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Dear Rebecca
SUBMISSION IN RESPONSE TO RETIREMENT INCOME COVENANT POSITION PAPER (MAY 2018)
As someone who has worked with superannuation funds throughout my working career, I wish to make some minor, but important, comments and suggestions in relation to the contents of the above paper.

I agree that the retirement phase of the superannuation system needs attention and greater development.  However the matters of “retirement” and “eligibility for the Age Pension” are complex and the amount of money that a member has in a single superannuation fund is often only a small part of the member’s overall financial position (and they may have a partner who also contributes to the overall financial position for the couple, complicating matters even more).  This is probably why the retirement phase is under-developed and currently relies on personal financial advice to come up with the best solution for a member’s particular circumstances.
That said, I agree that funds should strive to do better with product development in the retirement phase and be required to have a retirement income strategy in place for members.
I also agree with the general concepts outlined in the paper, subject to suitable responses to the following comments, which aim to make it absolutely clear for trustees as to their obligations in establishing a retirement income strategy and CIPRs.

1. The offer of CIPRs to members

Section 4 (page 7) of the paper states that “Trustees would be required to offer a CIPR to all members at retirement” (my underlining).  This seems to imply that the trustees would need to make an offer to someone when they retire – that is, a positive action made by the trustees.  Maybe I am reading too much into the semantics of this statement; however, as worded, this statement is impractical because

a. in the vast majority of cases, a superannuation fund does not know when a member has “retired” (just because SG contributions cease to one fund does not mean that the member has retired); and
b. even if a member has “retired” it does not mean that they want to start an income stream immediately from their accumulated superannuation eg they may have non-super assets to financially support them in their first few retirement years, or a partner may still be working which provides the couple with their required joint level of income.
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I suggest that this statement in the paper should be reworded along the lines of “Trustees would be required to ensure that a CIPR is available to any member aged X or more who wishes to seek a retirement income stream from the fund”.  (see 2. below regarding the minimum age recommendation).
That is, when a member decides that they want to start receiving a retirement income from a fund, the fund must have available up to three flagship CIPRs, without the need for personal financial advice.
It would be costly and unnecessary for trustees to be required to offer a CIPR to a member (ie write individually to each relevant member) based on the occurrence of an event eg reaching a specified age, cessation of SG contributions to that fund or such other event, when the trustees may have only a small part of the member’s financial wealth in their fund and they know very little about the member’s personal, health and financial circumstances.
It would make more sense for CIPRs to be available when the member wants them, subject to my comments regarding a minimum age in 2. below.  That is, consideration of the CIPRs available should be member-initiated, not trustee-initiated.
2. What is the earliest age at which trustees must make a CIPR available to members?

The paper is silent on this matter, however I believe it needs to be addressed.

Given the many factors that trustees would need to take into account when designing a CIPR, for example:

a. the different tax on investment income in superannuation products (ie 15% on accumulation and transition-to-retirement pensions; 0% on other income stream products)
b. tax-free withdrawals are only available after reaching age 60 – before then, any income payments are subject to tax, perhaps with an associated tax rebate
c. the preservation age currently ranges from 55 to 60

d. the eligibility age for the Age Pension ranges from 65 to 67
it would be prudent for the legislation to specify a minimum age at which a CIPR must be available to a member.
Before further considering this minimum age issue, I note that the paper includes the following statements:

· (page 6) “The expected income from a CIPR should be efficient and broadly constant”
(Question: I assume this means net-of-any-tax?  This should be clarified in the paper, especially if a CIPR is required under age 60, which I do not recommend – see below).
· (page 7) “Trustees could choose whether or not to incorporate expected Age Pension income” when designing a CIPR
· (page 7) “A CIPR should provide income for life”

If each of these requirements must be met by every CIPR, it makes it quite difficult before Age Pension age to design a CIPR.  Consider some of the issues in each of the following age groups:
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Age 55 to 59:
· Income payments are not tax free until age 60 (so a “broadly constant” income over the member’s lifetime, net-of-any-tax, would be hard to achieve).
· Third party products that provide income for life (a mandatory feature of CIPRs) typically have a minimum age of 60 when commencing the annuity with superannuation money.
· Age Pension eligibility is up to 12 years away.
Age 60 to 65
· It would be impractical to have “broadly constant” income, net-of-any-tax, from the CIPR if the trustees decided that it was sensible to incorporate the Age Pension (which could be a logical approach to take, as the Age Pension could be a significant part of a member’s retirement income).  This is because eligibility for the Age Pension would be up to 7 years away, during which time many aspects of a member’s personal financial situation can change, not to mention the eligibility rules for the Age Pension, and the Age Pension is taxable throughout retirement (other retirement income products are not taxable after reaching age 60).
· Therefore I doubt that trustees could incorporate the Age Pension in the CIPR design for this age group, even though such incorporation on a long term basis makes sense, as otherwise there would be potential for a large spike in income when reaching Age Pension age, thereby breaking the “broadly constant” requirement (admittedly, in a good way, as income would rise).
From Age Pension age (65 to 67) onwards
· Designing a CIPR for this age group is much easier, as a member can refer to their current financial situation to determine if a particular CIPR suits them, rather than having to forecast their financial situation (and hence their Age Pension entitlement) some years in advance, as they would have to do when they are still under Age Pension age.

· From July 2018, legislation allows an eligible person aged 65 or more to downsize their home and contribute up to $300,000 into their super account.  This major decision will impact their financial situation and their Age Pension eligibility significantly (eg homeowner or not, level of assessable assets for the assets test), so having this matter resolved before taking up an appropriate CIPR for the long term would be an advantage.
If trustees need to establish up to 3 flagship CIPRs, these CIPRs need to be simple to construct, easy for members to understand, and able to be altered in the future if Age Pension eligibility changes (history tells us that this is likely to occur).

Given the above, especially the many factors that can influence the choice of an appropriate, long term CIPR for a member, I suggest that a minimum member age for the CIPR obligation on trustees should be set, being either age 60 or the Age Pension age.  For simplicity, I prefer a minimum age for the CIPR obligation of Age Pension age.
Yours sincerely
M Seton
MICHAEL SETON
