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Purposeof this submission

To inform TheHouseof RepresentativesCommitteemembersof theexistence
of theNationalInformationCentreon RetirementInvestmentsInc (NICRI), an
independentbodywhoseobjectivesare:

To provide an accessible, independent source of information
concerning financial and investment products of importance to
investors;

• To researchand publish items on consumerissuesrelevant to the
financialwelfareof investors;

• To promotecommunity awareness,particularly amongstretirees,of
consumerinvestmentissues;

• To examineany unfairnessin the marketbetweenconsumersand
providersof investmentservices;

• To havea role in governmentpolicy makingin respectof investment
issues;

• To liaise with relevant consumer, retiree, academic and industry
groups, as well as government departments,for the purpose of
furtheringtheseobjectives;

and to provide NICRI’s input into the inquiry into improving the
superannuationsavingsof peopleunderage40 covering

• Barriersand/ordisincentivesto contributeto superannuation;
• Current incentives in place to encouragevoluntary superannuation

contributions;and
• Improving their awarenessof the importanceof savingearlyfor their

retirement.

In the context of the House of RepresentativesStanding Committee on
Economics,FinanceandPublic Administration’sInquiry into improving the
superannuationsavings of people under age 40, NICRI’s area of service
delivery demonstratesa user friendly sourceof informationto Australian
consumerstohelpthempreparetheir financesfor their retirementyears.

The majority of our consumercontactis with the over 55 yearbracketand
while we do not deliberatelytarget any particularage bracket,we feel we
have an understandingof the superannuationsavingsenvironmenton a
broadlevel.

Following is a broad backgrounddescribingNICRI’s work and how we
provideour serviceto Australianconsumersandour commentson the three
issuesputforwardby theStandingCommittee.
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BACKGROUND

TheNationalInformationCentreon RetirementInvestmentsInc (NICRI) (formerly the
National ClearingHouse on PensionerInvestments)was establishedin 1989 and
formally launchedin March1990. The Centrewas setup to provideconsumerswith
independentinformationon investmentproducts. The aim was to makeconsumers
awareof the advantagesof wisely investing their retirementsavings,rather than
relying on thesocialsecuritysystem.Forexample,NICRIhasplayedasubstantialrole
in information disseminationregardingdeeming. A recently releasedstudy from
Departmentof Family andCommunity Services showsa dedine in the numberof
retireesclaiming a full age pension. The governmentshould be congratulatedfor
continuingtofund NICRI for its inputinto theachievementof thisoutcome.

NICRI wassetup to be anindependentinformationagency,operatingatarmslength
from governmentandindustry. NICRI doesnot acceptanyfinancial assistancefrom
industry so as not to compromiseits independence. We continue to provide our
service free of charge to the public and ensurethat any information given to our
information officers is keptentirely confidential. Resultsof evaluationscarriedout
overthe yearspoint to thesethreethings— independence,costfreeandconfidentiality
— to beof primeimportancetoconsumers.

NICRI is currently staffed by a Director, Office Manager,Community Education
Officer, ResearchOfficerandaMedia/PublicationsOfficer.

OUR CLIENTS

Since NICRI’s inceptionsome 15 yearsago, the financial advice being offered to
consumershaschangedconsiderably.Therangeof investmentproductshasexpanded
and the way theseproductsare marketedand sold haschanged. Consumersare
becomingfar moreawareof investmentproductsandhavestartedto takea greater
interestin savingand investingfor their retirement. The possibilityof beingfully or
partly self sufficientin retirementis becomingincreasinglyimportantfor the majority
of Australians.

As aresultof thisinterestin savingandinvestingwehavebecomeawareover thepast
few yearsthat the questionsbeingaskedof our informationofficershavebecomefar
moresophisticatedandcomplex.Consumershavelived throughthe‘greatscams’and
are starting to take more responsibilityfor keepingtheir moneysafe. They are no
longer just acceptingthe word of their financial advisor. There is also a greater
realisationthatoncetheir moneyhasbeenlostit is difficult if notimpossibleto replace,
especiallyin thecaseof retirees.

This awareness,alongwith the complexity of new investmentproductsforeverbeing
introducedto the market,has impactedheavily on NICRPsworkload. In addition to
usinginvestmentproductsprovidedby thefinancialservicesindustrywe haveobserved
a growing interestby manyconsumersto managetheir own investmentsthrougha Self
ManagedSuperannuationFund (SMSF). While our numberof calls hasexperienced
only a steadyrise, the lengthof the calls hasrisen considerably.It is now not unusual
foraconsumerto beon thetelephoneto aninformationofficer for I to 1.5hours.
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SERVICEDELIVERY

NICRI’s servicedeliveryconcentrateson threemainareas—

• freecalltelephoneservice
• arangeof publications
• seminarparticipation.

Our freecall telephoneservice is available to consumersAustralia wide. In the
2004/2005financial yearwe assisted6,759callerswith concernsandquestionsabout
investmentproducts,financial plans and/or planners, social security and taxation
issues. We are finding as time goes on that consumersare becomingfar more
sophisticatedandinterestedin how to makethe mostof their savings. It follows that
eachcontactrequiresmoretime to explainconsequencesandoptionsof individual’s
investments. NICRI launchedan internetsite in 2000 to inform consumersof our
servicesandtoanswerquestionsvia e-mail. This movehashadasignificantimpacton
ourworkloadin termsof thecomplexityof questionsrequiringanswersandtheeaseof
the senderbeingableto re-contactif further informationis required. During this last
reportingperiodwehavereceived27,663hitsto ourwebsite.

NICRI researches,writesandpublishesarangeof leafletsandtechnicalpapersrelating
to generalinformation aboutthe investmentindustry, investmentproductsand the
financial planning process. They are basic, easy to understandpublicationsthat
explainthesubject,set out advantagesanddisadvantages,taxationand socialsecurity
implications. We havehad3 evaluationsinto NICRI’s serviceandhavebeendelighted
with the positiveresponsefrom consumersaboutour publications. In 2004/2005we
distributedapproximately206,000leaflets. NICRI’s informationpublicationsare on
ourwebsiteatwww.nicri.org.au

.

As part of our funding contractwith the Departmentof Family and Community
Services(FaCS), NICRI participatesin seminarsrun by the Financial Information
Service(FIS) of Centrelink. In the previoustwelve month period our Community
EducationOfficer presentedtalks at 94 FIS seminars.We also undertaketraining
modules for new and backup Financial Information ServiceOfficers. Talks and
training sessionswere also presentedto 16 non government organisationsi.e.
pensioner/olderperson’s organisationsand clubs, financial counselling groups,
educationalinstitutionssuchas TAFEs, etc. Seminarparticipationhasremainedfairly
steadyover thepastthreeyearsdueto restrictionson funding andwebelievethereis
an unmet demandfor additional seminars/presentationsby NICRI. This service
obviouslyis themoreexpensiveof theinformationdisseminationprocesses.

NICRI works closely with Departmentof Family & Community Services and
Centrelink in several areas,most notably in the co-production of the Investing
Money:YourChoicesbookletdistributedby theDepartmentoriginally in 1997/98. NICRI
worked onceagainwith theDepartmentto updatethe publicationduring2001. We
havealso provided input into otherFaCSpublicationsi.e. UnderstandingRetirement
IncomeStreams(a joint publication with ARISA), Home and Resident’sChoices,andthe
Department’sexplanatoryleafleton Deeming.
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MEDIA

NICRI supplies articles about investment products, financial planning issues,
redundancy,social securityand taxationimplications etc to newspapersand retiree
journals on a regular basis. We havebeenquotedin financial sectionsof major
newspaperson various topics and have been suggestedas a major contact for
consumersthrough Choice, the magazineof the AustralianConsumersAssociation,
MoneyMagazineandPersonalInvestor.

EVALUATIONS/FEEDBACK

SinceNICRI’s inception,threeevaluationsof theservicehavetakenplace. The first in
1991 soughtto determinetheeffectivenessof the publications.Consultantsranafocus
groupof olderpeoplewith varying degreesof understandingof investmentproducts.
The outcomeof the studywas very positiveand supportedthedirection NICRI was
takingin termsof contentandprovidinginformationin aneasytounderstandmanner.

The second evaluation was conducted by Ageing Agendas & the Australian
Pensioners’&Superannuants’Federationin March 1998 andinvestigatedthe overall
effectivenessof theNICRI serviceincludingpublicationsanddistribution. Again, the
feedbackreceivedwas very positivewith respondentssuggestingthat NICRI needed
to bemoreaccessiblesoasto helpmoreconsumers,particularlyin regionalandrural
areas. This evaluationalsocoveredour participationin FIS andotherorganisation’s
seminarsand training. It proved that our participationwas appreciatedandvery
effective.

Our third evaluationwas carriedout in September2000by NICRII itself. We soughtto
ascertainthe effectivenessof our freecall telephoneservice. Consumersthat had
contactedus via our freecall line wereaskedto respondto a written questionnaire.
Key findings includedthe valueof our independentstatus,the clarity andconciseness
of information received, our confidentiality, and the courteousand professional
mannerin whichconsumersaretreated.

Additionally, ongoing evaluationis providedto FaCSthroughregularreportson our
servicedelivery. Thesereportsare requiredunderour contractandsetout statistics
relatingtoall aspectsof NICRI’s servicedelivery.

Copiesof NICRI’s evaluationscanbemadeavailableif required.

p
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SERVICEDELIVERY DEMAND

For manyreasonstherehavebeenconsiderablepressureson NICRI’s servicedelivery
including:

• NICRI istheonly independentinvestmentinformationsourceof its kind;
• therehasbeenanincreasein theaveragesavingsAustraliansareretiringwith;
• further increasesin retirement savings can be expectedto flow from the

maturityof thecompulsorysuperannuationguaranteesystem;
• thereis agreaterneedfor independentinformation,sothatthebestusecanbe

madeof retiree’sincreasedfinancialresources;
• as retireesbecomemoreeducatedin investmentproducts,theyarebuying into

moresophisticatedinvestments. For example,retireesarerealisingthat they
don’t needto restrictthemselvesto placing their retirementsavingsinto basic
bank accounts. There has also been an increase in share ownershipby
consumersgenerally;

• therehavebeensignificant increasesin therangeandcomplexity of the retail
investmentproductmarket;

• thereis considerablepressurein aneverchangingmarketplaceto updateand
expandNICRI publicationsto keepconsumersproperlyinformed;

• with theincreasein theuseof theinternet,NICRIneedstoupdateregularlythe
informationappearingon thewebsite;

• NICRII hasbeenapproachedto deliver more servicesto regional and rural
areas;

• thereis increasedconcernregardingcasesof fraud and mismanagementof
funds and a generaldecliningconfidencein the financial planning industry;
and

• thespateof recentcorporatecollapseshascreateduncertaintyin the mindsof
olderAustraliansaboutinvestinggenerally.

OUTCOMESFORGOVERNMENTAND EVALUATION OFBENEFITS

Benefitsto Governmentof continuationof supportfor NICRI include:

• less pressureon social security system. For example,greaterprovision of
preventativefunction ensuringassetsare investedwisely andsafely. Greater
maximizationof retireeincomethroughbetterinvestmentchoices. Consumers
arelesssusceptibleto fraudandloss;

• ensuresolder population is provided with point of reference for sound
managementof their financialaffairs;

• complementsthe FinancialInformationServiceof Centrelink.

Submission to House of Representaflves Inquiry 6 July 2005



Inquiry Comments

Barriersand/ordisincentivesto contributeto superannuation

As mentioned,NICRI’s clienteleconsistsmainlyof peopleover 55 facing retirementor
redundancy,andthosethat are realisingthe needto beginplanning for the financial
partof theirretirement.Our experienceshowsthatmostpeopledo not considerissues
aboutretirementwhetherit be financial or lifestyle, until theyarecloseto retirement
age. It is interestingto notethatNICRI doesnot targetanyparticularagegroupbut
themajority of our contactis with consumersover 55. It is our understandingthat
mostpeopleagedunder40 yearsdo not considersavingfor retirementasimportantat
thatstagein their life.

We areunawareof anyattitudinalstudieson thissubject. Thereare manyvariables
with this group i.e. HECs debt,marital status,homeownersversusrentersby choice,
etc. All thesevariableswould havemajor impacton understandingwhypeopleeither
saveornot in preparationforretirement.

Therearemanyreasonsfor peopleto makelifestyle choicesbeforeinvestmentchoices,
mainly:

• Accordingtorecentstatistics89%of Australiansearnunder$75,000peryear. Given
the costsin raisingafamily, very little of consumer’stakehomepayis availablefor
savingandor investment,especiallygiven that retirementin somecasesis many
yearsaway. A family of 2 adultsand2 children living on onewagewould find it
difficult to allocatefundsbeyondtheir immediateexpenditureneeds.

• Despite low interest rates the housing affordability index reveals that home
ownershipis becomingincreasinglydifficult. This difficulty is primarily createdby
the increaseof the amount advancedto purchasethe property as well as the
percentageof theincomerequiredtoservicethe debt. Thisis furtheraggravatedby
the pricesof properties,particularly in thecapitalcities andmajor regionalcentres.
However,thegreatAustraliandreamof owningourownhomeisstill aliveandwell
andregardedas probably the most importantpurchasethat a family undertakes.
Thereis no indicationthatthisdreamwill dissipatein thenearfuture, thereforeany
incentivesput forwardby governmentto enticepeopleto savewill needto takethis
into consideration.

• Wecurrentlyhavethesituationwherepeopleareno longersureof securelongterm
employmentsoreducingdebtis seenas a priority whenbalancingdebtandsaving
for retirement. Our contacts reveal that evenwhere consumersdo havesome
savingsput aside,thereis a preferenceshownto nonsuperinvestmentsbecauseof
inaccessibilityof superannuationdueto preservationrules.

• The impositionof theHigher EducationContributionSchemehasbeenasignificant
barrierto savingas disposablefundsareconsumedin repayingthedebtover many
years. In manycases,oncethisdebthasbeenextinguished,the newraft of debtin
providingfor family is realised.Thereispressureon consumersto continuefurther
education/postgraduateeducationthereforeexacerbatingtheproblem.
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• There is a broad misconceptionthat superannuationbearsa threefold tax — on

contribution, earnings and withdrawal. Significant education is required to
overcomethis misconceptionandmake it clear that superannuationis indeed
concessionallytaxed. Much morework needsto be doneto inform consumersof
thismostimportantfact.

• There is alsoa perceptionthat performanceof superhasbeenunsatisfactory. It
needs to be comprehendedthat it is market performance and investment
managementnot superannuationthat providesthesereturns. Thisperceptionwas
reinforcedby manycommentsby media,governmentandindustry in therunup to
andthereasoningforSuperChoice.

• People’splans,given recentworld events,havebecomemore short term based
ratherthan planningfor long term eventualities.Are we becominguncomfortable
investingin somethingthatwill notreaprewardsfor20—40years? r

Current incentives in place to encourage voluntary superannuation
contributions

• We considerthe Co-contributionschemeto be positivebut restrictivebecauseit is
only available to employees. Thosethat are unemployedor self employedare
ineligible to takeadvantageof this scheme,thereforeareeffectivelydiscriminated
against.

• The fact that undeductedcontributions are not subject to tax on entry into
superannuationand are the basis of tax free income when converted into a
superannuationincome streamin retirementshouldbe seenas an incentive for
contributingaftertax income.

• Taxdeductionsavailableto the self employed,investorsandtaxpayerswithoutany
employersuperannuationsupportprovidesanincentivefor peoplein this situation
andcombinesthebenefitof someof the contributionbeingfrom after tax dollars.
Taxationonthisdeductedincomeis limited to amaximumof 15%.

• For employeeswho, becauseof their basis of employmentare ineligible for a tax
deductionforcontributionsto super,salarysacrificegivesrise to theequivalentof a
tax deduction by reducingtheir marginal tax rate on income contributed to a

maximumof 15%.

• The availability of spousecontributions to some degreeaddressesthe issues
associatedwith brokenperiodof employmentin termsof womenandsuper. The
tax offset to the contributing spouse provides a further incentive for such
contributionstobemade.
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Improving awarenessof the importance ofsavingearly for retirement

• The establishmentof the Consumerand Financial Literacy Foundationis an
excellentopportunity for practical demonstrationfor educationon savings and
investment. It is crucial that information emanatingfrom the foundationis both
credibleandrelevant.

It may be beneficialfor the foundationto evaluateNICRI’s successin providing
financial information to consumers. Our successis only limited by our level of
funding.

• Educationmust show that thereis a needto balancelifestyle and provisionfor
retirement. By working in with consumerorganizationswho, after all, are well
versedin providing financialeducationto consumers,a muchmoreeffectiveresult
would beachieved.

• When given practical demonstrationsduring NICRI seminars,participantshave
realisedthe effect of regular saving and secureinvesting. Thesedemonstrations
seek to be basicbut plausible, and feedbackhas shown that they are indeed
effective. Such simpleeducationshouldbe availableto all Australianconsumers,
through school curriculums, in the work place and through community
organisations.

• Investmenteducationneedsto be targetedto differing levels of understanding,
talting into account suchissuesas budgeting,savingsregimes,taxation and self
reliance.

• It maybeworthwhileconsideringfurtherenhancingtheconcessionsfor investment
in productssuchas InsuranceandFriendlySocietyBondsto provideincentivefor
savingoutsidethe superannuationenvironmentfor peopleundersuperannuation
preservationage. Thiscould taketheform of a reductionin the rateof tax paid by
theproductproviderfrom 30%to say20%wheretheinvestmentis heldfor 10 years
andmaintainingthe125%contributionrule. Wheretheinvestmentis accessedprior
to the completionof the 10 yearperiod,the earningsare taxedin the handsof the
investorat30%,with acreditof 20% allowedfor tax previouslypaidby the product
provider. A further enhancement,to encouragethe investmentin growth assets,
could include theapplicationof imputationcredits.
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