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Chairman’s Foreword
By 2042 Australia’s population is projected to comprise significantly more people
aged over 60. This will coincide with the retirement of the majority of Australians
currently aged under 40. Given the high costs associated with an ageing
population it is vital that the future retirement income needs of this age group are
considered now.
Australians under 40 will be the first to benefit from a fully mature
Superannuation Guarantee (SG) system spanning most of their working lives. The
SG was introduced in 1992 and fully phased in by 2001 to its current rate of nine
per cent. It was designed to jointly reduce the future fiscal burden of providing
Age Pensions to a growing ageing population and to enable more people to fund
their retirement at a standard of living higher than the Age Pension.
The inquiry into improving the superannuation savings of people under age 40
has enabled the exploration of many issues including whether a superannuation
savings gap exists in this age group; the fundamentals of Australia’s retirement
income system; whether the superannuation regulatory framework requires
change; superannuation literacy; and incentives and system improvements.
The inquiry found that unlike previous generations the under 40s age group
believes in the concept of self-funded retirement and they accept their compulsory
contribution to a superannuation funded retirement. However, the lifestyle
expected in retirement by many under 40s far exceeds that which could be funded
from SG savings alone. At their current rate of contributions most under 40s
would not meet their retirement income expectations without the aid of a part
pension. Additional voluntary savings would be required to bridge this
‘expectations gap’.
The inquiry considered three major aspects of the superannuation regime:
preservation; the adequacy of the compulsory superannuation system; and the
earnings threshold to qualify for access to the compulsory system.
The underlying principle of superannuation is that contributions may not be
accessed until a certain age or event. This principle of preservation allows
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incremental savings to compound over time. The committee found that
preservation of superannuation should not be eroded by schemes allowing early
access to superannuation. Additionally, superannuation taxation concessions are
provided by government to encourage savings for retirement purposes only, not
for pre-retirement expenditure.
The adequacy of the SG rate, now set at nine per cent, was found to depend
largely on whether the compulsory system is intended to provide self-sufficiency
in retirement. Australia’s retirement income system is based on three pillars—the
Age Pension; the SG; and other personal contributions to retirement savings.
Given this framework, the goal of self-sufficiency in retirement is ultimately the
goal of an individual. In addition, increased superannuation savings will reduce
future government spending.
To bridge some of the ‘expectations gap’ the committee recommended that when a
new employee commences work they are automatically placed in a ‘voluntary’
contribution arrangement which they could chose to opt-out of at any time. This
contribution scheme would initially be set at 3 per cent. Overseas experience in
similar schemes has shown people are inclined to inertia and do not opt-out.
The ability to accumulate superannuation depends on an individual maintaining
on-going, full-time employment over a working life, in a position earning above
the SG threshold, currently $450 a month. A person earning less than the monthly
threshold is not legislatively entitled to the SG. The committee believes retaining
the threshold at its current rate of $450 or lower, will ensure, over an extended
period of time, that more multiple/casual job employees will gain superannuation
coverage with negligible impact on business compliance costs.
There is a need to inform and better educate Australians about superannuation.
The committee made recommendations to strengthen and target the work of the
Financial Literacy Foundation and for it to work with the Office for Women to
specifically target policies for women’s superannuation literacy. In addition to
arming people with general education, fund members now require improved
individualised information as more risk is being borne by them. Given this, the
committee recommends the development of government regulated savings targets
and individualised projections.
The self-employed, women and multiple casual job workers were found to be
particularly disadvantaged in their ability to accrue superannuation. The
committee recommended improving the access to the co-contribution scheme for
those earning less than 10 per cent of their income from employment. It also
recommended the government consider applying the SG to the self-employed and
to paid maternity leave to broaden and continue superannuation coverage.
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The inquiry revealed that a fully mature SG system will be enjoyed by most under
40s for their full working life. This, combined with additional voluntary savings
will meet a large proportion of the ‘expectations gap’ and reduce the future
government spending on a growing ageing population. Broadening access to
superannuation and enabling people to remain in the contribution system are
fundamental to improving the retirement incomes of those presently excluded
from the SG system.
On behalf of the committee I would like to thank all those who participated in the
inquiry.

The Hon Bruce Baird MP
Chairman
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Superannuation savings environment
Default scheme for voluntary contributions
Without strong incentives or some form of soft compulsion people are
inclined to accept the status quo.
The committee heard strong support for auto enrolment employee
contribution arrangements with an option to decline the offer. Overseas
research in relation to savings/retirement schemes indicates that people
automatically enrolled in a scheme with a built in default will tend to
remain enrolled in the scheme. Studies have shown that people will be
mostly happy to stay with the status quo once enrolled.
Recommendation 1
The committee recommends that when a new employee commences work they are
automatically placed in a ‘voluntary’ contribution arrangement which they
could chose to opt-out of at any time, preferrably operating through salary
sacrifice.
The starting point in savings contributions could be a default rate of three per
cent with periodic adjustments.

xxii

Superannuation Guarantee levy threshold
The Regulation Taskforce 2006 recommended that the Superannuation
Guarantee be raised on the basis that it poses direct and indirect costs on
business. The committee is concerned that if the current Superannuation
Guarantee threshold is raised, a large section of the under 40s workforce
will be penalised with respect to superannuation and many will remain
forever marginalised.
The committee believes retaining the threshold at its current rate of $450
or lower, will ensure, over an extended period of time, that more
multiple/casual job employees will gain superannuation coverage with
negligible impact on business compliance costs.
Recommendation 2
The committee recommends that the Superannuation Guarantee threshold not be
increased by government and that consideration be given to reducing it,
following consultation with employers and employees.
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Superannuation literacy and planning for under 40s
The committee believes that if people are well equipped to manage their
day-to-day financial affairs, it is logical that they are more likely to
understand the benefit of contributing to superannuation.
The committee also believes that superannuation funds have an
important role in improving superannuation literacy. Currently, they
provide large amounts of superannuation information to their members.
It is clear, however, that many under 40s simply do not read the
information provided—largely because it is, or it is seen to be, too
complicated.
The committee is also of the view that giving people access to long-term
superannuation projections would stimulate interest in superannuation.

xxiii

Recommendation 3
The committee recommends that the Financial Literacy Foundation work directly
with superannuation funds on a combined strategy to improve Australians’
interest in, and knowledge of, their superannuation. Some of the approaches that
could be considered by this partnership include:



providing more assistance to state and territory governments to promote
financial literacy in secondary school curriculum, with a particular focus on
superannuation education;



developing a strategy to improve the general financial literacy of the
adult population with a particular focus on improving superannuation
literacy; and



providing all superannuation information, including the promotion of
benefits and incentives, in the most straightforward manner.

Superannuation savings targets and regulated superannuation projections
The committee found that a savings target, determined jointly by the
government and superannuation industry, would be a useful tool for
people to broadly determine their retirement goals.
The committee is in favour of superannuation funds providing long-term
projections to their members in annual statements, on the strict proviso
that the projections are based on regulated assumptions. This may
encourage people to seek a higher retirement income through increased
contributions, or, alternatively, allow people to know that their current
level of contribution will be adequate.
Currently superannuation funds must be licensed to provide specific
financial product advice if they wish to provide their members with
projections. Essentially, under the current arrangements it would be an
onerous task for super funds to provide long-term projections. The
committee believes that ASIC and super funds should work together, as
they have done in the case of superannuation calculators, to find a
solution that is easily administered by funds, but also has sufficient
safeguards in place to protect against consumers being misled.
The committee is encouraged by the seemingly successful experience of
projections in both the United Kingdom and the United States.
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Recommendation 4
The committee recommends that:
1. the government develop a benchmark savings target to encourage
savings goals and retirement planning, and a retirement saving matrix
to show the level of savings required to achieve various retirement
incomes and lifestyles.
2. ASIC and the superannuation industry work together so that all
superannuation funds can provide individualised long-term
projections to their members in annual statements. This process should
include, among other things, the development of standardised
investment assumptions to ensure consumer protection.
3. the government require all superannuation funds to provide
individualised superannuation projections to their members in annual
statements. These projections must utilise ASIC-regulated investment
assumptions and should also show future outcomes for higher and
lower levels of contribution.

6

Superannuation issues for certain groups
Tax treatment of the unincorporated self-employed
The self-employed labour force, particularly the young, has been
recognised as being vulnerable in their superannuation, income
protection and life insurance strategies. If a self-employed person receives
an eligible termination payment from a superannuation fund due to total
and permanent invalidity the invalidity component is taxed unfavourably
compared to an owner manager of an incorporated business.
Recommendation 5
The committee recommends the government align the tax treatment of invalidity
payments of the incorporated and unincorporated self-employed.

xxv

Superannuation Guarantee—unincorporated self-employed
The low level of voluntary superannuation savings by unincorporated
self-employed people indicates alternative retirement savings intentions
or a reduced incentive to voluntarily save.
The committee heard that many owner managers intend to utilise their
business for their retirement income. As they are not compelled to
contribute to superannuation many have low retirement savings
diversification and are thus exposed to risk if the business fails, if it
proves unprofitable or the proceeds of business sale are used
prematurely.
Recommendation 6
The committee recommends consideration be given by government to bringing
unincorporated small business owners into the Superannuation Guarantee
system.
Superannuation Guarantee entitlement on paid maternity leave and maternity payment
The definition of ordinary time earnings, upon which Superannuation
Guarantee is determined, excludes paid maternity leave yet includes
other personal leave including sick leave and recreation leave.
The committee is concerned that women taking unpaid leave to have and
care for children have reduced or no superannuation coverage during this
time. As a measure to provide greater ongoing superannuation coverage
for women the committee believe the government’s ‘maternity payment’
could incorporate an SG component.
Recommendation 7
The committee recommends that:
1. the government review the non-entitlement of Superannuation
Guarantee during periods of paid maternity leave including amending
the definition of ordinary time earnings under the Superannuation
Guarantee (Administration) Act 1992.
2. consideration be given to having a component of the maternity payment
apportioned to Superannuation Guarantee.

xxvi

Financial literacy for women
Evidence to this inquiry indicates that women have different financial
literacy learning preferences to men.
Many women under age 40 are employed in part-time or casual work
whilst they balance work with the rearing of children. This often leads to
them missing the exposure to financial information incidental to being in
the full-time workplace. The committee believes women’s financial
literacy should be targeted.
Recommendation 8
That the Financial Literacy Foundation, in association with the Office for
Women, target programs to improve the financial literacy of women under age
40 with respect to superannuation.
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Incentives and system improvements
Co-contributions and under 40s
In the committee view, the key to increasing under 40s take-up of the cocontribution is to increase and simplify the scheme’s promotion. The
committee agrees with the evidence suggesting that the co-contribution
scheme is not well understood by young people. In particular, the
committee is concerned by misconceptions about the scheme’s operation.
The committee did not find a need to extend access to the co-contribution
scheme, as was suggested by various groups. The committee is more in
favour of increasing and simplifying promotion of the current scheme.
Recommendation 9
The committee recommends that the government maintain the current cocontribution scheme, but, together with superannuation funds, increase the
scheme’s promotion to improve awareness and take-up. To specifically target
young people, the committee recommends that the co-contribution always be
promoted in a basic and understandable manner.
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Removal of the 10 per cent work test
One of the qualification criteria for the co-contribution is that a person
must earn 10 per cent of their income from eligible employment. This
means that the co-contribution is currently not available to the
unincorporated self-employed, stay at home parents and students and
the unemployed who rely solely on government benefits.
The 2006 budget proposed allowing the unincorporated self-employed to
access the co-contribution scheme. However, people who are not in paid
work—stay at home parents, unemployed persons and students—but
who are still making contributions, should have their contributions
matched by the government, up to the relevant threshold.
Recommendation 10
The committee recommends that the government remove the 10 per cent work
test as a determinant of co-contribution eligibility.
Choice, portability and multiple superannuation funds
While choice and portability should reduce the number of multiple
accounts, the concern remains that, when taking on multiple jobs, many
under 40s will simply adopt the default fund of each employer, rather
than choosing one fund for all their contributions.
The committee heard that having a single default fund for casual,
multiple job employees would ensure that fewer young people have
multiple funds. The committee considers this concept viable, provided
that employees are offered choice of fund first.
Recommendation 11
The committee recommends that government introduce a default superannuation
fund for casual employees, so that when a casual employee does not wish to
choose their superannuation fund, that employee is automatically placed in a
government-determined default fund.

xxviii

Overcoming lost superannuation issues
The definition of a lost member only allows for a two-year period of
inactivity on a person’s account; or that two pieces of mail have been
returned to the super fund unclaimed. A fund is required to report a
member as lost if they meet either of these criteria, unless the fund has
received confirmation from the member within the last two years that the
listed address is current.
Recommendation 12
The committee recommends that the government extend the definition of a ‘lost
member’ to allow for longer than two years inactivity. In addition, the committee
recommends that before a member can be defined as lost, a superannuation fund
must also have written to the member’s listed address seeking confirmation of
their details.
Death and total and permanent disability insurance
Without death and total and permanent disability (TPD) insurance
provided through superannuation, evidence suggests that most under
40s would have no life insurance. The committee is pleased that death
and TPD insurance is generally offered on an opt-out basis, meaning that
young people must make a conscious effort not to take out insurance.
The super choice legislation requires that employer default funds have a
minimum level of insurance. However, given that many employees can
now choose their superannuation fund, the committee is concerned that
some funds do not offer insurance.
Recommendation 13
The committee recommends that all superannuation funds, not just employer
default funds, be required to offer a minimum level of death and total or
permanent disability insurance, on an opt-out basis. In determining the
minimum insurance level, the committee recommends that the government raise
the level above what is currently required of employer default funds, to a level
more in line with expected needs.

