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DearSir

HOUSEOF REPRESENTATIVESSTANDING COMMITTEE ON ECONOMICS,
FINANCE AND PUBLIC ADMINISTRATION INQUIRY INTO IMPROVING THE
SUPERANNUATIONSAVINGSOF PEOPLEUNDERAGE 40

TheDepartmentofIndustry,TourismandResourceswould like to put forwardthis submission
to assisttheHouseofRepresentativesStandingCommitteeonEconomics,FinanceandPublic
Administrationin its inquiryinto improving thesuperannuationsavingsofpeopleunderage40.

Thesubmissionhasbeenpreparedby theOfficeof Small Businessin thisDepartment,which
hasa charterto providepolicy adviceandsupportto theGovernmenton smallbusinessissues.
Oneofits keyrolesis to consultwith small businessesandtheirrepresentativebodieson issues
of concern.This submissionreflectstheviewsofsmall businessstakeholdersonsuperannuation
savingsissuesthathavebeenbroughtto ourattention.

Yourssincerely

PeterChesworth
Acting Division Head
Officeof Small Business
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Introduction

I. The Office of SmallBusiness,aspartof theDepartmentof Industry,Tourismand
Resources,seeksto promotetheincreasedprosperityofall Australiansthrough
internationallycompetitiveandsustainablebusiness.TheOfficeof SmallBusinessis a
focalpoint for thedevelopmentand considerationofsmallbusinesspolicy issueswithin
Government.It providespolicy adviceandsupportto portfolio Ministersonsmall
businessissuesandfostersanunderstandingacrossGovernmentofthecritical factors P
influencingthe growth ofsmall firms andthe smallbusinesssectorgenerally. It is in this
contextthat this submissionis made.

2. Thissubmissionis intendedto providethe HouseofRepresentativesStanding
Committeeon Economics,FinanceandPublicAdministration(‘StandingCommittee’)
with anoutline ofsomekey small andmediumenterpriseissuesthathavecometo the
attentionoftheOffice ofSmall Business,whichareconsideredrelevanttothetermsof
referenceoftheInquiry into improvingthesuperannuationsavingsofpeopleunder40.
Thekeyissuerelatesto theincentivefor unincorporatedself-employedsmall business
operatorstosavefor their retirementthroughsuperannuation,giventhatthey fall outside
the compulsorySuperannuationGuaranteerequirements.

3. TheInquiry into improving thesuperannuationsavingsofpeopleunder40 is to have
particularreferenceto:
• Barriersand/ordisincentivesto contributeto superannuation.
• Currentincentivesin placeto encouragevoluntarysuperannuationcontributions.
• Improvingtheir awarenessof theimportanceofsavingearlyfor theirretirement.

Background small businessand the self-employed

4. More than96%of businessesaresmall businessesandtheyprovideemploymentfor
almost3.3 million people,accountingfor almosthalf (47%)ofprivatesector,non-
agriculturalemploymentin 2001. In thatyearit wasestimatedthattherewereon average
582,100non-employingsmall businessesin Australia,representing52% oftotal non-
agriculturalsmallbusiness.’

‘AustralianBureauof Statistics2002,Small Businessin Australia2001,Catno 1321.0.ABS Canberra
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5. Corporationlaw reformssincethemid 1990’s,particularlythe removalofthe
requirementfor proprietarycompaniesto havetwo shareholders,havemadeit easierfor
the self-employedto operatethrougha companystructure.

6. Thenation’sworkforcehascontinuedto evolve,shapedby anumberoffactors
includingtheeconomicenvironment,increasedworkplace~flexibility andtrendslike
outsourcing,which haveprovideda continuingrole for self-employmentoptions.

7. An examinationofABS datafrom 2004on formsofemploymentindicatedthatthere
wereanestimated301,200ownermanagersof incorporatedenterprisesagedbetween20
and44 yearsofage(92,900between20 and34) and607,400in thesameagecategoryof
ownermanagersofunincorporatedenterprises(273,000between20 and34) (see
AttachmentA Table1).

8. Thedataalsosuggeststhat employedpersonsin olderagegroupsaremorelikely to
bein self-employmentarrangements(eitherasownermanagerofanincorporatedor
unincorporatedenterprise)asaproportionoftotal employedin theirpeeragegroup(see
AttachmentA, Table2). Theself-employedaccountedfor around 14.5%for thosein the
25-34agegroupandalmostonequarterof thosein 35-44agebracket.

9. Around20% ofownermanagerswithoutemployeeshada companystructurein 2004
(seeAttachmentA, Table3). Time seriesdatafrom 1992to 2003suggestsaslightshift
from ownermanagementofunincorporatedenterprisesto incorporatedenterprisesover
thatperiod(seeAttachmentA, Table4).

10.An ABS surveyon superannuationcoveragein 2000showedthatsome37%ofowner
managersofunincorporatedenterpriseshadno superannuation,the highestofall
employmenttypes,whereas13%ofowner-managersof incorporatedenterpriseshadno
superannuation.Ownermanagersofunincorporatedenterprisesthatdidhave
superannuationhadmuchlower mediansuperannuationaccountbalances.For example,
theirmedianaccumulationaccountbalancewas45%ofthatofownermanagersof
incorporatedenterprises(seeAttachmentA, Tables5 and6).

Superannuation and small businessoperators

11. Superannuationcontributionscompetewith manyotherprioritiesfor availablefunds
suchashomeownership,family commitments,highereducationcontributionscheme
repaymentsandinvestingin theirbusiness.TheGovernment’ssmall businesscapital
gainstaxconcessionsdo recognisethatinvestingin thebusinessmaytakepriority over
retirementsavings.

12.However,thoseunincorporatedself-employedsmall businessoperatorswho wish to
contributetosuperannuationinstead,haveexpressedconcernsaboutthetreatmentof
theirsuperannuationcontributionsfor the purposesoftax deductibilityand the
Governmentco-contribution.
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Superannuationdeductibility and small business

13.Unincorporatedself-employedbusinessoperatorsandtheirrepresentativebodieshave
voicedconcernsabouttheir inability to obtainthesamelevel of taxationdeductionsthat
would beavailableif theywereto restructuretheir affairstooperatethebusinessasa
company.

14.Undercurrentarrangements,theunincorporatedself-employedare entitledtoa tax
deductionequalto thefirst $5,000ofsuperannuationcontributionsplus75%ofthe
amountcontributedin excessofthis,or theapplicableage-baseddeductionlimit,
whicheveris thelesser. By contrast,ownermanagersemployedby theirsmall business
companieshavefull accessto theage-baseddeductionlimits asthesearegenerallyfully
deductibleto the companyemployingthem. Theage-baseddeductionlimits for 2004-05
were$13,934for thoseunder35, $38,702for those35 to 49 yearsofageand$95,980for
thoseaged50 andover.

15.MembersoftheSmallBusinessCouncil,andits predecessor,theSmall Business
ConsultativeCommittee,haveconsideredthis differential treatment,suggestingthat it
appearsto be inequitablefor businessoperatorsto besubjectedtoseparate P
superannuationdeductibilityarrangementspurelybecausetheyoperateunderdifferent
businessstructures.Bringing the deductibility level of self-employedbusinessoperators
in line with thoseofcompanieswould alsoprovidea strongerincentivefor self-employed
peopletocontributeto superannuation.Both theseconsultativebodieswereestablished
toprovidethe Minister for SmallBusinesswith adviceon smallbusinessissuesand
comprisedsmallbusinessoperators,someofwhom arepracticingaccountants.

16.Themajoraccountingandtax agentbodies,CPA Australia,the InstituteofChartered
Accountantsin Australia,andtheNational InstituteofAccountantshavealsoarguedfor
consistencyin thetax treatmentofsuperannuationcontributionsto reducecomplexityin
this area.

17.For example,in its 2005-06pre-Budgetsubmission,CPAAustraliaarguedthat
“Superannuationcontributionsbyself-employedshouldbefully taxdeductibleup to the
age-basedlimits”. TheInstituteof CharteredAccountantsexpressedthesameviews in
its 2005-06pre-Budgetsubmissionstatingthat “The Governmentshouldbring thetax
treatmentofcontributionsandinvaliditypaymentsoftheself-employedinto line with that
ofemployedpeople.”

18. Smallbusinessoperatorshavealsomaderepresentationsin their own right on this
issue. Forexample,onesmall businessownerwho queriedwhy soletradersand
partnershipsdid notreceivethesamebenefitsthatcompaniesandemployeesdo, stated:

“iftherewasmoreincentivefor usto putour moneyinto our superrather than
ploughit all backinto our businesses,moresoletradersandpartnershipswouldput
awayandsavefor their oldagefuture.”
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19.Anothersmallbusinessoperatorstated“on theissueofsuperannuation(~D the
FederalGovernmentdoesincludesoletradersandpartnershipoperatorsequallywithin
thesuperannuationsystemthatwouldassistin securingthefuture ofthesehardworking
individualswhoare takingstrain offthe unemploymentandgovernmentbenefitsofthis
countryby workingfor themselves

20.Theprovisionsgoverningdeductibilityfor contributionsby thosewithoutemployer
supportedsuperannuationwereintroducedby theIncomeTaxAssessmentAct(No 4)
1980. Theoriginal provisionwasfor adeductionup to $1,200. Theexplanatory
memorandumfor the respectivebill notesthat “[S]elf-employed personsandpersons
otherwiseengagedin gainful occupationsbut forwhom superannuationbenefitsarenot
supportedby anemployeror anyoneelse,arenotentifledto tax deductionsfor their
personalcontributionsbutareentitledto thesametaxconcessionsfor suchcontributions
as supportedemployeesarefor theirs. ... Thepositionis proposedtobechangedby
[introducing]a newincometax deductionundersection82AAT for ‘unsupported’
personswho makeprovisionfor their ownretirementby contributingto aqualifying
superannuationfund.”2

21.Age-baseddeductionlimits wereintroducedby TaxationLawsAmendment
SuperannuationAct J992~, includingaddinganage-basedcapondeductionsfor the
unincorporatedself-employed.In its submissiontotheSenateSelectCommitteeon
SuperannuationInquiry into SuperannuationandStandardsofLiving in Retirementin
July2002, theTreasurynotedthat “The agebasedlimit system,togetherwith the
ReasonableBenefitLimit (RBL) arrangements,is designedto imposelimits on the
amountof superannuationwhich canreceiveconcessionaltaxationtreatment.Thepolicy
intentionbehindtheselimits is to ensurethat superannuationis usedfor its intended
purposeofproviding for genuineretirementincome,andnotasa wealthcreationor
estateplanningvehicle.”

22. It maybeappropriate,for policy reasons,torestrictaccessto superannuation
concessionsto thosecontributingto superannuationfrom earningsfrom their own efforts
ratherthanaccumulatedwealth. However,theunincorporatedself-employedwould
arguethatthemeansto achievingthoseends,in termsofthe structureoftheprovision
resultingfrom the 1980and 1992 amendments,maywarrantrevisitingtoensureit also
meetstheGovernment’sobjectivesfor self-provisionofretirementincomeby the
unincorporatedself-employedin the contextofamodern,flexible workforce. Some
representativesof thesectorarguethat thereareotherwaystomeetthe underlyingpolicy
objectivesoftheprovision.

Superannuationco-contribution and small business

23.Whereincomefalls within the low levelsthatmightattracttheGovernmentco-
contribution,personalcontributionsby theunincorporatedself-employedaregenerally
ineligible. Essentially,theeligibility conditionsrequirethat 10%or moreoftheperson’s
total incomebe from working arrangementsthat resultin thembeingtreatedasan
employeefor superannuationguaranteepurposes.Affectedsmallbusinessoperators
havequestionedthis on the basisthatthoseableto structuretheiraffairsthrougha

2 Harrisv CommissionerofTaxation[2002]FCAFC226at 18

~Han-is v CommissionerofTaxation[2002]FCAFC226,at21
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companysoasto betreatedasanemployee,canbe in apositionto accesstheco-
contribution.

24.Therevisedexplanatorymemorandumto theSuperannuation(GovernmentCo-
contributionfor Low IncomeEarners)Bill 2002 indicatesthatthepurposeofthe tests
relatingto employersupportareto ensurethatapersoncannotreceiveadeductionfor
eligiblepersonalsuperannuationcontributionsandalsoreceivea Governmentco-
contribution. Theunincorporatedself-employedforgoingdeductionsonpartof the
contributionstheymakefeelparticularlyaggrievedabouttheoperationoftheco-
contributionrules. As onecorrespondentput it, “As theSuperannuationco-contribution
currentlystands,SoleTradersandPartnershipsare theoneswhoare not rewardedfor
thework that theyare doingwhenit comes(to) superannuation.”

Conclusion

25.Theranksof theunincorporatedself-employedarea vital breedinggroundfor
innovative,entrepreneurialfinns. Somewill go onto employand incorporateandsome
will not.

p
26.As outlinedin this submission,unincorporatedself-employedbusinessoperatorsthat
havetried to setasidemoneyintosuperannuationearlierin life, whentheyare still
strugglingto establishtheirbusinesses,havereportedthat theyare unassistedby the
operationof the co-contributionscheme.Formany,financialpressuresmaynot
sufficiently easebeforetheyarein their 30’sto early40’s. Unincorporatedself-
employedbusinessoperatorsattemptingtomakeup for lost timewith larger
superannuationcontributionshavevoicedtheirfrustrationon discoveringthat they
operateunderdifferent incometaxdeductibilityrules.

27.In this regard,theincometaxdeductibility ofthecontributionsof the self-employed
relativeto othertaxpayersandtheco-contributionschemerulescanbesaidto representa
disincentiveto contributeto superannuationin theagegroupbeingconsideredby the
Committee. Addressingthis mayneedtotakeinto accountanynecessaryinteraction
with thesmallbusinesscapital gainstaxretirementexemption.
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Total self
employed

1.25%
4.48%

14.53%
23.71%
24.98%
30.18%
34.96%

Attachment A

Table 1. Employed persons:form of employmentby agegroup
Owner Owner
Managers of Managers of
Incorporated Unincorporated
Enterprises Enterprises

(‘000) (‘000)
Employees Total

(‘000) (‘000)
669.4 *1.1 7.4 677.9
996.8 5.9 40.8 1043.5

1878.1 87 232.2 2197.3
1746.1 208.3 334.4 2288.8
1618.7 221.9 317 2157.6
514.6 83.9 138.5 737
235.5 46.1 80.5 362.1

73.9 33 69.9 176.8
7733.1 687.2 1220.7 9641

* estimate has a relative standard error of 25% to 50% and should be used with caution
Extract from Australian Bureau of Statistics May 2005, Forms of Employment, Australia, November 2004,
Cat no 6359.0., Table 2

Table 2. Employedpersons:form of employment,asa percentageof total employmentin
agegroup

Owner
Managers of
Incorporated
Enterprises

0.16%
0.57%
3.96%
9.10%

10.28%
11.38%
12.73%

Owner
Managers of
Unincorporated
Enterprises

1.09%
3.91%

10.57%
14.61%
14.69%
18.79%
22.23%

Age
Group
Years Employees Total
15-19 98.75% 100%
20-24 95.52% 100%
25-34 85.47% 100%
35-44 76.29% 100%
45-54 75.02% 100%
55-59 69.82% 100%
60-64 65.04% 100%
65&
over 41.80% 18.67% 39.54% 58.20% 100%

Derived from Australian Bureau of Statistics May 2005, Forms of Employment, Australia, November 2004,
Cat no 6359.0, Table 2

Table 3. Owner managersand whether they have employees
Owner managers of
incorporated
enterprises
has employees
does not have
employees
Owner managers of
unincorporated
enterprises
has employees

(‘000)
432.1

244.9

288.3
does not have
employees 901.4

Extract from Australian Bureau of Statistics 2005, Forms of Employment, Australia, November 2004, Cat
no 6359.0, Table 1

Age Group
Years

15-19
20-24
25-34
35-44
45-54
55-59
60-64
65 & over

p
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Table 4. Employed persons,distribution by type of employment— 1992 to 2003

Employees
with paid leave
entitlements(a)

Employees
without paid

leave

Owner
managers of
incorporated

Owner
managers of

unincorporated

Contributing
family

workers

Total Total

entitlements(a) enterprises enterprises
Month % % % % % % ‘000

August

1992 62.0 16.9 4.9 15.2 1.0 100.0 7,636.7

1993 61.8 17.1 4.6 15.6 0.9 100.0 7,636.3

1994 61.0 17.8 5.1 15.0 1.0 100.0 7,897.4

1995 61.2 18.0 5.2 14.7 0.9 100.0 8,231.3

1996 60.4 19.5 5.7 13.4 0.9 100.0 8,332.8

1997 59.6 19.0 5.7 14.7 0.9 100.0 8,324.3

1998 59.7 19.8 6.6 13.1 0.8 100.0 8,555.6

1999 59.5 19.7 5.6 14.3 0.9 100.0 8,692.1

2000 59.3 20.0 6.2 13.6 0.9 100.0 8,990.3

2001 59.3 19.8 6.8 13.7 0.4 100.0 9,061.9

2002 59.3 19.9 6.5 13.9 0.4 100.0 9,244.3

2003 59.5 20.4 6.8 13.0 0.3 100.0 9,396.5

(a) Excluding owner managers of incorporated enterprises
Extract from Australian Bureau of Statistics, 2004, Australian Labour Market Statistics, Cat no 6105.0
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Table 5: Jobholders,typeof superannuationcoverageof persons
Selected
characteristics

Ernployerl
business
contributi
ons only

Personal
spouse
and
employsrl
business
contributi
ons

Personalls
pouse
contributi
ons only

Has
superann
uation,
but no
contributi
ons
currently
being
made

No
superann
uation

Proportio
n

Number

&
Age group (years)

15-24 58.7 6.5 0.9 7.9 26 100.0 1563.2
25-34 61.7 18.9 2.1 9.7 7.6 100.0 2128.6
35-44 49.3 27.9 4.7 8.6 9.5 100.0 2257.0
45-54 43.8 32.4 6.7 7.7 9.5 100.0 1937.9
55-69 39.6 25.2 7.5 8.0 19.8 100.0 840.9

Employment type in
main job:

Employees with
leave entitlements,

not working on a
fixed-term contract

58.5 36.1 1.0 2.1 2.2 100.00 4801.5

Employees with
leave entitlements,
working on a fixed-

term contract

66.7 23.7 *2.0 4.1 *3,4 100.0 286.0

Self-identified
casuals

53.7 4.7 1.3 12.3 28.0 100.0 1596.4

Employees without
leave entitlements

that did not identify
as casual

49.1 9.1 *5~5 17.4 18.8 100.0 159.9

Owner managers of
incorporated

enterprises

60.3 6.4 7.9 12.4 13.0 100.0 660.1

Owner managers of
unincorporated

enterprises

15.5 3.0 18.4 26.1 37.1 100.00 1223.7

* estimate has a relative standard error of 25% to 50% and should be used with caution
Extract from Australian Bureau of Statistics, 2001, Superannuation Coverage and Financial
Characteristics, AustraliaApril to June 2000, Cat no 6360.0, Table 9
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Table 6: Pre-retired personswith superannuation,median accountbalances
Selected characteristics Accumulation account

balance
Withdrawal/resignation
benefit amount

Total superannuation
balance

Age group (years) $ $ $
15-24 942 1942 1021
25-34 5579 12025 7016
35-44 9241 29605 12760
45-54 14596 47015 21299
55-69 22543 49101 29962

Employment type in
main job:
Employees with leave
entitlements, not
working on a fixed-term
contract

8703 30439 12866

Employees with leave
entitlements, working on
a fixed-term contract

4279 7992 5592

SeW-identified casuals 2102 3012 2279
Employees without
leave entitlements that
did not identify as
casual

5123 *8262 5238

Owner managers of
incorporated enterprises

23995 *16673 25000

Ownermanagersof
unincorporated
enterprises
Not a jobholder

10861 8793 11247

3100 6768 3469
* estimate has a relative standard error of 25% to 50% and should be used with caution
Extract from Australian Bureau of Statistics, 2001, Superannuation Coverage and Financial
Characteristics, Australia April to June 2000, Cat no 6360.0, Table 10
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