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Thank you for inviting me to speak today.  Alas, it may be one of my last acts as Chair of the Senate Select Committee on Superannuation! 

The Role of the Senate Select Committee on Superannuation

As some of you already know, the Superannuation Committee looks like it is going out of business at the end of June!   I am very sorry it is!  Over several parliaments, the Committee has played a vital role in placing issues of concern to superannuants and the superannuation industry before the Government, and has been instrumental in achieving some really dramatic reforms!  

But first, a brief history of the Committee.  

The Committee was first established as the Senate Select Committee on Superannuation in June 1991 to inquire into and report upon a wide range of matters relating to superannuation.  At the time, the Government of the day was getting set to introduce the Superannuation Guarantee, which as you know, has since become one of the pillars of the superannuation system.  

Since 1991, the Committee has had a long and charmed life!  It was reappointed in May 1993 and May 1996.  Between 1991 and 1998, the Committee handed down 31 reports!

In the 39th parliament, the Committee was back, reformed under the new name of the Senate Select Committee on Superannuation and Financial Services in September 1999.  Again it was a busy Committee – handing down reports on choice of superannuation, enforcement of the SG charge, early access to superannuation, and prudential supervision for superannuation and banking services.  And that’s just to name a few reports.  

In the current 40th parliament, the Committee was again reformed in March 2002.  The Committee reverted to its old name – the Senate Select Committee on Superannuation.  Once again though we’ve been busy, putting out notable reports on choice of superannuation (again), and of course our large investigation into Superannuation and standards of living in retirement – Report on the adequacy of tax arrangement for superannuation and related policy.  

I’ve mentioned already that the Committee is likely to come to an end in June!  It may be, however, given the history of the Committee, that it won’t be long before we see it back!  After all, without the Committee, who will be there to push APRA and ASIC?

Recent findings on critical issues facing the superannuation industry
I would like to turn to some of our recent, and indeed not so recent findings on critical issues facing the superannuation industry.  

But let me state at the outset that I believe that Australia’s retirement income system compares favourably with those of other developed countries.  I’d like to quote the OECD’s economic survey of Australia released last year:

Australia’s age pension and superannuation systems combined provide Australians, especially low-income earners, with replacement rates above frequently-used benchmarks.
So what role has the Senate Select Committee played in raising issues for the future of superannuation savings in Australia for the Government and the industry?  I believe the Committee has a number of achievements to its name.
First of all, the Committee has been integral to the central debate about the adequacy of superannuation savings in Australia.  

People in this room would be aware of the profound lack of knowledge in the general populace about the superannuation system and saving for retirement.   Many people have unrealistic expectations of the income they will receive in retirement from their SG contributions!   

In its recent report Superannuation and standards of living in retirement, the Committee made a number of key findings which have profound implications for the Government and the future of the superannuation industry.  The Committee found that:

· The available evidence demonstrates that the current arrangements for superannuation may not provide an adequate income in retirement for most people and that strategies need to be identified to address the shortfall;

· The current taxation treatment of superannuation produces some inequities which need to be addressed;

· The relationship between superannuation and the age pension and other social security measures could be better integrated;

· The superannuation system in Australia is very complex, not easily understood and requires simplification.

The Australian “three pillars” system remains an example of world best practice.  Nonetheless, as the Committee highlighted in its report on superannuation and standards of living in retirement, there are things that can be improved.  By putting these issues on the table before the Government and industry players,  the Committee has been integral in seeking to maintain the Australian superannuation model.  

A second area where I believe the Committee has played a critical role has been in improving the safety of superannuation, and reinforcing confidence in the superannuation system.

You would all be aware that in the wake of the 1997 Wallis Report, Australia’s financial systems underwent a major restructure and rationalisation.  APRA was created to look after the prudential side of things, while ASIC concentrated on disclosure and consumer protection measures. Responsibility for small self managed super funds was transferred to the Australian Taxation Office. 

The regulator with primary responsibility for the prudential supervision of superannuation is, of course, the Australian Prudential Regulation Authority (APRA). APRA regulates over 500 financial institutions, including ADIs, general and life insurers, with assets approaching $1,000 billion.  They also regulate over 11,000 superannuation funds, with about $300 billion in assets.

In the Committee’s First and Second reports on Prudential Supervision and Consumer Protection for Superannuation, Banking and Financial Services in August 2001, the Committee found that APRA had not been doing enough to provide the level of prudential supervision which is required to ensure the safety of our superannuation system. Our case studies highlighted the need for APRA to be more vigilant, to be more proactive, to respond more quickly when matters were brought to its attention, and to have more effective risk management procedures in place to provide early warning of potential fund failure.  

Most importantly, the Committee indicated that APRA should improve its oversight of trustees, whether they are trustees of small, medium or large funds, to ensure that trustees abide by the standards required to protect the best interests of the fund members.

We also think that the regulator should be doing much more to monitor trustees’ investment strategies. Investment strategies which are not transparent and not diversified, where the investments have not been made at arm’s length and have been largely speculative in nature, have been the most significant cause of the losses faced by members of the funds we examined.  

Fortunately APRA is now aware of this and is taking some steps to address the problem by developing stricter guidelines on fund investment portfolios.  

The failure of Commercial Nominees and its Enhanced Cash Management Trust was a major issue explored by the Committee last year. In order to fix the problems highlighted by the Commercial Nominees case, the Committee recommended that the Superannuation Industry (Supervision) Act 1993 be amended to tighten the requirements applying to trustees to ensure that trustees notify the regulator of any significant adverse event which might impact on any superannuation product under APRA’s regulation.

The Committee also recommended that the Managed Investments Act 1998 be amended to ensure all funds that invest monies for superannuation purposes come within the regulatory framework supervised by APRA.  
The Committee also recommended that the Minister expedite applications for financial assistance lodged under section 229 of the SIS Act.  Through this intervention, the Committee was able assist those who lost their savings as a result of the CNA collapse. 

Just as APRA faces many challenges, so too does the Australian Taxation Office (ATO) in the regulation of the 200,000-odd self-managed superannuation funds which were effectively transferred from APRA to them from October 1999.  At $185,000, the average account balances in these funds is actually a lot higher than average account balances for the corporate, public sector, retail and industry funds. The ATO has acknowledged that it is on a learning curve in terms of monitoring compliance, returns, and identifying reporting requirements.

The Australian Securities and Investments Commission (ASIC) also faces a number of challenges, not least of which is its increased responsibilities under the Financial Services Reform legislation, supervising compliance by the ASX with Stock Exchange Listing Rules, and under the Managed Investments Act, assuming responsibility for the regulation of certain solicitors’ mortgage schemes from 31 October last year.

My only fear is that without the Committee, APRA, ASIC and the ATO will no longer know who to turn to!  

A third area where I believe the work of the Committee has been of tremendous value has been in relation to the range of income products available to retirees.

The Committee has been active in encouraging the uptake of allocated pensions, and included recommendations in its adequacy report for the a re-examination of the current draw-down limits on allocated pensions.  

On a different issue, the Committee recently examined the concerns of Commonwealth superannuants in relation to the retirement income delivered by Commonwealth and defence force unfunded superannuation schemes, and played a central role in achieving the twice-yearly indexation of Commonwealth payments to Commonwealth superannuants.  

In addition, just recently the Committee has noted encouraging moves in relation to binding death nominations.  It is almost four years since trustees were empowered to allow members to make binding death nominations. Funds which are offering binding nominations are saying that they give their members certainty about their death benefits and allow tax-effective estate planning.

I will not go on in regard to the recent work of the Committee.  Let me place on the public record, however, the gratitude of the Committee to all the parties in the superannuation industry that have been of such assistance to the Committee over the years.  I don’t think there is a participant in the industry that the Committee has not insulted at some stage or other, but the Committee could not have done its work without your support.  

Recommendations for improving the structure of Australia’s superannuation industry

So where do we go from here?  
It is clear that, with the retirement income system working well overall, we can approach Australia’s Super Future with confidence.  However, there is always room for improvement, and the Committee has been active in this regard.  
Perhaps I should make mention at this point of the current inquiry of the Superannuation Committee.  That is – the inquiry into planning for retirement.  

This inquiry has been far from what many members of the Committee may have expected, raising some really important issues in relation to the labour force experience of mature age workers, their productivity, and the continued relevance of the concept of the fixed retirement age.

I do not want to pre-empt the Committee’s findings, but I am confident that the Committee will have plenty to say on means of encouraging a gradual transition from work to retirement, and ways to assist workers to plan for their retirement!  Plenty to say!

I might also add that the inquiry has focused attention squarely, once again, on the quality of paid financial advice available in Australia.  This is an issue which has been highlighted recently with the poor performance of equity markets worldwide.  However, it is an issue which will only become more important as the level of superannuation savings increases as the superannuation system matures. 

Beyond planning for retirement, there are obviously a number of proposals for restructuring the superannuation system on the board.  

The most obvious perhaps is choice of fund.  It dates back a long way!   Those of you that have been following the history of choice will recall that it has been Government policy since 1996 and has been rejected by the Senate on two previous occasions.

In its unanimous report on the choice of fund Bill late last year, the Committee noted that although the principle of choice was supported by most parties, the proposed legislation had a number of deficiencies which the Committee considered would need to be addressed for choice of fund to be successfully implemented.  Issues for further consideration raised by the committee included:
· The default fund;

· Defined benefit schemes;

· Employer fines; and

· The consumer protection regime. 

Coupled with choice of fund is the Government’s portability proposals.  In some respects, I believe this legislation is as important, if not more important than choice itself.   Portability brings the other half of the choice arrangements into play – the portability of current superannuation account balances.  It is widely recognised that people want to consolidate the accounts that they have accumulated through many moves in employment.  People know that in an environment of negative returns it is very important to consolidate to minimise the impact of multiple fund fees.
I believe it would be best if the portability arrangements are included in a stand alone Bill, rather than regulations as is currently proposed.  A separate Bill would allow the important portability policy to proceed through the Senate by itself if necessary.  

The bills to implement the government co-contribution and reduce the surcharge were introduced as a package, but are currently held up in the Senate.

When the Committee conducted its inquiry, it was clear from the evidence received that there was a good deal of support for the co-contribution concept. Most members of the Committee considered that, despite some limitations with the proposal, it was an important step in assisting a targeted group of taxpayers to boost their retirement savings.

My views on the surcharge are well known and were reinforced during the inquiry. It is an administratively complex and inefficient tax which imposes unnecessary burdens on all fund members, and especially on members of defined benefit schemes.

The adequacy report I discussed earlier also raises a number of recommendations to help improve the structure of Australia’s superannuation industry.  One is closing the adequacy gap in Australia. Challenges of the future include:

· Increasing incentives to make voluntary contributions;
· Widening access to superannuation as a savings vehicle; 

· Lowering front-end taxes in the long term; and 

· Ensuring transparency in the disclosure of industry fees and charges.

It is critically important for individuals to set their retirement goals and take an active interest in the process of saving to meet those goals.  

Another critical area in which the Committee made a number of recommendations is in relation to the superannuation system’s integration with the social security and health and aged care systems.  This is particularly important in the light of the social and labour force trends highlighted in the Government’s Intergenerational Report.  Areas where the Committee has identified concerns include

· The taking of lump-sum benefits, and the potential for “double dipping”; 

· Encouraging greater take-up of income streams; 

· Rules relating to contributions and the taking of superannuation benefits for the over 65;

· The potential to use the superannuation system to help meet health care costs; and

·  Access to the Commonwealth Senior’s Health Card.  

Again, many of these issues will be addressed further when the Committee releases its report on planning for retirement.  

A further challenge concerns the possibility of introducing growth pensions.  Growth pensions offer retirees superior returns in a more favourable social security environment. Obviously they would not be included at the expense of allocated pensions and annuities but would be part of a three-option strategy for retirees. It may be a matter for negotiation whether the Government will agree that the whole asset can be invested away from capital guaranteed assets.

Finally, one further area for consideration in the future is increasing the simplicity and transparency of the superannuation system.  The current system has evolved incrementally over the past 20 years, and many have complained that piecemeal changes have heightened the complexity of the system.  There is no doubt they have a point.  The solutions are not easy.  However, we must ensure that nobody is disadvantaged if measures are taken to simplify the system.  

Post budget developments for superannuation

I have also been asked to address post-budget development for superannuation.  There are a couple of development coming up in the superannuation arena which I should refer to.  

As some of you will know, the Government is developing new legislation arising our of the Government’s response, last October, to the recommendations of the Superannuation Working Group.  

The Government hopes to introduce a Bill into Parliament this year to give effect to a number of new policies in relation to prudential regulation.  The Government proposes that:
1. all trustees will need to be licensed by APRA;

2. each trustee will be required to prepare a risk management plan for each fund under trusteeship, and APRA will consider the plan or plans when assessing a license application; and

3. APRA will be given various powers to enforce the new licensing framework.  

I also want to refer to the new Financial Services Reform Act.  The reforms commenced on 11 March 2002, but there is a two year transition phase which I know many in the industry will be using to ensure that their house is fully in order.  The new FRS environment has a number of features:

1. Licensing regime – The FSR introduces a single licensing regime for all persons carrying on a financial services business, including superannuation funds and financial advisers. To gain a FSR licence, a person must satisfy a range of key criteria such as possessing adequate financial resources and the competence, skills and experience to provide the relevant financial service.

2. Conduct provisions – The FSR also sets increased standards for the conduct of those providing financial services. There is a prohibition on unconscionable conduct in the provision of financial services.  Other key protection measures include the need to “know your client” in order to provide suitable advice and ensure the proper separation of funds held on a client’s behalf.

3. Disclosure regime – The FSR provides customers with relevant and easy to understand information throughout the life of the financial product.  Consumers of financial products, including superannuation, will receive the information they require in order to make informed decisions. Certain key information documents must be provided at various points, including when advice is given, at the point-of-sale and on an ongoing basis while the financial product is held.  

The FSR is designed to encourage all Australians to take an active interest in their retirement savings by promoting the timely provision of information to consumers and ensuring the competency and integrity of financial service providers.  That active interest, in the context of a “whole of life approach” to superannuation, will help people to meet their retirement goals.  
I believe I have probably exhausted my observations on post-budget developments for superannuation.  However, let me at this point make one final comment on the Budget!
Following the recent federal Budget, I heard some noises about the tax take on Superannuation.  As I have already indicated, my Committee broadly supported a shift away from front-end taxes in the long term.  

However, in this debate, it sometimes seems that parties loose sight of the fact that superannuants are receiving a very significant tax concession on their superannuation contributions.  The differential in tax treatment of superannuation savings compared to other savings and income is very significant.  It represents an effective tax transfer in the billions of dollars to superannuants. 

In any proposal for the superannuation system, it is important to recognise the revenue implications arising from the proposal.  If the Government taxed other income at the rate that it taxes superannuation, it would be broke tomorrow! 
Conclusion

Once again, may I thank the representatives here of many of the organisations that have been of such assistance to the Committee over the years.  In recent times, several participants in the industry have thanked the Committee for its work.  But it is a two-way process – the Committee has greatly appreciated the support it has received along the way.  

Thank you

