should place greater emphasis on encouraging existing mature age employees to be retained and retrained, rather than encouraging employers to dispense with older employees who may then qualify for retraining under the government’s programmes, but not while they remain employed.  We consider that the programmes provided be extended to cover all older persons.

· Employers be encouraged to identify positions such as call centre staff, which might be suitable for older employees after appropriate training.  The breadth of languages now available to employers from Australia’s multi-ethnic community should be seen as a major asset that should be utilised.

Retraining costs are a major factor inhibiting employers from keeping mature age employees.  As previously stated, State Governments could be encouraged to offer employers a payroll tax rebate to encourage them to retain mature age employees beyond normal retirement age for full or part-time work.

4. Assistance For Older Employees with Retirement Planning

4.1. Advice

The ABA considers that effective planning for retirement is a multi-staged process, which should commence early in the employment cycle.  Once an employee reaches their late 40’s or early 50’s, they will need regular advice tailored to their own financial position. Although they may have at least a further decade in the workforce, it is important for employees, at that stage, to evaluate their future ambitions, both in regard to continuing employment, including possible part time work and the possibilities for phased retirement. 

Finally, they must evaluate how they intend to use their active retirement years and whether they have sufficient superannuation and other savings to meet their needs as well as provide for their inactive years when medical and related costs will consume much of their available income. 

All persons whether employers or employees must be encouraged, and if necessary assisted, to plan for potentially the last 25 years of their lives. A period which for most people can be divided into “active” and “passive” retirement. Both categories will require various mixes of income and savings to meet different needs.

High quality financial advice should be available from the following sources: 

· Financial institutions, including banks and insurance providers;

· Qualified professional financial advisers including (appropriately licensed) accountants; and

· Employers (through services attached to the corporate superannuation arrangements). 

The latter are subjected to legislative restraints in terms of the Financial Services Reform Act 2001.  It certainly makes sense for employers to be a conduit for the cost-effective provision of advice.  However, they will need to engage suitably qualified personnel to provide the services.

Many corporate superannuation funds provide financial planning by contracting a registered financial planning organisation, while many public sector funds have pooled their resources to establish a separate organisation for the same purpose. Employers generally are concerned to ensure that they do not transgress legislative prohibitions on providing “information” which can be interpreted as “advice”.  The ABA considers that this needs to be clarified as employers and their superannuation funds are an obvious and important “first port of call” for their fund members.

The provision of accurate and timely advice should not be limited to the period just prior to retirement, or immediately following retirement, which is often the case. Increasing flexibility of retirement ages and the potential to enter into phased retirement arrangements will require employees to commence obtaining regular financial advice from age 50, if not earlier. 

While there is an obvious correlation between the cost of advice provided and its quality, the ABA considers that most if not all superannuation fund managers and administrators have the capability of providing all fund members not only with a range of generic information, but also with useful personal financial information which would help educate the wider superannuated population and encourage them to seek higher level financial advice when required. 

4.2. Looking Forward

The annual financial statements of members are backward-looking and they help people to review what happened to their savings in the previous year.  However, members get little insight into the future.  Prudent projections of estimated retirement income would be an invaluable tool for fund members.

It is not practical to extend the annual financial statement provided to all fund members to assist them to evaluate the future worth of their superannuation.  Funds are wary of providing such tables since members could easily regard these as realistic and not understand the possible volatility of results.

However, we consider that ASIC could set up a simple table on a common set of assumptions.  Members could then use this to provide an estimate of their likely position at retirement.

An example of such a table
 is set out below.  Members would need to input their age, gender, current accumulated benefit and amount of annual contributions.  It is not necessary to extend this to cover different types of contributions and actual tax treatment on retirement since it is only a broad guide.  However, it would help members focus on the future rather than the past.

Males

	Retirement Age
	Retirement Date
	Projected Benefit at Retirement

(2003 Dollars)
	Projected Annual Retirement Income (2003 Dollars)

	55
	28/03/18
	188,934
	$11,855

	60
	28/03/23
	237,118
	$18,009

	65
	28/03/28
	292,817
	$29,417

	70
	28/03/33
	357,203
	$57,333


Females

	Retirement Age
	Retirement Date
	Projected Benefit at Retirement
(2003 Dollars)
	Projected Annual Retirement Income (2003 Dollars)

	55
	28/03/18
	188,934
	10,309

	60
	28/03/19
	237,118
	14,878

	65
	28/03/20
	292,817
	22,240

	70
	28/03/21
	357,203
	35,885


Budget Effects

Any of the proposed changes presented in this report would need to be refined before a detailed analysis of their short- and long-term effects on the budget can be performed.  For example, some of the recommendations are not mutually exclusive but effect other proposals.

While the ABA would be willing to investigate this issue further, the fact that we do not have access to the Retirement Income Model (RIM) means it is difficult to provide any detailed quantative results at this stage.

The ABA proposal to undertake a Government-sponsored review of superannuation and social security would allow alternative scenarios to be considered and costed properly.

� APRA Super Trends as at 31 December 2002


� ABS Life Tables.


� A recent study of the Australian Institute of Health and Welfare showed that the average Australian woman now has 1.75 children, well below the replacement rate of 2.1.


� This is the tax generated on the income plus the Age Pension foregone less the Pension Bonus payment made.  It assumes that the person would be eligible for a full Age Pension.


� The example is based on a person aged 40 who has an accumulated benefit of $80,000 and who has a salary of $80,000 p.a.  Future contributions are at the SG level and we assume 2% salary growth and 5% earnings.
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