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PREFACE

Introduction

In the Government's Economic Statement of 17 December 1987, I
announced that the tax treatment of superannuation and life
insurance would be moved onto the same basis as other forms of
savings and investment. This consultative document discusses the
reasons behind that decision and presents detailed proposals for
the implementation of a non-concessionary regime.

The Tax Reform Programme

The present reform exercise represents the final stage in a
process that began in 1982 with the partial removal of tax
concessions for lump sum superannuation schemes. Further
changes, announced in my first Budget in 1984, moved the tax
treatment of life insurance and superannuation closer to the
desired neutral regime. At the same time I announced that all
aspects of the taxation of life insurance, superannuation and
related areas would be reviewed. Since then other major tax
reform projects have taken precedence, including the introduction
of GST, the associated changes to the income tax scale, Family
Support, and a number of significant reforms relating to the tax
treatment of capital income.

Changes to the tax treatment of capital income have been aimed
at achieving a consistent treatment of income from investment,
irrespective of the form that investment takes and the
institution through which it is made. In this way, the potential
for the tax system to influence investment decisions and thus
distort the allocation of resources within the economy can be
minimised. The application of a consistent tax treatment for
income from alternative types of investment also puts an end to a
variety of tax avoidance practices which have been used for the
benefit of a few at the expense of the community as a whole.
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Recently attention has been focussed on the introduction of a
full imputation system for the taxation of company income and the
reform of the tax treatment of income earned offshore. These
measures are currently under review by the Consultative Committee
on International Taxation and Full Imputation.

Superannuation and Life Insurance

Under the system applying before 17 December 1987, the tax
treatment of savings made through superannuation (and, to a
lesser extent, life insurance) was highly concessionary. These
concessions provided benefits to those covered by such schemes at
the expense of other taxpayers. Since such coverage is more
common amongst those on higher incomes, the benefits from the
concessions have not been distributed fairly. Furthermore, the
concessions have distorted people's savings and investment
decisions as well as impacting on employment contracts and
creating numerous avenues for tax planning.

The Government has of course considered the arguments in favour
of concessions for these forms of saving but found them
unconvincing. Our reasons for rejecting these arguments are

discussed in the document.

At an estimated revenue cost of $660 million in 1988/89, the tax
concessions for superannuation and life insurance have been very
expensive. It is important to appreciate that without their
removal it would not have been possible to provide the further
cuts in the company and personal rates of income tax that were
announced on 10 February 1988.

Transition to a Non-Concessionary Regime

As can readily be seen from the present tax regime applying to
superannuation, reform in the area of superannuation is

inevitably complex. This complexity arises from the long-term
nature of the contractual obligations involved, and the need to



protect individuals who would be unduly disadvantaged by the
immediate removal of concessions. Previous reforms have employed
the "grandfathering" approach whereby those who had joined
schemes or taken-out policies prior to the announcement of
reforms were able to continue to benefit from concessions -

in some cases, for very long periods. Piecemeal reforms, coupled
with this approach to transition, have produced the present
intractable system of categories of superannuation, each with its

own peculiar tax regime.

The objectives of the transition process considered in this
document will be to protect the position of those in or near
retirement, minimise disruption to the industry and the economy
and, if possible, produce a regime that is less complex than the

present one.

The Consultative Process

A committee has been formed to consider the detailed proposals
set out in this document and receive submissions on the

proposals from interested groups and individuals. The Committee
will also be asked to prepare draft legislation to give effect to

their recommendations.

The Government invites public consideration of this document and
welcomes suggestions on ways to improve the implementation of and
transition to a neutral tax regime for life insurance and

superannuation.
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