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Treasurer Scott Morrison said the 2017 Budget was about “making 
the right choices to secure the better days ahead… choices to  
be based on the principles of fairness, security and opportunity.”  
In particular to ensure “the Government lives within its means”  
and does not “forsake our obligations to the next generation”.

Taking those noble sentiments at face value 
and applying a critical lens to the measures 
announced and the economic and political 
assumptions upon which the key projections 
(including return to surplus in the foreseeable 
future (2020-21)) are based, on balance the 
report card is a solid tick. The 2017 Budget 
is perhaps as much about what is not in it (or 
has been removed from the infamous Zombie 
list of 2014/15 expenditure cuts which have 
been in abeyance since rejection by the 
Senate and have now been finally scrapped) 
as it is about the measures announced. In 
particular, it is pleasing that there are no 
substantial changes to superannuation in this 
year’s Budget.

The Government appears to have learnt  
from the experience of recent Budgets and 
to a considerable extent recognised that  
to restore credibility with the electorate  
(let alone ratings agencies) it must not 
over-reach with proposed change and has 
to put forward measures that it can navigate 
through Parliament given the constraints of 
its slim majority in the House and its need  
to obtain cross bench support for passage  
of any legislative based initiatives through  
the Senate.

“ T H E  G O V E R N M E N T  A P P E A R S 
T O  H AV E  L E A R N T  F R O M  T H E 
E X P E R I E N C E  O F  R E C E N T 
B U D G E T S . . .  T O  R E S T O R E 
C R E D I B I L I T Y  W I T H  T H E 
E L E C T O R AT E . . .  I T  M U S T  
N O T  O V E R - R E A C H  W I T H 
P R O P O S E D  C H A N G E ”
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Superannuation changes 
 Introduction of the First Home Super Saver Scheme from 1 July 2017

 Encouragement for retirees to downsize by allowing them to make additional  
non-concessional super contributions from the proceeds of selling their home

 Extension of the current tax relief for merging superannuation funds until 1 July 2020

 Creation of a new “one stop shop” external dispute resolution scheme for financial 
services consumer disputes 

 Integrity measures relating to limited recourse borrowing arrangements and small 
business capital gains tax concessions

Personal tax changes
 Increase in the Medicare levy from 2.0% to 2.5% from 1 July 2019 to assist funding  

of the National Disability Insurance Scheme 

 Reinstatement of the Pensioner Concession Card for people that were no longer 
eligible for the pension due to the changes to the assets test that took place on  
1 January 2017

Investment initiatives
 Further measures to increase infrastructure spending and to foster private sector 

participation in infrastructure projects

 Establishment of the National Housing and Finance Investment Corporation to provide 
low-cost funding for social/community/affordable housing projects (through a bond 
aggregator model)

Employment initiatives
 Introduction of levies on employers for employing foreign workers to fund  

a Skilling Australians program

 A $37.3 billion investment in affordable childcare

Health initiatives
 Commitment to full funding of the National Disability Insurance Scheme, supported  

by the increase in the Medicare levy from 2.0% to 2.5% from 1 July 2019

 Establishment of a Medicare Guarantee Fund

 Lifting of the freeze on the indexation of the Medicare Benefits Schedule 
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E C O N O M I C  O V E R V I E W
The 2017 Budget re-affirms the overarching priority of recent Coalition 
Governments remains intact – delivering a credible pathway to a budget 
surplus in 2020/21 and, in turn, keeping the credit ratings agencies at 
bay. However, the 2017 Budget adopts a considerably different approach 
to previous efforts. The Government has backed away from a focus on 
aggressive expenditure restraint, and instead turned to a more open 
reliance on taxation and other revenue sources. This shift in strategy  
partly reflects political realities, particularly the Senate’s refusal to  
pass many of the measures announced in the 2014 Budget, but also  
broad-based community opposition to curtailing Government services.

At the same time, however, the Government appears also to be exploiting 
the improved global economic backdrop (and certainly relative to 2014). 
In the intervening period, there have been growing signs the prolonged 
slowdown in global growth may have been arrested, finally giving way to 
a more synchronised (although still moderate) cyclical upturn. Equally 
importantly, financial markets and ratings agencies have become much 
less supportive of fiscal austerity, and more forgiving of pro-cyclical fiscal 
policy stances. Even more so, a consensus has emerged in this time that 
governments should be capitalising on historically low interest rates to  
lift infrastructure spending.

Together, these developments have allowed the Government to produce  
a strategy much more accommodative of community demands for ‘fairness’ 
in the Budget consolidation process, with the burden now much more 
broadly spread than in 2014. In addition to dropping many of the expenditure 
measures that disproportionately impacted low-income earners, some 
of the new taxation measures announced in this Budget will clearly have 
popular appeal – including the levy on major bank liabilities, the levy to  
fund skills development, and tougher integrity measures applying to  
multi-nationals, the cash economy and foreign owners of Australian 
residential property. 

In terms of the broader aggregates, the Budget is still projected to  
return to surplus in 2020/21 (0.4% of GDP, compared with 0.2% in the  
2016 Budget). This contrasts with an estimated deficit equal to 2.1%  
in the current fiscal year, and a recent peak deficit in 2013/14 of 3.0%.  
The improvement is driven almost solely by rising revenue receipts, from  
an estimated 23.2% in 2016/17 to 25.4% in 2020/21 (and compared with  
the average since 1985/86 of 24.0%). Commonwealth expenditure is 
projected to remain broadly steady at 25.0% of GDP.
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S U P E R A N N U AT I O N  A N D  A U S T R A L I A ’ S 
R E T I R E M E N T  I N C O M E  S Y S T E M
After the major superannuation reforms which were the centrepiece of the 2016 Budget, 
the superannuation industry and fund members (particularly retirees and those approaching 
retirement) will be relieved to see that this year’s Budget avoided any further major changes  
to super. 

On balance, we support the proposed First Home Super Saver Scheme. We accept there is an 
argument that it will muddy the water a little in terms of the purpose of superannuation, however 
the design is such that it restricts withdrawals to amounts relating to voluntary additional 
contributions made from 1 July 2017 and withdrawals can’t be made until 1 July 2018 at the earliest. 
A major positive outcome of the measure will be improved engagement of young people with their 
superannuation fund and an encouragement for them to consider making additional contributions 
early in their careers. It also appears to be designed to avoid imposing additional record-keeping 
on super funds, which is important – we hope this approach follows through to the detail of the 
administrative requirements. However the extent to which this measure will assist significantly in 
improving housing affordability is open to debate. 

We are less excited about the proposal to encourage retirees to downsize by allowing them to 
make additional non-concessional super contributions from the proceeds of selling their home. 
It is difficult to see this having a significant impact but it will create an additional administrative 
burden for funds in dealing with these specially treated contributions.

The extension of the capital gains rollover relief for fund mergers is also very welcome. In an 
environment where a number of bodies are calling for consolidation of the industry and some are 
suggesting that mergers may not be proceeding due to the interests of trustee directors or fund 
sponsors rather than fund members, it was important for the Government to remove what can 
be a significant and a very tangible reason not to proceed – permanent removal would have been 
preferable but at least they have removed this obstacle for the next three years.

We have some concerns about the decision to establish a new external dispute resolution 
authority, the Australian Financial Complaints Authority (AFCA) to replace the Superannuation 
Complaints Tribunal (SCT). The SCT has built up considerable specialist expertise and personnel 
to efficiently resolve superannuation (and related insured benefit) complaints and has a tried 
and tested statutory authority model to underpin the legal validity of its determinations. AFCA 
will also have coverage for other financial services consumer dispute matters (currently dealt 
with by Financial Ombudsman Service (FOS) or Credit and Investments Ombudsman (CIO)) and 
may not have the same dedicated focus on superannuation. Whatever the final outcome of the 
changes announced, resourcing of the new authority will be critical to its success in delivering 
a review process and outcome which provide a fair, quick and efficient route for external review 
and resolution of superannuation disputes – at no cost to the member – and which are credible to 
participant members and trustees as an alternate to the courts.

With no other significant tinkering with super in this Budget, trustees will be able to keep 
their focus on implementation of the 2016 reforms and helping their members understand and 
respond to the changes. Retirees (and near retirees) will be able to focus on understanding how 
these changes affect their retirement plans and working out what they need to do as a result, 
particularly in relation to the introduction of the $1.6m pension transfer balance cap. 
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Nevertheless, given the breadth of the super reforms taking effect from 1 July 2017, the next few 
months will be a challenge for funds, financial advisers and the ATO as retirees continue to try to 
understand the changes and work out what they should do to best position their superannuation 
savings in the post-reform rules. 

With super reforms of this scale and complexity, it is to be expected that there will need to be tweaks to 
the legislation to sort out unforeseen outcomes, loopholes and anomalies. So it is not surprising that the 
Government is working on some ‘technical amendments’ to ‘ensure the reforms operate as intended’. 
Indeed, we welcome this as there are certainly issues that need to be addressed. 

However the result is that, with less than two months until the 1 July implementation date, there 
are still some important details that will remain somewhat grey until the amending legislation is 
finalised and passed. This makes the preparation of appropriate member communication and 
disclosure material for some of the measures quite difficult. For example the Government has 
announced that transition to retirement pensions will qualify for the earnings tax exemption once 
the member has satisfied an appropriate preservation condition (e.g. reaching age 65). Whilst 
there has been consultation on draft amendments, the industry has requested some fine-tuning 
and the form of the final amendments may impact on what funds need to say in their Product 
Disclosure Statements, and the lack of certainty means member information on the change needs 
to be qualified.

Given the large volume of change the industry is currently dealing with, we have included in this 
report two tables with brief summaries of key measures and their current status:

 the table on page 22 deals with the key super reforms from the 2016 Budget (as subsequently 
amended), and 

 the table on page 23 deals with the other current or proposed changes (excluding those in this 
year’s Budget).
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S U P E R A N N U AT I O N / R E T I R E M E N T

F I R S T  H O M E  S U P E R  S AV E R  S C H E M E
From 1 July 2017, first home buyers can make voluntary contributions of up to $15,000 per year (and 
$30,000 in total) to their superannuation account to purchase a first home. The contributions, less 
15% tax, plus deemed earnings can be withdrawn for a deposit on a first home. These contributions 
can be made through a salary sacrifice arrangement. Individuals who are self-employed or whose 
employers do not offer salary sacrifice will be able to make post tax contributions and claim a tax 
deduction on these amounts. These contributions will count toward the concessional contribution 
cap. Non-concessional contributions can also be made within this scheme however they will not 
benefit from the tax concession apart from the concessional rate on earnings.

Withdrawals will be allowed from 1 July 2018 and will be taxed at the individual’s marginal tax rate, less a 
30% offset. Where the contributions are non-concessional these will not be taxed on withdrawal.

The amount of earnings to be released will be calculated based on the 90 day bank bill plus three 
percentage points (as per the Shortfall Interest Charge - currently this would be 4.78% per annum).

The scheme will be primarily administered by the Australian Taxation Office (ATO), who will 
determine the amount of contributions that can be released and will advise the superannuation 
fund. The ATO will also be responsible for ensuring the withdrawn amount is used for purchasing 
their first home.

Mercer’s View
This is a positive measure which will assist first home buyers to save for their first home 
without eroding existing retirement savings. 

We are optimistic that this measure will increase younger members’ engagement 
with superannuation and encourage a routine of contributing additional amounts to 
superannuation, ultimately leading to increased retirement incomes.

We are pleased that the administrative impact on superannuation funds will be minimal.

However we note there is only a relatively short period remaining until the commencement 
date of 1 July 2017 to ensure the necessary legislative framework is in place.



Impact on super funds
Funds may see an increase in salary sacrifice contributions, personal contributions and notices 
of intention to claim a deduction on personal contributions. A new condition of release will be 
required from 1 July 2018 in the form of an additional release authority. This will tie in with the 
harmonising of the release authorities that come into operation from 1 July 2018 as announced  
in the 2016 Budget, and will hopefully align with these changes where the ATO deals with the 
member and the funds.

Details are still to be provided regarding the calculation of the components for tax on the 
withdrawal, along with any additional contribution reporting to the ATO that may be required. 

Another impact on funds would be the expected increased engagement in super from  
younger members.

Funds should consider informing members of this new facility to be available from 1 July 2017  
and be ready to deal with member enquiries. 

Impact on employers
Employers may see an increase in employees requesting to make additional contributions into 
superannuation, most likely via salary sacrifice.

Impact on individuals
Individuals will be able to save for a deposit in a concessionally taxed environment leading 
to an increase in the amount they would be able to save compared to savings outside super 
(Government estimates that this would be up to 30% higher). Couples looking at purchasing  
their first home will both be entitled to make these contributions up to $30,000 each.

If the member elects not to withdraw the amount, any additional contributions made will be 
retained in their superannuation account, resulting in increased retirement benefits. Where the 
super fund has earned more than the deemed earning rate, the difference will be retained in the 
superannuation system, resulting in increased retirement benefits. Conversely, if the super fund 
has earned less than the deemed earning rate the net impact will be a reduction in the member’s 
superannuation account. Members who make these additional contributions should consider if 
their investment strategy is appropriate having regard to their intended timing of home purchase.
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D O W N S I Z I N G  –  S U P E R A N N U AT I O N 
C O N T R I B U T I O N  I N C E N T I V E S
From 1 July 2018, people aged 65 and over will be able to make a non-concessional (post-tax) 
contribution into their superannuation of up to $300,000 from the proceeds of selling their home. 

These contributions will be in addition to those currently permitted under existing rules and caps 
and they will be exempt from the existing age test, work test and the $1.6 million balance test for 
making non-concessional contributions. However there is no change to the standard restriction  
of $1.6 million on transfers to earnings tax-exempt pensions.

This measure will apply to a principal place of residence held for a minimum of 10 years. Both 
members of a couple will be able to take advantage of this measure for the same home, meaning 
$600,000 per couple can be contributed to superannuation through the downsizing cap.
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Mercer’s View
The intention of this measure is to encourage older Australians to downsize and free up 
larger homes for younger families. 

Being able to contribute some or all of the sale proceeds into superannuation will enable 
some individuals to access lower rates of tax on investment earnings than would be available 
outside the superannuation system. This will reduce an existing disincentive to downsizing. 
However, it is difficult to envisage it having any significant impact on housing supply as 
there are many other reasons individuals choose not to downsize, including the preferential 
treatment of the family home in the Age Pension assets test. 

It is also not clear whether or how the Government intends to restrict the use of this 
measure to those who are ‘downsizing’ as opposed to those who are simply moving house. 
If this is the case the measure may provide an opportunity for wealthier individuals to 
circumvent the new limits on non-concessional contributions.

Impact on super funds
The measure may attract additional 
contributions from a small number of older 
members. Funds will need to be able to 
identify these amounts when received for 
reporting to the ATO. Funds will need to 
implement special contribution acceptance 
rules to accept these amounts outside the 
work and age tests.

Impact on employers
No impact.

Impact on individuals
For individuals wishing to downsize this 
measure provides an opportunity to 
invest a greater amount of the proceeds 
into superannuation and retain access 
to concessional tax treatment. However, 
individuals will also need to consider the 
likely impact on their eligibility for the Age 
Pension as any increase in superannuation 
as a result of these contributions made will 
count towards the Age Pension assets test. 
If the member has already fully utilised their 
pension Transfer Balance Cap they will not 
be able to transfer these amounts into the 
retirement (tax free earnings) phase.
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N E W  “ O N E  S T O P  S H O P ”  E X T E R N A L 
D I S P U T E  R E S O L U T I O N  S C H E M E 
F O R  F I N A N C I A L  S E R V I C E S 
C O N S U M E R  D I S P U T E S 
Following on from the independent review of the current external dispute resolution 
schemes covering superannuation and financial services consumer disputes, which 
was conducted by a panel chaired by Professor Ian Ramsay in 2016 (Ramsay EDR 
Review), the Government has announced that it intends to replace the current 
schemes and governing bodies with a new, single resolution framework and industry 
funded complaints resolution body – the Australian Financial Complaints Authority 
(AFCA). The new framework and scheme is intended to operate from 1 July 2018 
with the existing schemes (including the statutory based Superannuation Complaints 
Tribunal (SCT) and industry based Financial Ombudsman Service (FOS) and Credit  
and Investments Ombudsman (CIO)) to be phased out from that date.

The Government’s announcement is in line with the recommendations of the  
Ramsay Review which were also released on Budget night. 

Some of the intended features of the new scheme and AFCA are:

 To be funded by industry and free to consumers;

 ASIC will oversee AFCA’s performance and will receive budget from its new 
industry levy for that purpose – it may be provided with supporting directions 
and enforcement powers in respect of AFCA determinations;

 The current APRA supervisory levy will be reduced to reflect the reduction  
of funding for the SCT as it is phased out;

 Its determinations will be binding on all AFCA members and all relevant industry 
entities will be required to be members of AFCA as part of their RSE/AFSL 
licensing conditions.

The next stage of the Ramsay Review will be to enquire and make recommendations 
on the establishment, merits and possible design of a “last resort” compensation 
scheme and possible access for redress for past disputes. A report on these 
matters is due by the end of June 2017.
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Impact on super fund trustees
Trustees will need to monitor the progress of these reforms and should use the intervening period 
before the new system is introduced to take stock and review/road test their current dispute 
resolution processes and readiness for the new system. Any review of a fund’s current processes 
should take into account that a fund user pays model will apply under the new arrangements.

Trustees should also check current liability insurance terms and consult with their insurers 
concerning any implications for existing coverage and conduct of dispute matters arising from 
these changes. In due course, member communication and disclosure material will need to be 
updated to reflect the new arrangements and to explain the circumstances in which members may 
access AFCA.

Impact on employers
Nil

Impact on members
Members will still have access to a free and binding alternate dispute resolution scheme for 
determination of superannuation disputes. How effectively the scheme operates and compares to 
the SCT in practice remains to be seen.
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Mercer’s View
Resourcing and funding issues and associated delays in some consumer complaint matters 
progressing to resolution/determination through the SCT may have been part of the 
surrounding context to the announced changes. The replacement of the SCT as a statutory 
based EDR authority with a new industry based authority (AFCA) will also pose some 
significant legislative and jurisdictional challenges to be implemented successfully. It also 
remains to be seen whether the new cross industry EDR service to be delivered by AFCA 
(as opposed to the SCT as a dedicated and specialist superannuation dispute resolution 
provider) will in practice for superannuation dispute matters, provide a fair, quick and 
efficient, external consumer dispute resolution service as an alternate to the courts. 

The Ramsay Review in its recommendations, also recognises that for dealing with 
superannuation disputes, AFCA will still need to be granted appropriate powers supported 
by statutory provisions and enforcement. The Review suggests that a sanction for a provider 
that fails to comply with determinations will be reporting to the regulator and a power for 
AFCA to expel the firm from AFCA membership – a troubling point given that membership  
of AFCA is to be a mandatory RSE/AFSL licensing condition. 
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E X T E N S I O N  O F  C A P I TA L 
G A I N S  R O L L O V E R  R E L I E F 
F O R  F U N D  M E R G E R S
The Government will extend the current tax relief for merging 
superannuation funds until 1 July 2020. This tax relief was due 
to lapse on 1 July 2017.

The tax relief enables superannuation funds to transfer 
capital and revenue losses to a new merged fund, and to 
defer taxation consequences on gains and losses from 
revenue and capital assets. 

The Government said the tax relief will be temporarily 
extended while the Productivity Commission completes  
a review into the efficiency and competitiveness of  
Australia’s superannuation industry. 

Mercer’s View
This extension is very welcome. We wonder why it could 
not be made permanent.

Impact on super fund trustees
This measure will enable trustee to pursue fund mergers 
without tax being an impediment.

Impact on employers
Nil

Impact on members
Extending this relief will ensure superannuation fund 
members’ balances are not reduced by tax when 
superannuation funds merge. Consolidation should lead  
to better retirement outcomes through reduced costs  
aand/or improved member services.
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O T H E R  C H A N G E S

Increase in Medicare levy 
The 0.5% increase in the Medicare levy from 1 July 2019 will impact tax on superannuation  
benefit payments.

Small business retirement concession 
From 1 July 2017, the existing Small Business CGT exemptions will be changed to ensure that  
they can only be applied to assets actually used in a small business, or the ownership interest  
in a small business. This includes the retirement concession which provides CGT relief on  
proceeds of the sale of a small business that are contributed to superannuation. 

Reinstatement of Pensioner Concession Card
The Pensioner Concession Card will be reinstated for people who were no longer eligible  
for the pension due to the changes to the assets test that took place on 1 January 2017. 
Previously, such people were only given the Commonwealth Seniors Health Care Card.

Superannuation — integrity of limited recourse  
borrowing arrangements
From 1 July 2017, the Government will improve the integrity of the superannuation system by 
including the use of limited recourse borrowing arrangements (LRBAs) in a member’s total 
superannuation balance and transfer balance cap. This measure was announced previously  
and draft legislation has been released for comment.

Superannuation — integrity of non-arm’s length arrangements
From 1 July 2018, the Government will further improve the integrity of the superannuation system 
by reducing opportunities for members to use related party transactions on non-commercial 
terms to increase superannuation savings. The non-arm’s length income provisions will be amended 
to ensure expenses that would normally apply in a commercial transaction are included when 
considering whether the transaction is on a commercial basis.

Status of previously announced measures
Given the large volume of change the industry is currently dealing with, we have included at 
the end of this report two tables with brief summaries of previously announced/legislated key 
measures and their current status:

 the table on page 22 deals with the key super reforms from the 2016 Budget (as subsequently 
amended), and

 the table on page 23 deals with the other current or proposed changes (excluding those in this 
year’s Budget).
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The Budget contains few measures that directly impact institutional 
investors. Most of the financial reform initiatives are directed 
towards improving competition in the banking system (this is also the 
justification for the proposed major bank levy). 

At this point, it is unclear whether the new bank funding levy on bank liabilities will be passed on 
wholly or partly to borrowers (through higher interest rates and fees), to depositors (through 
lower interest rates), or absorbed by the banks (and bank shareholders). Liabilities subject to the 
levy, which is anticipated to raise at least $1.5 billion annually, will include items such as corporate 
bonds, commercial paper, certificates of deposit, and Tier 2 capital instruments.

I N F R A S T R U C T U R E
As in recent years, however, there are further measures to increase infrastructure spending and 
to foster private sector participation in infrastructure projects. Previous measures have included 
the asset recycling scheme and the establishment of Infrastructure Australia to undertake cost/
benefit analysis. 

The 2017 Budget formally commits the Commonwealth to a number of new infrastructure projects, 
as well as bringing forward future infrastructure spending. The Government has committed 
$75 billion in funding for transport infrastructure projects out to 2026/27. In addition, a new 
Infrastructure and Project Financing Agency will be established on 1 July to help develop more 
innovative financing practices with the private sector. 
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A F F O R D A B L E  H O U S I N G
As foreshadowed, the Government has also announced 
the establishment of the National Housing and Finance 
Investment Corporation to provide low-cost funding for 
social/community/affordable housing projects (through  
a bond aggregator model). The new agency will issue 
debt into wholesale capital markets, to help fund 
affordable housing developments. Although details of  
the new model are still under development, the new 
bonds could be broadly similar to existing residential 
mortgage-backed securities, although supported  
more by rental streams than mortgage repayments. 

This development could be expected to help expand  
the Australian asset-backed securities market.

The Government will also encourage Managed Investment 
Trusts to invest in affordable housing, through concessional 
tax arrangements which enable resident investors to access 
a 60% CGT discount and also provide incentives for foreign 
investors. Eligible properties must be available for a minimum 
of 10 years. 
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I M P L I C AT I O N S  F O R  
A U S T R A L I A ’ S  W O R K F O R C E

F O R E I G N  W O R K E R  V I S A  C H A N G E S  
A N D  N E W  L E V Y 
The subclass 457 visa will be abolished and replaced with a new temporary skill shortage visa with 
tighter conditions and stricter safeguards. The intent is that foreign workers are only brought into 
Australia to meet genuine skill shortages 

Annual levies on employers of $1,200 or $1,800 per worker will apply for foreign workers on 
temporary work visas and one-off levies of $3,000 or $5,000 for those on permanent skilled visas.

Mercer’s View

The market for talent is increasingly global with significant mobility of skilled workers. While there 
is significant pressure from conservative/nationalistic groups, there is no denying that the world 
has become smaller and more connected. Introducing greater obstacles to labour mobility will 
only mean that companies will assess whether the jobs of the future are better located in other 
jurisdictions. As a result, a short-term “political win” in focussing on Australian employment may 
mask greater longer term problems in the sustainability of a largely service economy.
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Impact on employers
 Higher costs of employing foreign workers

 Shorter temporary visa length of two years 
may result in employers being less open to 
bringing in highly skilled foreign workers. 
No matter how skilled a worker is, there 
is investment in understanding company 
practices. The two year visa may not allow 
sufficient time for companies to realise the 
return on investment (ROI) on the transfer. 

 Greatest impact will be felt in the sectors 
reliant on STEM-related skills

Impact on individuals
 Skilling Australians Fund established, 

estimated at $1.5 billion to be provided 
to State and Territories in first four years 
to support up to 300,000 apprentices, 
trainees, pre-apprentices and higher 
level skilled Australians.

 Priority will be given to occupations in 
high demand that currently rely heavily 
on skilled migration, future growth 
industries and rural and regional areas. 



B U I L D I N G  A U S T R A L I A
Commitment of over $70 billion from 2013-14 to 2020-21 to transport infrastructure across Australia.

Mercer’s View

Increased infrastructure spending will support job creation; however, cost-benefit analysis 
needs to support the “good debt” approach to funding the infrastructure development. 

Impact on employers 
Job creation in the immediate term focussed on the building of infrastructure, to be followed by 
job creation in the ongoing operations and maintenance of the infrastructure assets. There is also 
potential for some skills shortages to emerge with consequent impacts on the remuneration of  
in-demand skills.

Impact on individuals
Immediate impact already being felt through picking up the slack in construction and engineering 
sector in the east coast following slowdown in mining investment

A F F O R D A B L E  C H I L D C A R E
The Government will invest $37.3 billion in childcare to help ease cost of living pressures for around one 
million Australian families, including those that need before and after school care for their children.

Mercer’s View

The majority of primary carers are mothers and any sensible measure to encourage mothers 
to return to work is welcome. Increased participation of female employees contributes 
positively to economic growth and increased diversity in the workplace, which has been 
shown to result in better employer outcomes. It also helps employers realise ROI on training 
and developing employees who eventually become carers.

Impact on employers
 Increased workforce participation provides greater choice to employers.

 High-performing employees on parental leave are potentially more likely to return to work.

Impact on individuals 
 May incentivise earlier return-to-work post parental leave. 

 May benefit those seeking to increase their hours as cost-benefit of childcare may  
be more favourable.

I M P L I C AT I O N S  F O R  A U S T R A L I A ’ S  W O R K F O R C E  17
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FA I R E R  A N D  M O R E  
A C C O U N TA B L E  B A N K S
Measures include a new Banking Executive Accountability Regime with enhanced powers for the 
Australian Prudential Regulation Authority to remove and disqualify an executive, direct adjustments 
to banks’ remuneration policies, and enforce new obligations on bank conduct.

Mercer’s View

The measures announced in the Budget are part of a continuing program of Government 
initiatives to promote public confidence in the financial services sector, improve professional 
standards, transparency and accountability, and improve customer experience and outcomes. 

More work needs to be done in clearly articulating the performance measures relating to 
incentive programs across the banking sector. These should not be introduced in a piece-meal 
fashion. Without a holistic view of how culture, remuneration and performance work together, 
there will be room left for unintended behaviours that are counter to the intent of the  
proposed changes.

 

Impact on employers
Within the financial services sector, there will be continued focus on the appropriateness of 
incentive remuneration that may promote conflicts of interest.

Banks will need to continue to strengthen their governance arrangements relating to performance 
related incentives and to intensify cultural change initiatives designed to impact behaviours 
throughout the organisation.

Following the Retail Banking Remuneration Review completed in April 2017, major bank Chief 
Executives committed to implementing proposed changes to customer-facing remuneration 
arrangements urgently.

Clarity is required about the definition of “executives”.

Impact on individuals 
The Banking Executive Accountability Regime is limited to a small population of executives.  
The regime will require a proportion of senior executives’ ‘at risk’ remuneration to be deferred  
for at least four years to focus decision-making on long-term outcomes.

I M P L I C AT I O N S  F O R  A U S T R A L I A ’ S  W O R K F O R C E  18
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The Government has made a number of announcements in relation 
to Health in the Budget that will impact all Australians.

M E D I C A R E
The Government announced it will establish a Medicare Guarantee Fund from 1 July 2017.  
The goal of the fund is to secure the ongoing funding of the Medicare Benefits Schedule (MBS)  
and the Pharmaceutical Benefits Scheme (PBS), ensuring Australians’ access to these services  
and affordable medicines into the future. 

The Government will provide $1.0 billion to lift the freeze on the indexation of the MBS.  
To encourage GPs to bulk bill children under the age of 16 and concession card holders,  
bulk billing incentives will be indexed from 1 July 2017. 

In 2018, fees for GP and specialist consultation items will be indexed, and from 1 July 2019, 
specialist procedure and allied health fees will be indexed. 

The Government also announced that it will not proceed with changes to bulk billing incentives 
for pathology and diagnostic imaging services announced previously, encouraging providers to 
continue to bulk bill patients.

 19

H E A LT H  I M P L I C AT I O N S 
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P R O T E C T I N G  D I S A B I L I T Y  S E R V I C E S
The Commonwealth reconfirmed its commitment to fully fund its contribution to the National 
Disability Insurance Scheme (NDIS). This gives Australians with permanent and significant disability, 
and their families and carers, certainty that such a vital service will be available for them into  
the future.

To help fund the NDIS, the Government will increase the Medicare Levy from 2% to 2.5% from  
1 July 2019. 

Mercer’s View

We welcome the Government’s long term commitment to Medicare via the Medicare Guarantee 
Fund, as well as its commitment to look after those less fortunate Australians with significant 
disabilities and their families. Encouraging GPs to bulk bill will also provide greater opportunities 
for families to reduce their out-of-pocket costs for doctors’ visits. 

Impact on individuals
The Government is increasing the Medicare Levy by 0.5% from 1 July 2019. This increase,  
together with the newly created Medicare Guarantee Fund, is designed to provide Australians  
with confidence that a strong and sustainable Medicare will continue. 



A P P E N D I C E S
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2 0 1 6  B U D G E T  R E F O R M S I M P LY  E X P L A I N E D L E G I S L AT I V E  S TAT U S

1 Reduce cap on annual concessional contributions 
to $25,000 for all ages

All age brackets will be on a level playing field and 
limited to $25,000 per annum on concessional 
contributions (currently $30,000 up to age 49 and 
$35,000 for age 50 and over). Also see reform 9.

Legislation in place.

2 Reduce cap on non-concessional ‘post-tax’ 
contributions to $100,000 or nil if total super 
balance is $1.6m or more

Individuals with super balance of less than $1.6m 
(no balance limit currently) will have an annual 
post-tax contribution limit of $100,000 (down 
from $180,000) or up to $300,000 (down from 
$540,000) if eligible for the ‘bring-forward’ 
option. Special transitional rules apply.

Legislation in place, however regulations to 
determine the ‘accumulation phase value’ of 
defined benefits (DBs) for the $1.6m total balance 
test have not been made. Mercer understands 
there will be consultation on regulations in 
2017/18, with 30/6/17 reporting to be on  
the basis of lump sum withdrawal amounts  
(ATO yet to confirm).    

3 Reduce income threshold for Division 293 tax to 
$250,000

When an individual’s combined income and 
super contributions are greater than $250,000 
(currently $300,000), they will effectively pay 
30% tax on their concessional contributions, 
rather than the standard rate of 15%.

Legislation in place.

4 Limit transfers to earnings tax exempt pension 
accounts to $1.6m (special rules for DB pensions)

Transfers to a tax exempt pension will be limited 
to $1.6m. Excess savings can remain in a super 
account with earnings taxed at 15%. Those with 
pension balances over $1.6m at 30 June 2017 will 
have to transfer the excess to a taxed account  
or withdraw it from super.

Legislation in place but amendments pending 
re capital gains tax relief and treatment of 
limited recourse borrowing arrangements. 
Fund reporting requirements to ATO yet to be 
specified. 

5 Apply different tax treatment to DB pension 
income over $100,000 pa

Members with lifetime pensions over $100,000 pa 
face additional tax

Legislation covers non-commutable pensions but 
regulations to extend to commutable pensions 
not yet finalised; commutation authority rules do 
not cater correctly for commutable DB pensions.

6 Remove tax exemption on investment earnings for 
transition to retirement (TTR) pension balances

Investment earnings on TTR pensions will 
generally be taxed at 15% (currently nil).

Legislation in place but amendments pending 
to provide earnings tax exemption once the 
member has satisfied an appropriate preservation 
condition (e.g. reaching age 65) and to refine 
capital gains tax relief provisions. Some 
uncertainty about taxation status of reversionary 
TTR pensions.   

7 Maintain LISC for low income earners with $500 
cap

The Low Income Superannuation Contribution 
(LISC), which rebates the 15% super contributions 
tax up (up to $500) for those earning up to 
$37,000 will be retained but renamed the Low 
Income Superannuation Tax Offset (LISTO).

Legislation in place.

8 Remove ‘10% rule’ to extend eligibility for tax 
deductions on personal contributions

Wage earners will be able to claim a tax deduction 
on post-tax contributions, providing alternative 
to salary-sacrifice for tax-effective additional 
contributions.

Legislation in place, however ATO forms to enable 
DB funds to elect to exclude or limit deductibility 
are not yet available. Elections need to be made 
by 30/6/17 to have effect for 2017/18.

9 From 1 July 2018, allow ‘catch-up’ concessional 
contributions for individuals with superannuation 
balances less than $500,000

Individuals with super balances of $500,000 
or less will be able to make additional pre-tax 
contributions if they have not fully used their 
annual cap on concessional contributions in the 
previous 5 years (but not counting years before 
1 July 2018). Unused amounts carried forward will 
expire after 5 years.

Legislation in place  (the comments for Measure 
2 above re the ‘accumulation phase value’ of DBs 
also apply to the $500,000 total balance test for 
this measure).

10 Extend eligibility for the spouse contribution 
offset to spouse incomes less than $40,000 
(currently $13,800)  

Many more people will be able to obtain a tax 
offset of up to $540 by making contributions to 
their spouse’s super

Legislation in place.

11 Fix tax treatment of death benefit rollovers to 
start a pension

Eligible dependants will be able to rollover a death 
benefit to start a death benefit pension in a new 
fund without adverse tax treatment

Legislation in place, however the Government has 
proposed bringing forward the effective date 
prior to 1 July 2017 to facilitate rebalancing ahead 
of the introduction of the $1.6m pension transfer 
balance cap. Updated roll-over benefit statement 
is required (yet to be released).

12 Abolish the death benefit anti-detriment tax 
deduction

It will no longer be possible for funds to make an 
‘anti-detriment’ top up payment to the member’s 
eligible beneficiaries upon death

Legislation in place.

13 Facilitate innovative retirement income streams Expand the range of income streams eligible for 
tax exemption on earnings

Regulations outstanding. Consultation period 
on draft regulations closed; age pension means 
test treatment not expected to be decided until 
second half of 2017. 

14 Increase tax on Departing Australia 
Superannuation Payments (DASPs) for 
working holiday makers 

Members who have held a working holiday visa 
and have received superannuation contributions 
while on this visa will be taxed at 65% on this 
component of their DASP from 1 July 2017.

Legislation in place; discussions continue on 
implementation issues.
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O T H E R  C U R R E N T  O R  
P R O P O S E D   R E F O R M S

S I M P LY  E X P L A I N E D L E G I S L AT I V E  S TAT U S

15 Objective of superannuation The Government will enshrine the primary objective and 
subsidiary objectives of the superannuation system in 
legislation, and require new bills and regulations relating 
to superannuation to be accompanied by a statement 
of compatibility with those objectives. The Government 
proposes that the primary objective of the superannuation 
system should be “to provide income in retirement to 
substitute or supplement the age pension”.

Bill currently before Parliament. Senate Committee has 
recommended it be passed. Draft regulations setting 
out subsidiary objectives have also been issued for 
consultation (now closed). Mercer does not support 
the Government’s proposed primary objective. We 
have recommended defining the objectives of both 
superannuation and the age pension simultaneously,  
with a key factor being the inclusion in the objective  
of a desired level of total income from these sources.

16 Enhanced fee and cost  
disclosure requirements 

ASIC Regulatory Guide RG97, which provides guidance 
relating to the disclosure of fees and costs in product 
disclosure statements (PDSs) and periodic statements, has 
been updated to include much more onerous requirements 
regarding allowance for fees and costs incurred in underlying 
investments as well as direct investment management fees.  

ASIC has provided a conditional extension to 30 September 
2017 for PDSs. This has and continues to be a major 
compliance exercise for many funds. It will result in higher 
fees being disclosed for most funds, some substantially 
higher. There is a high risk of this being interpreted as  
a real fee/cost increase, rather than a technical increase 
arising from the disclosure rules being widened to include 
more costs.   

17 Website disclosure of  
employer sub-fund  
information

Sub-fund information such as governing rules, product 
disclosure statements and actuarial reports is required to be 
publically available on the fund’s website

Current exemption expires 30 June 2017.

18 Choice product dashboards Product dashboards (displaying specified information about 
fees, past returns, return objectives and investment risk) 
are currently only required to be shown on a fund’s website 
for MySuper products. The Government proposed in 2016 
to extend product dashboard requirements to a fund’s 10 
largest Choice investment options. Further consultation was 
to occur on dashboard requirements for Choice Products 
and on possible modifications to dashboards for MySuper 
products, to take effect from 1 July 2017.

The current ASIC relief from the requirement to publish 
Choice product dashboards expires 30 June 2017. A bill 
relating to the new requirements lapsed due to calling 
of the 2016 election and has not been re-introduced. 
It seems the only practical option now is for a further 
extension of the current relief to allow time for the 
necessary consultation to occur, the legislation to be 
enacted and appropriate regulations made

19 Website disclosure of  
portfolio holdings 

The Government proposed in 2016 to implement portfolio 
holdings disclosure requirements so that the first reporting 
date would be 31 December 2017, with details to be loaded 
to the fund’s website by 31 March 2018. For each of their 
investment options, subject to exemptions, funds would have 
to provide information about the nature and value of financial 
products or other property that the fund or an associated 
entity has directly invested in. The precise details of the 
information and how it is to be displayed will (the industry 
hopes) be the subject for further consultation.

The current ASIC relief from the requirement to publish 
portfolio holdings information covers reporting dates prior 
to 31 December 2017. A bill relating to the new requirements 
lapsed due to calling of the 2016 election and has not been 
re-introduced. It seems the only practical option now is for 
a further extension of the current relief to allow time for 
the necessary consultation, the legislative framework to be 
established and for funds to make the required changes to 
their investment and reporting systems – which are expected 
to be significant.

20 Comprehensive Income 
Products for Retirement 
(CIPRs)

The Government has released a discussion paper re the 
framework for trustees to offer CIPRs to their members, as 
recommended by the Financial System Inquiry (the Murray 
Inquiry). The Government proposes to call these products 
‘MyRetirement products’, which it considers a ‘more 
consumer-friendly and meaningful name’.

Still at an early stage with ongoing consultation; legislation 
unlikely for some time. 

21 Single Touch Payroll (STP) STP, which will commence for employers of 20 or more 
employees (‘substantial employers’) from 1 July 2018 with 
an opt-in facility from 1 July 2017, aims to align employer 
reporting of PAYG withholding and superannuation 
contributions to an employer’s payroll processes. Entities 
that report under STP may obtain relief from obligations to 
provide payment summaries to individuals and a payment 
summary annual report to the ATO. STP will also allow 
employers the option to permit new employees to complete 
the superannuation choice form and tax file number (TFN) 
declaration through the myGov ‘ATO Online’ facility. The ATO 
may then disclose pre-filled TFN declaration and choice 
form information to employers and employees when they 
commence a new job

Enabling legislation passed, trialling and development 
under way. Has the potential to significantly increase 
active exercise of fund choice by new employees.

22 Independent trustees The Government proposes to introduce a requirement for 
boards of all APRA regulated super funds to consist of an 
independent chair and at least one third independent directors.

A 2015 bill relating to the new requirements stalled in 
the Senate and then lapsed due to calling of the 2016 
election. It has not been re-introduced but it remains 
Government policy.

23 Choice of fund The Government proposes to legislate to enable employees 
under workplace determinations or enterprise agreements 
to choose their own superannuation fund.

A bill relating to the new requirements lapsed due to 
calling of the 2016 election. It has not been re-introduced 
but it remains Government policy.

24 Increase in Age Pension  
age to 70

The Government announced in the 2014 Budget that it would 
increase the eligibility age for the age pension from 67 to  
70 over the 12 years to 1 July 2035.  Under current legislation 
the eligibility age will increase to 65.5 years for both men  
and women on 1 July 2017 (impacts those born 1/7/52 or 
later) and then by six months each 2 years until it reaches  
67 by 1 July 2023.  

The increase to age 70 is not legislated but remains 
Government policy. 
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This document is intended to inform clients of Mercer’s views on particular issues. It is not intended 
to be provided to any person as a retail client and should not be relied upon or used as a substitute 
for professional advice specific to a client’s individual circumstances. Whilst Mercer believes the 
prospective information and forward looking statements made by Mercer in this report are based on 
reasonable grounds, they are predictive in character and may therefore be affected by inaccurate 
assumptions or by known or unknown risks and uncertainties. This document has been prepared 
by Mercer Consulting (Australia) Pty Ltd (MCAPL) ABN 55 153 168 140, Australian Financial Services 
Licence #411770. Any advice contained in this document is of a general nature only and does not 
take into account the personal needs and circumstances of any particular individual. Prior to acting 
on any information contained in this document you need to take into account your own financial 
circumstances, consider the Product Disclosure Statement for any product you are considering and 
seek advice from a licensed, or appropriately authorised financial adviser if you are unsure of what 
action to take. ‘MERCER’ is a registered trademark of Mercer (Australia) Pty Ltd ABN 32 005 315 917.
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