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Introduction

Superannuation system has heen growing
strongly.

a More than doublediin last 7/ years, torareund $700bn.

Jlaxation' arrangements have offered significant
Incentives for superannuation saving

x 2004-05 tax expenditure on super: estimatead at
$13.3bn

& Recent Government policies extend the
INCENtIVEsS
x 2004-05 Extension of co-contribution
= Abolishing superannuation surcharge from: July: 2005




Concessionality and Incentives—
Accumulation Phase

Framework fellows that develeped in Rethman
(2000'and 2003)

a Excel spreadsheets compare ene-off imvestments inside

and eutside superannuation, using identical Investment
POrtielIes

m Simnlified balanced nortfnlin assiimntinn: 4004 fixed
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International shares

All'cases assumed te' be within age based
contribution and RBLIImIts

16.5% ETP tax assumed to be applicable on all
additional super saving




One Off Investments in Accumulation Phase

Comparative Advantage of One Off investment for Various Surcharge Rates using
employer contributions, 48.5 and 43.5 tax rates

=—=143.5, 15%
——43.5,10%
— —43.5,zero
—=48.5, 15%
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n— Accumulation Phase

Comparative Advantage of Member Contributions attracting the Co-contribution, 31.5
and 16.5% tax rates

=4==31.5 full co-cont
== 31.5 half co-cont
= =231.5 no co-cont
»=16.5, full
—¥—16.5, half
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Whole of Working Life and Retirement
vy e

SUPEr and NeN-SUpPer savings, then roells ever:
MOeney INte retirement phase

s Includes age pension and all taxation iImpacts
= 3 cases considered:

x SG only.

= SG + 3% of pre-tax salany assinned to saving within
super: (using eptimal saving mix)

a SG saved In super and 3% of pre-tax salany saved
outside super, In identical investment portiolio




Optimal Saving Decision

Saving outside super: Assign 3% of pre tax salary to
saving outside super, pay. Inceme tax on salary and
nvest avallapble funds in the asstmed portiolio.

Iihe saving decisien Within SUper can ke more complex:

x [o'maximise benefits from an extra 3% saving Within'super,
POSt-tax: MempEer: contributions are made until they can no
lONger receive any adaditional ce-cantrihntian wwith anv rasidual

saving (te. make up the 3%) made using salary sacrifice.
I income is $60,000 or higher, all'saving Is salary: sacrifice.

For the $20,000 and $40,000 cases; the extended
government co-cantrahifion nravides A far Slinernr

sUperannuation Investment up te the maximum available.




Optimal Saving Decision (continued)

Currently contrlbute $600 10 receive a maximum

- Government co-contrbution of $900. This levelof =~

member contribution neminally represents 1.5% 0f gross

- salany, but, being a pPost tax amoeunt, reguires 2.19% of

pre-tax salaryy TThe remainina 0 8194 of _qalary IS
assumed te e saved via salany/ sacrifice.

I'he analysis assumes that the member reassesses his
savings mix every s years.




Concessionality — Whole Of Life

Improvements in Savings at Retirement for 15 and 30 Years
Working Full Time - Investing Inside and Outside Superannuation

0 YT FT - 3% Super

W 30 Yr FT - 3% Outside
15 Yr FT - 3% Super
15 Yr FT - 3% Outside
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$20,000 $40,000 $60,000 $80,000 $100,000 $150,000
2005-06 Income




Concessionality — Whole Of Life

Improvements in Average Annual Retirement Expenditure for 15
and 30 Years Working Full Time - Investing Inside and Outside
Superannuation

—30 Yr FT - 3% Super

W 30 Yr FT - 3% Outside
15 Yr FT - 3% Super
15 Yr FT - 3% Outside
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Impact on Additional Savings at Retirement of Surcharge
250,000

$100,000 10% surcharge
O 0,

200,000 $100,000 0% surcharge

0O $150,000 10% surcharge

0 $150,000 0% surcharge

150,000

100,000
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50,000

30 Yr FT - 3% Super 30 Yr FT - 3% Outside




Impact of Abolishing Surcharge- Per Cent
Improvement at Retirement

Impact on Additional Savings at Retirement of Surcharge

O $100,000 10% surcharge
00 $100,000 0% surcharge
B $150,000 10% surcharge
O $150,000 0% surcharge
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Impact off Aboelishing Surcharge- Per Cent,
Improvement in Retirement Spending

Impact on Additional Annual Retirement Expenditure of Surcharge

00 $100,000 10% surcharge
00 $100,000 0% surcharge

Bl $150,000 10% surcharge
0 $150,000 0% surcharge
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Summary of Impact of Abolishing the Surcharge

The Ievel of concessmnallty |mproves significantly

AVIAC SUPEr DECE : /e, beth In"an absolutely
and relatlvely as compared to mvestment outS|de SUpPET.

Note how the removal of the surcharge Impacts upon
the percentage Improvements available via saving
outside the superannuation system:

= Removal of the surcharge does noet impact upon the additional

dollar value ofi saving outside super

x However, the removal of surcharge does lead to an increase in the
SG accumulated benefit (Whichiis the lbase)

m SO the fixed dollar benefit of saving outside super has a lower:
preportional iImpact.




Aggregate Superannuation Flews

Iihe two key. recent policies, when fully implemented,
directly add around $2 billion' dollars pa of gevernment
money. to the super system.

Abolishing the surcharge Is likely to lead te large
INcreases in super saving for those affectea

x Possibly: $1bn+ annually, with most of: this flow switched from
other savings VenIcles.

Co-contrihition likel\7 to leAad fa larae IncreAses In
super saving for low and middle income earners
~ = Butwith a much lewer: offset from other saving

Likely increase in annual super flews of around $3.56n
= [his increases contribution flows by about 10%
= Most of this flow will'be a net addition te private saving.




Conclusions (1)

Both consistent and one-off savina 1n siineranniiafion s
Very woerthwhnile over a wide ' range of Inceme levels.

= Importantly, we find that the system IS broadly eguitable’and
treats low te middle income earners well.

Followmg the recent changes the system IS projected to

- deliver Very gooed projected outcomes to these prepared

o' save even moderate amounts above SG.

J;QAAAmgL&pwaLeaccumulatlon at retlrement than

from the SG alone.

® Saving the eguivalent ameunt outside superannuation
gives a 20% higher accumulation.




Conclusions (2)

For the $40,000 case using superannuation, the
PErseNn’s retirement spending rses: by avout 11.%.

= His projected spending replacement rate in retirement rises
significantly frem 72% to 82%.

The comparable figures for the $150,000'case are 35%
more at retirement using super vis a vis 15% outside.

= [here s 18% Increase In retirement spending and the projected
replacement rate in retirement rises from 38% to 46%.

- [lhese streng Incentives to save more alse have

significant aggregate Impacts.

n Likely to be around 10% additional flow Inte superannuation.
= Most of this flew will'be a net addition te private saving.




