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The Government has delivered a carefully crafted Budget 
designed to have broad appeal ahead of a likely election around 
September this year – if the Budget is well received.

The improving cyclical position has enabled the Government to provide specific groups with 
an array of new programs and measures, with seniors and mature age workers being notable 
beneficiaries. By far the most important centrepiece of this Budget however, is the plan for 
significant personal income tax reform over the next seven years.

Whilst the Government delivered on its undertaking that there would be no superannuation 
tax changes in the Budget, there were still a number of significant superannuation and related 
measures announced, including some welcome and important steps towards broadening the 
retirement income stream product market - the new means test treatment of lifetime income 
stream products and the introduction of a retirement income covenant that will require trustees 
to offer Comprehensive Income Products for Retirement (CIPRs) that provide retirees with income 
for life, no matter how long they live.
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Superannuation and retirement changes: 
 Introduction of a retirement income covenant which will require trustees to offer 

Comprehensive Income Products for Retirement (CIPRs) including longevity protection

 A new means test treatment of lifetime income stream products 

 Changes under the banner of ‘protecting your super’:

   A 3% cap on administration and investment fees charged on superannuation accounts 
with balances of $6,000 or less 

  Banning superannuation funds from charging exit fees for any account

   Strengthening the ATO-led consolidation regime by requiring the transfer of all inactive 
accounts where the balances are below $6,000 to the ATO. The ATO will be given powers 
to reunite ATO-held accounts with the member’s active account, where possible

   Requiring superannuation funds to only offer insurance on an opt in basis for accounts: 
 that have balances below $6,000; or
 of new members who are under 25 years old; or
 that have not received a contribution for 13 months or longer

 Expansion of the underutilised Pension Loans Scheme

 The Pension Work Bonus will increase from $250 to $300 per fortnight and eligibility will 
extend to income earned from self-employment

Corporate tax changes
 The Government said it remains committed to extending the reduction in the corporate 

tax rate to 25% to all businesses - to date this measure has stalled in the Senate 

 The $20,000 instant asset write-off (accelerated depreciation) measure for small 
businesses (annual turnover less than $10 million) has been extended by a further 
12 months to 30 June 2019

Personal tax changes
 Personal income tax cuts implemented over a 7 year period in 3 stages:

   A non-refundable tax offset for four years beginning 2018-19 of up to $530 for 
individuals with taxable incomes of up to $125,000 per annum

   2 stage tax bracket changes to combat bracket creep:

 From 1 July 2018, increase the 32.5% top threshold from $87,000 to $90,000
  From 1 July 2022 (to coincide with the tax offset ceasing) increase the 32.5% top 
threshold from $90,000 to $120,000 and increase the 19% top threshold from $37,000 
to $41,000 ( including an increase in the Low income tax offset)

 Further tax bracket changes from 2024-25

  Increase the lower threshold of the top tax bracket (45%) from $180,000 to 
$200,000

  Remove the 37% tax bracket. All individuals earning between $41,000 and $200,000 
will pay 32.5%

 Scrapping of last year’s Budget measure to increase the Medicare levy from 2.0% to 
2.5% from 1 July 2019 to assist funding of the National Disability Insurance Scheme



T H E  B U D G E T  I N  R E V I E W  3

Aged care initiatives
 Injection of $1.6 billion funding over four years for an additional 14,000 home care 

packages. This complements an additional 6,000 packages announced in the 
Government’s mid-year outlook

 A range of smaller funding increases across aged care related activities including 
mental health services, palliative care and increased funding to fight elder financial 
abuse

Employment initiatives
 Employers who hire people aged 50 years and over can be eligible for a subsidy against 

the mature employee’s wages of up to $10,000

 Up to $2,000 contribution toward training for mature workers

 $85m over four years to fund $40,000 additional places to assist young people 
(aged 15-20) at risk of long term unemployment to build work skills

Health initiatives
 Increased Mental Health, PBS and Healthy Activity funding 
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E C O N O M I C  O V E R V I E W
Last year’s budget marked the abandonment of expenditure restraint 
as the primary means of medium-term fiscal consolidation, aided by the 
improving global and domestic economic outlooks and the accompanying 
strengthening in the revenue baseline. Ahead of an election due by early 
next year at the latest, the 2018 Budget maintains this new course.

The improving cyclical position has enabled the Government to provide 
specific groups with the usual array of new programs and measures. By 
far the most important centrepiece of this Budget however, is the plan 
for significant personal income tax reform over the next seven years. This 
could be expected to provide a significant counter to the refusal of the 
Opposition and the Senate cross bench to pass the company tax cuts. 

In short, the Government is using a favourable economic baseline (partly 
funded by higher than expected levels of employment and the fading impact 
of resource company tax losses) to promote both personal income and 
company tax cuts. 

From a broader economic perspective, the proposed flattening of the 
personal income tax scale is to be welcomed, to reduce the impact of 
bracket creep and more broadly from an efficiency perspective. The 
proposed abolition of the 37% tax bracket will also help reduce complexity. 
The introduction of a new tax offset (in addition to the existing low income 
tax offset) is an affordable means of addressing equity concerns in the 
short-term. 

The biggest issue with these proposals, however, is the length of the phase-
in (full implementation is planned for 2024). While the short-term cyclical 
outlook remains favourable, it is difficult to remain comfortable some seven 
years out. The underlying budget forecasts appear reasonable, but the 
experience of the past year reminds us that the budget comprises many 
moving parts. 

There are signs the Government has further eased back on expenditure 
restraint, with new decisions between the Mid-Year Economic and Financial 
Outlook adding $1.9 billion to projected outlays in the next two years, and 
reducing outlays by a total of $2.7 billion over the following two years. 
To this end, Treasury estimates there has been little improvement in the 
structural budget balance over the past year (i.e. all of the improvement in 
the baseline is cyclical). 

In our view these last aspects probably result in a neutral market 
assessment of the overall budget, and the Reserve Bank of Australia will 
be keeping a very close eye on the combined impact of the tax cuts, the 
expected large increases in infrastructure spending (much of which will 
be boosted by additional financial support in NSW and Victoria), and the 
likely increases in government recurrent spending in both states (where 
governments face elections within the next year).
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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
It is pleasing that the Government has delivered on its undertaking that there would be no 
superannuation tax changes in the Budget. Nevertheless there were a number of significant and 
important superannuation measures announced. 

The introduction of a “retirement income covenant”, including the requirement for trustees to 
offer Comprehensive Income Products for Retirement (CIPRs) that include longevity protection, is 
one of the more significant initiatives in superannuation policy since the advent of MySuper. 

The announcement of the new means test treatment of lifetime superannuation income stream 
products also ticks off another critical piece of the framework necessary to allow funds and 
other product providers to develop a broader range of retirement income stream products that 
incorporate some longevity protection. The new rules will certainly make these products more 
attractive to many retirees. 

Whilst the introduction of the retirement covenant is a positive measure, there will be considerable 
strategic and operational challenges ahead for the industry as a whole to build the necessary 
readiness to develop and offer CIPRs to members. It is important that the Government provides 
adequate time for consultation and implementation of the required changes. 

The Government has also taken substantive action to address erosion of accounts and to 
facilitate and encourage consolidation of accounts. Mercer is supportive of the objectives of 
these changes, although we are concerned that the insurance changes may have unintended 
consequences which, in the extreme, could mean that some automatic cover arrangements could 
become untenable, to the detriment of members as a whole. In addition, there are likely to be some 
cost and price impacts affecting all insured members.

The Budget’s confirmation that the Government is not planning to amend the current 
Superannuation Guarantee (SG) increase schedule is also very welcome. The increase from the 
current 9.5% to 12% is critical to providing adequate retirement incomes for many Australian 
workers and helping to address the Budget pressures of our ageing population. Mercer would have 
liked to see some action to improve SG coverage, such as:

   Scrapping of the SG exclusion for employees earning less than $450 in a month – this 
exclusion is well past its use-by date and removing it would help lower income earners (and 
reduce the gender gap in super as it affects more women than men); and

   A plan to include the self-employed in the SG system – this is particularly important given the 
growth of the ‘gig’ economy and casualisation of the workforce

On the gender gap issue it is worth noting that, in her capacity as Minister for Women, Kelly 
O’Dwyer issued a media release which, as well as highlighting Budget measures assisting women, 
says that she will deliver a Women’s Economic Security Statement in Spring 2018.

The new measures add to a long existing list

The new superannuation measures add to a burgeoning list of changes that the industry has to 
deal with over the next few years.
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The table in the Appendix provides a brief summary and current status of key legislated or 
proposed measures with upcoming effective dates. Note that this list excludes:

  Changes from this year’s Budget

   Bedding down of the administrative changes required to administer the 2016 Budget reforms, 
such as the pension transfer balance cap and the need for the ATO to be able to calculate 
the total super balance of an individual at each 30 June for various purposes

   The ‘transformation’ of fund reporting of member account information to the ATO over 2018 
and 2019, with much more granular and frequent reporting required

   The major work that will be required for funds that have signed up to the new Insurance 
in Superannuation Code of Practice - including changes to systems, procedures, member 
communications and the design of the insurance offering – to meet the requirements of the 
Code; the insurance changes announced in the 2018-19 Budget will also now need to be 
factored in to this project 

   Any changes arising from the Productivity Commission’s review of the competitiveness and 
efficiency of Australia’s superannuation system, alternative models for allocating default 
fund members to funds and the appropriateness of the insurance arrangements inside 
superannuation - will the PC’s recommendations on insurance line up with the measures just 
announced? 

   Any changes arising from the Royal Commission into Misconduct in the Banking, 
Superannuation and Financial Services Industry

As always, Mercer stands ready to assist clients in understanding and working out how best to 
respond to these changes.
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B U D G E T  I N  D E TA I L
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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

R E T I R E M E N T  I N C O M E  F R A M E W O R K  – 
M O R E  P I E C E S  I N  T H E  P U Z Z L E
In what is likely to prove to be one of the more significant initiatives in superannuation policy since 
the advent of MySuper, the Government has announced a series of measures relating to the 
development of its new Retirement Income Framework.

Those measures include:

 Introduction of a “retirement income covenant” under the Superannuation Industry Supervision 
Act (SIS) which will require all trustees to develop a specific retirement income strategy to 
assist their members to meet their retirement income objectives. The covenant is to operate in 
a manner similar to the existing insurance and investment covenants in SIS. The covenant is to 
be supported by additional requirements (presumably through SIS regulations) for Trustees to 
offer a Comprehensive Income Product for Retirement (CIPR) to their members. CIPRs will be 
required to provide the retiree with ‘income for life, no matter how long they live’. 
The Government will consult further on the precise terms of the covenant

 New Age Pension means testing rules for pooled lifetime income streams

 A new means test treatment will apply for qualifying lifetime retirement income streams 
purchased from 1 July 2019. These products will include immediate lifetime annuities, deferred 
lifetime annuities and group self-annuities (such as Mercer LifetimePlus), provided they meet 
certain limits concerning the access to these funds during retirement.

 For the assets test

   60% of the initial purchase price will be counted as assets until the member reaches age 
84 (subject to a minimum of five years)

    30% of the initial purchase price will be counted as assets for the remainder of the 
person’s life

 For the income test

  60% of all product payments will be counted as income
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These new means testing rules will make investments in products providing longevity protection 
more attractive for retirees who are currently receiving a part age pension. 
They are also much simpler than the current rules for immediate lifetime annuities. 

The new rules will not apply to products purchased before 1 July 2019.

Let’s look at two examples.

Example 1
Mary is single, aged 70 and has $400,000 in assets, excluding her home. She currently 
receives a part pension of $469 per fortnight. If she was to invest $100,000 into a 
complying longevity product under the new rules, her assessed asset amount would 
reduce to $360,000 and her age pension would increase immediately by $120 per 
fortnight to $589 per fortnight.

Example 2
Harold and Davina are aged 69 and 67 respectively and have $500,000 in assets, excluding 
their home. They currently receive a part pension of $1,010 per fortnight. If they were to 
invest $150,000 of their assets into a complying longevity product under the new rules, their 
relevant assets would reduce to $440,000 and their age pension would increase immediately 
by $180 per fortnight to $1,190 per fortnight.

Of course, many retirees may be concerned that if they invest into a longevity product, they 
would lose all their money if they die early. This is not expected to be a requirement of the 
new means testing rules. Mercer understands that the capital invested can be fully returned 
(depending on the product design) if the investor dies in the first half of their life expectancy 
period.

 Standardised and simplified product disclosure rules under the Corporations law for retirement 
income products, including CIPRs. These new measures are intended to facilitate ease of 
understanding of retirement income products and comparison of key metrics between 
products. They build on expert studies on effective disclosure of such products and testing of 
new disclosure examples previously commissioned by Treasury. Further consultation on these 
proposed rules has been foreshadowed

S U P E R A N N U AT I O N / R E T I R E M E N T  9



Impact on super fund trustees
Funds should review their strategy in relation to retirement products for members and options for 
the provision of Comprehensive Income Products for Retirement taking into account the proposed 
new retirement covenant and the new means test treatment of pooled lifetime income streams.

Impact on employers

Nil.

Impact on individuals
Longevity products will be more attractive to many retirees as there will be an immediate increase 
in the part pension paid when assets are used to purchase a qualifying product.

The means test changes will have no impact on individuals who have already purchased a lifetime 
income stream, or who do so before 1 July 2019.
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Mercer’s View
Mercer welcomes the announcement of these new measures – in particular the proposed 
new retirement covenant and changes to the means testing treatment of lifetime income 
products. The means testing treatment is a critical piece of the framework necessary to 
allow funds and other product providers to develop a broader range of retirement income 
stream products that incorporate some longevity protection.

Whilst the introduction of the retirement covenant is a positive measure, there will be 
considerable strategic and operational challenges ahead for the industry as a whole to build 
the necessary readiness to develop and offer CIPRs to members. It is important that the 
Government provides adequate time for consultation and implementation of the required 
changes. 

Mercer believes that the new means testing treatment will make longevity products more 
attractive to many retirees as there will be an immediate increase in the part pension paid 
when assets are used to purchase a qualifying product. On the other hand, the Government 
will pay less age pension in the longer term as those who live longer will receive additional 
benefits from the longevity product. 



P R O T E C T I N G  Y O U R  S U P E R  PA C K A G E  — 
C A P P I N G  F E E S ,  B A N N I N G  E X I T  F E E S 
A N D  R E U N I T I N G  S M A L L  A N D  I N A C T I V E 
S U P E R A N N U AT I O N  A C C O U N T S
From 1 July 2019 the annual administration and investment fees charged to members with account 
balances of $6,000 or less will be subject to a cap of 3% of the account balance. Superannuation 
funds will be banned from charging exit fees for any account, although buy/sell spreads are likely 
to remain.

Superannuation funds will be required to transfer all ‘inactive’ accounts where the balances are 
below $6,000 to the ATO. Inactive low-balance accounts are expected to be those for which a 
contribution has not been received within the last 13 months. The first reporting date for these 
accounts will be 30 June 2019. The ATO will then seek to consolidate these amounts with a 
member’s active account where possible.
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Mercer’s View
In general Mercer welcomes the measures to encourage consolidation of account balances 
and prevent the erosion of small account balances. The requirement to transfer inactive low 
balance accounts will reduce the number of members with multiple account balances which 
in turn will reduce the overall costs associated with administration of these accounts.

The cap on fees charged to members with small account balances may require an increase 
in fees charged to other members. However, when combined with the above consolidation 
efforts the overall impact is expected to be minimal for most superannuation funds. 

The abolition of exit fees across the board is likely to be well received by members and may 
encourage further consolidation of member accounts. However, we note that individual 
superannuation funds will continue to incur expenses associated with the payment of 
members’ benefits. As a result, we would not expect to see a significant reduction in the 
total fees charged to members: rather, the removal of exit fees may be offset by increases in 
other administration fees.

Impact on super fund trustees
Trustees will need to review their fee structure to ensure compliance with the new requirements, 
taking into account the impact on fee income of the likely reduction in the number of accounts. 
They will also need to make changes to administrative systems and communicate these changes 
to members. As noted above, superannuation funds will continue to incur the same expenses 
in relation to exiting members, so those Trustees which currently charge exit fees will need to 
consider how these costs will be recovered going forward.
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It is noted that Trustees are already required to transfer ‘lost’ members to the ATO. 
The additional requirement to transfer inactive low balance members will require a 
change to these procedures and increase the number of balances required to be 
transferred. It is not clear at this stage whether there will be any exceptions to the 
requirement to transfer – for example, where a member has advised the Trustee 
they do not wish to be transferred.

Impact on Employers
The changes are not expected to have a significant impact on employers.

Impact on individuals
The measures are expected to be of most benefit to those (typically younger) 
individuals who have multiple superannuation accounts with different providers. 
The removal of exit fees will encourage members to consolidate their 
superannuation, and in many cases the ATO will undertake the consolidation on 
the member’s behalf. This is likely to reduce the overall level of administration fees 
being paid by the member and may increase engagement with superannuation.

P R O T E C T I N G  Y O U R  S U P E R 
PA C K A G E  —  C H A N G E S  T O 
I N S U R A N C E  I N  S U P E R A N N U AT I O N 
The Government has announced mandatory changes to the provision of death and 
disablement insurance benefits for certain member cohorts effective from 1 July 
2019. 

From 1 July 2019, members may not be provided with death and disablement insurance 
on an opt-out (default) basis:

 if they are a new member under age 25; or

 while they have a “low” balance ie less than $6,000; or

 if their account is considered ”inactive” with no contributions received in the 
previous 13 months

Defined benefit members are excluded. In April 2019 the Trustee will be required to 
conduct an audit of member insured benefit accounts and identify members who 
have a low balance at that date or for whom no contributions have been received for 
at least six months. Such members will be required to be notified that:

 From 1 July 2019, if their account balance remains under $6,000 as at 1 July 2019, 
their insured benefits will cease unless they elect to continue insurance (“opt in”); 
and/or

 From 1 July 2019, if their account is inactive for 13 months, their insured benefits 
will cease, unless they opt in
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The Government has prepared and circulated on Budget night draft legislative amendments to 
SIS (including MySuper insured benefit conditions) and the Superannuation Guarantee legislation 
(modifying the prescribed requirement for provision of death benefit coverage for default SG 
benefits). A 21 day consultation period on these new amendments has been announced and it is 
noted that further changes to the SIS regulations may also be required. 

Impact on super fund trustees
Trustees will need to consult with their administrator regarding the implementation of these new 
measures. Member disclosure materials will also need to be reconsidered and special purpose 
notices to current affected members will be required to be prepared. The Trustee will also need to 
review and consult with its group life insurer on the implications of the new measures for its group 
life arrangements, including terms and costs of cover.

Impact on Employers
Employers may need to review and consider the implications of new employees no longer receiving 
default insurance coverage in the employer sponsored superannuation fund.

Impact on individuals
Affected individual members will need to consider the impact of termination of insured benefit 
coverage if they take no action within the prescribed period and following required notices. 
However many affected members with cover they don’t want or need will benefit from the 
changes.

S U P E R A N N U AT I O N / R E T I R E M E N T  13

Mercer’s View
The changes proposed are not unexpected in light of the Government’s previous highlighting 
of concern with undue erosion of retirement savings by insurance premiums incurred on a 
default basis on the accounts of young members and members with low balances. In addition 
it is noted that the Government expects considerable budget savings to be recouped from 
the new measures ($700m over the Budget period).

Like other provisions which require special treatment of particular categories of members, 
implementation of these measures will give rise to additional operational complexity 
and expenses for funds. There also may be downstream consequences in applying the 
new minimum account balance thresholds to default arrangements for all new accounts 
(irrespective of age) in terms of impact on automatic acceptance conditions under existing 
insurance policies.

Although the changes are expected to reduce the number of members with unwanted 
insurance, and the consequent erosion of retirement savings, it is inevitable that some 
members will unintentionally lose insurance which they want or need.
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S U P E R A N N U AT I O N 
W O R K  T E S T  E X E M P T I O N 
F O R  R E T I R E E S
From 1 July 2019, people aged 65-74 with total 
superannuation of less than $300,000 will be able to make 
voluntary contributions for 12 months from the end of the 
first financial year in which they last met the work test. 
Currently, people aged 65-74 must work a minimum of 40 
hours in a 30 day period during a financial year in order to be 
able to keep making voluntary superannuation contributions.

The existing annual contribution caps will still apply, including 
any unused concessional contributions under the existing 
carry forward rules (which commence 1 July 2018).

Mercer’s View
Mercer supports this change which will offer 
greater flexibility for recent retirees to add to their 
superannuation savings.

Impact on super fund trustees
Changes will be required to administration processes around 
the current contribution acceptance rules in regard to the 
work test requirements. More detail is required to determine 
how this will be monitored.

Changes will be required to member communications 
material.

Impact on employers
Nil.

Impact on individuals
Individuals with low superannuation balances will have 
the ability to build on their savings as they move into 
retirement, and benefit from the taxation concessions on 
superannuation.
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P E N S I O N  W O R K  B O N U S
From 1 July 2019, the Pension Work Bonus will increase from 
$250 to $300 per fortnight. Eligibility will extend to income 
earned from self-employment. The Work Bonus means that 
the first $300 of income from work each fortnight will not 
count towards the pension income test. This is in addition 
to the income free area (currently $168 per fortnight for 
a single pensioner and $300 per fortnight for a pensioner 
couple). To ensure the Work Bonus increases workforce 
participation and only applies to engagement in gainful work, 
there will be a ‘personal exertion’ test. The Work Bonus will 
not apply to income associated with investment earnings.

Mercer’s View
This is a positive measure as it enables individuals to 
engage in some paid work without impacting their 
pension entitlements.

Impact on super fund trustees
This measure may lead to a small increase in contributions 
if older members continue working and remain eligible for 
employer contributions.

Impact on employers
Employers may be more able to retain experienced, older 
employees in a part-time or casual capacity.

Impact on individuals
Individuals will be able to improve their living standards 
through additional employment income without reducing their 
Age Pension.
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E X PA N S I O N  O F  T H E 
P E N S I O N  L O A N S 
S C H E M E
Currently the Government offers a reverse mortgage 
scheme through the Pensions Loans Scheme (PLS) to allow 
people to top up their Age Pension to the maximum rate, 
using their home or another property as collateral. 

PLS participants have flexibility to start and stop receiving 
PLS payments as their personal circumstances change 
and generally repay the loan once the house is sold. The 
income from the PLS is non-taxable and is generally not 
means tested. From 1 July 2019, the Government will expand 
eligibility of the PLS to self-funded retirees and those 
already receiving the full Age Pension, and increase the 
maximum allowable combined Age Pension and PLS income 
stream to 150 per cent of Age Pension rate.

Mercer’s View
The extension of the PLS to full and nil age pension 
recipients, and the increase in the amount that can be 
borrowed, are positive changes that should result in 
greater take-up of this underutilised scheme.

Impact on super fund trustees
Nil.

Impact on employers
Nil.

Impact on individuals
This will enable older Australians with equity in their homes 
(or another property) to be able to draw down on this to 
provide additional income to support their standard of living 
in retirement.
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S M S F S :  6  M E M B E R S 
T O  B E  A L L O W E D , 
S U P E R S T R E A M  T O 
A P P LY  T O  R O L L O V E R S
As part of the Budget the Government announced that 
the limit on the number of members in a self-managed 
superannuation fund (SMSF) will increase from four to six. 
The increase in members permitted in an SMSF is to provide 
greater flexibility for families with more than four members, 
who might otherwise need to set up more than one SMSF.

Whilst not part of the Budget, the Government has also 
recently announced that the SuperStream electronic 
transaction system will be extended to include SMSF 
rollovers, to allow SMSF members to initiate and receive 
rollovers electronically between an APRA fund and their 
SMSF.

This reform is intended to reduce compliance costs, expedite 
the rollover process and further improve the integrity of the 
super system. The ATO is to work with industry on the design 
and implementation of the reform, which is expected to 
commence late 2019.

(Also see “Other measures” below for a further change 
affecting audit requirements for SMSFs.)

Mercer’s View
While the increase in members permitted in an SMSF will 
provide greater flexibility, it also increases the risk that 
there will be passive members whose interests may not 
be best served by the way the SMSF is managed.

Mercer welcomes the planned extension of 
SuperStream to include SMSF rollovers, which should 
improve efficiency and reduce compliance costs for 
large funds.

Impact on super fund trustees
Whilst there may be some initial costs for funds associated 
with incorporating SMSF rollovers into SuperStream, we 
expect that this will require the ATO to provide an SMSF 
verification service that will relieve funds from having to 
conduct checks on the SMSF before making a rollover, 
resulting in ongoing compliance savings.
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Impact on employers
Nil.

Impact on individuals
This change will provide greater flexibility for SMSFs to 
include larger family groups. The attractiveness of including 
children in accumulation phase in the same SMSF as parents 
in pension phase may increase if Labor’s proposed abolition 
of cash refunds of imputation credits is legislated, as tax 
payable on the children’s contributions and earnings could be 
offset by imputation credits on the parents’ accounts which 
may otherwise be lost.
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O T H E R  C H A N G E S

SG opt-out for high income earners in multiple jobs 
The Government will allow individuals whose income exceeds $263,157 and have multiple employers 
to nominate that their wages from certain employers are not subject to the superannuation 
guarantee (SG) from 1 July 2018. 

The measure will allow eligible individuals to avoid unintentionally breaching the $25,000 annual 
concessional contributions cap as a result of multiple compulsory SG contributions. 

Recovery of ATO super costs 
The Government will raise additional revenue of $31.9 million over four years from 2018-19 by 
increasing the APRA levy to “fully recover the cost of superannuation activities undertaken by the 
Australian Taxation Office”. 

ATO funding for compliance and debt collection strategies 
The Government will provide $133.7 million to the ATO for a range of strategies to improve 
superannuation and tax debt collections.

The Government will also provide $3.1 million to the ATO over the forward estimates to improve 
the integrity of the ‘notice of intent’ (NOI) processes for claiming personal superannuation 
contribution tax deductions i.e. to ensure that those claiming deductions have lodged NOIs and 
therefore have the 15% contributions tax deducted by their fund.

Three-yearly audits for good SMSFs
The Government will change the annual audit requirement to a three-yearly requirement for self-
managed superannuation funds (SMSFs) with a history of good record-keeping and compliance. 
This measure will reduce red tape for SMSF trustees that have a history of three consecutive 
years of clear audit reports and that have lodged the fund’s annual returns in a timely manner. 

This measure will start on 1 July 2019 and, to ensure smooth implementation, the Government will 
consult with stakeholders.
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Under the title “More Choices for a Longer Life”, the 2018 
Federal Budget shifts focus towards older Australians 
with a range of measures aimed at:

 supporting senior Australians to live at home longer; 

 improving the actual and perceived quality and safety of the aged care system;

 encouraging proactive behaviours by seniors and their families to plan for their ageing; and

 making the complexities of the aged care system easier to navigate.

In addition, the Government is seeking to support greater consumer contribution to the costs of 
senior care and living through the extension of the Pension Loans Scheme whilst supporting the 
expansion of workforce participation of mature-aged people, so that they can supplement their 
income in retirement. 

Specific measures within the “More Choices for a Longer Life” package include:

  An injection of $1.6 billion funding over four years for an additional 14,000 high-level home care 
packages. This complements an additional 6,000 packages announced in the Government’s mid-
year outlook. This will lift the number of home care packages available to eligible Australian’s to 
about 75,000 by mid-2022

 New funding of $83 million for mental health services in residential aged care facilities

  $33 million additional funding to reduce some of the gap in palliative care servises within 
residential aged care facilities

  $20 million for a pilot service helping older Australians living at home to remain connected within 
their community and $23 million to boost the physical activity of seniors

  Funding is being channeled to implement the recently announced establishment of the 
independent Aged Care Quality and Safety Commission, effective from 1 January 2019, and 
improved regulatory settings which aim to address the issues within the residential aged care 
sector
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  There will be $22 million new funding to protect seniors from abuse, including the development 
of a national plan on elder abuse plus a national online register for enduring powers of 
attorney

  There will be a combination of $145 million funding increases in order to boost support for 
older Australians in the indigenous community, as well as in remote & rural areas

  Measures are being introduced to encourage proactive planning behaviours by seniors and 
their families with an online interactive check for people at age 45 and at age 65 years to 
gauge their skills, finances and health

  Further funding is allocated to make the Government’s MyAgedCare website easier to use as 
well as the proposed introduction of performance ratings for residential aged care providers 
by July 2020

A G E D  C A R E  I N I T I AT I V E S

Mercer’s View

Whilst the total level of additional funding announced within this budget is not large, relative 
to the total amount of roughly $67 billion spent on aged care services combined, the new 
measures are important as a positive step towards addressing some of the major issues and 
the stated Government policies for aged care, living and wellbeing for older Australians. 

The “Living Longer, Living Better” reform package announced in 2012 is based on four key 
principles: 1. ageing in place; 2. consumer choice; 3. market-based competition; 4. consumer 
contribution. The 2018 Budget introduces new funding or measures to support these 
important reform principles. 

A major issue remains when considering the current excess demand for aged services 
relative to the supply of those services. This is likely to be exacerbated in the future with 
the ageing population demographics and longevity trends in motion. The Government must 
be fiscally responsible however the pace at which the necessary reforms are occurring, the 
level of Government funding in support during the transition phase, and the adoption rate 
by consumers of their future responsibilities for choice, financial contribution and proactive 
planning are at odds with each other.

By way of example, the increase in 20,000 high-level home care packages announced over 
the past 12 months, to be delivered in full by 2021/2022, is only a fraction of the 100,000 plus 
eligible Australians who are currently on a waiting list for the care they have been assessed as 
needing.

Impact on employers

Employers have an opportunity to engage with their employees to proactively plan for their ageing 
and retirement needs having regard to some of the announced Government initiatives.

Impact on individuals

For individuals the impact is varied depending on their circumstances and stage of life. Overall, the 
Budget measures are positive for senior Australians as they provide financial and non-financial 
support guiding seniors further towards proactively planning and being in control of their choices 
and arrangements, as well as the sting of needing to contribute more in future personally for their 
age-related care and living needs.
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M AT U R E - A G E  W O R K F O R C E  I N I T I AT I V E S 

The Budget introduces or extends existing measures which encourage both older Australians and 
employers to more seriously integrate individuals working longer in their lives. With the bulge of 
Baby Boomers having begun to reach 65 years of age and retiring since 2011 there is an increasing 
decline in the working dependency ratio of workforce participation to non-working dependants. 
This is already placing strain on the Government’s fiscal budget through lower tax revenues 
and greater social security expenditure, and this trend will worsen further over the coming 
two decades. An important objective for the Government is to encourage increased workforce 
participation by mature-aged workers, particularly as their general life expectancy has also 
continued to extend and their health has improved due to medical advancements. 

Specific measures to address this within the “More Choices for a Longer Life” package include:

  An increase to the existing Pension Work Bonus so that retirees, on the Aged Pension, can 
earn up to an additional $50 per fortnight without impacting their level of pension income. 

  Employers who hire mature-aged individuals, i.e. who are 50 years or over, can be eligible for a 
“Restart” subsidy of up to $10,000.

  A new skills and training incentive programme is being introduced providing up to $2,000 
contribution toward reskilling or up-skilling opportunities for mature-aged workers aged 45 to 
70 years. The Government contribution is provided on a matching basis to either the employee 
or their employer’s own contribution.

Mercer’s View

To date, older individuals and employers alike in Australia have been too slow to embrace 
the benefits arising from to increased mature-age employee workforce participation. The 
Government is taking welcome steps to proactively encourage mature Australians to choose 
to work longer and therefore to supplement their retirement income, and continue to enjoy 
a working environment and community. New skills training, self-confidence and removal of 
workplace impediments to mature-age employees are recognised as important steps to this 
goal.

Impact on employers

Employers now have additional incentive to integrate a higher portion of mature-age employees 
into their organisation and to provide targeted training opportunities to help re-skill mature 
employees for new roles suitable for their circumstances.

Impact on individuals

For individuals who are 50 years or older the impact is positive as it encourages them to consider 
working for longer to further boost their retirement income. As part of this incentive they are 
incentivized to undertake training to up-skill or re-skill to new roles which are suitable for their 
circumstances.
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There were only a small number of measures directly 
affecting investments. 

C O M PA N Y  TA X  —  I M P R O V I N G  T H E 
I N T E G R I T Y  O F  T H E  TA X  T R E AT M E N T  O F 
C O N C E S S I O N A L  L O A N S  B E T W E E N  TA X 
E X E M P T  E N T I T I E S
Where tax exempt entities become taxable after 8 May 2018, the Government will disallow tax 
deductions that arise on the repayment of the principal of a concessional loan. 

The deductions arise due to the unforeseen complex interaction between the taxation of financial 
arrangements rules and the rules dealing with deemed market values for tax exempt entities that 
become taxable. 

Under this measure, concessional loans that are entered into by tax exempt entities that become 
taxable will be required to be valued as if they were originally entered into on commercial terms.

Mercer’s View

This may impact some endowment and charitable funds. However, Treasury expects the impact 
on Commonwealth revenues will be negligible.
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Mercer’s View
Most of the measures in this package are aimed at foreign 
investors. A key feature of the package, and which may have 
possible implications for Australian investors, is the application 
of a final withholding tax set at the corporate tax rate 
(currently 30 per cent) to distributions derived from trading 
income that has been converted to passive income using a 
Managed Investment Trust (MIT), excluding rent received from 
third parties. A 15 year exemption is available from this element 
of the package for new, Government-approved nationally 
significant infrastructure staples.

However, given the foreign residency of investors targeted by 
the full suite of measures, the impact on Australian investors is 
likely to be relatively small.

Mercer’s View
According to the Government, the measure is 
estimated to have a small but unquantifiable gain 
to revenue over the forward estimates period.

S TA P L E D  S T R U C T U R E S — 
T I G H T E N I N G  C O N C E S S I O N S 
F O R  F O R E I G N  I N V E S T O R S
As foreshadowed in March, the Government will introduce a package 
of measures to address risks to the corporate tax base posed by 
stapled structures and similar arrangements. The package will also 
limit access to concessions for passive income utilised by foreign 
governments and foreign pension funds.

M A N A G E D  I N V E S T M E N T 
T R U S T S  —  C A P I TA L  G A I N S 
D I S C O U N T
The Government will prevent Managed Investment Trusts (MITs) 
and Attribution MITs (AMITs) from applying the 50 per cent 
capital gains discount at the trust level. This measure will apply 
to payments made from 1 July 2019. This integrity measure will 
ensure that MITs and AMITs operate as genuine flow-through tax 
vehicles, so that income is taxed in the hands of investors, as if 
they had invested directly. This measure will prevent beneficiaries 
that are not entitled to the CGT discount in their own right from 
getting a benefit from the CGT discount being applied at the 
trust level. 

Under the measure, MITs and AMITs that derive a capital gain will 
still be able to distribute this income as a capital gain that can be 
discounted in the hands of the beneficiary
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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

T H E  C H A N G I N G  W O R K F O R C E 
The Budget provides funding for a number of initiatives relevant to building the workforce of the 
future, including:

  $4.5 million for programs encouraging women to consider Science, Technology, Engineering 
and Math (STEM) careers 

 $69 million for a range of initiatives relating to artificial intelligence and machine learning 

The Budget also provides $190 million in funding over five years to support older workers to 
transition to the new economy and re-skill, including building digital and entrepreneurial skills, in 
order to remain longer in the workforce:

  $136 million to support mature age job seekers registered with a jobactive provider to 
enhance employability, develop digital skills and identify opportunities in local labour markets 

  $19 million to fund training subsidies up to $2000 for workers aged 45 to 70, with a 
requirement for employers to match the Government funding

  $15 million for employees who are retrenched or planning to retire to consider alternative 
paths to remain in the workforce 

  $18 million for Inclusive Entrepreneurship Facilitators to encourage older workers to consider 
entrepreneurial options as an alternative to employment 

  An additional $89 million over four years to fund 40,000 additional places will be provided to 
assist young people (15-21 years) at risk of long term unemployment to build work skills
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Mercer’s View

The world of work is changing rapidly, with the pace of change driven by the possibilities presented 
by new technologies and business models, and the needs and aspirations of a multi-generational 
workforce.

While these measures are steps in the right direction, the Government appears to be “seeding” a 
number of initiatives and the expenditures are phased over four or five years. 

The concern is whether the Government is devoting sufficient funding to the critical imperatives 
of managing the transition from the old to the new economy and equipping the workforce for the 
future of work.



T H E  B U D G E T  I N  R E V I E W  26

I N C R E A S E D  M E N TA L  H E A LT H ,  P B S  A N D 
H E A LT H Y  A C T I V I T Y  F U N D I N G 

The Government’s proposed Medicare Levy increase from 2% to 2.5% from 1 July 2018 (announced 
in the previous budget) has been abandoned, and the Medicare Levy will remain unchanged at 2%.

Mercer’s View

Mercer welcomes the decision to fund the NDIS through the Budget rather than increasing 
the Medicare Levy as was proposed in last year’s Budget. 

Impact on employers

Nil.

Impact on employees

Individuals will now not incur an additional 0.5% levy, resulting in tax savings.

I N C R E A S E D  M E N TA L  H E A LT H ,  P B S  A N D 
H E A LT H Y  A C T I V I T Y  F U N D I N G
The Government announced a number of measures to support Australians with mental illness, 
including providing $33.8 million to Lifeline Australia to enhance its telephone crisis services and 
funding for beyondblue to support the introduction of the Way Back Support Service. $154.3 million 
has been allocated to support Australians to take up healthier and more active lifestyles, including 
participating in community sport. 

The Budget also includes $1.4 billion for new and amended listings on the PBS, including medicines 
to treat spinal muscular atrophy, breast cancer, relapsing–remitting multiple sclerosis and a new 
medicine to prevent HIV.
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Mercer’s View

Any initiatives that address mental health illnesses, inactive lifestyle and more affordable 
lifesaving medicines for Australians are welcomed by Mercer. Mental illness continues to be a 
significant issue for all Australians with one in five people living with a mental health condition 
and nearly half the population expected to experience a mental illness at some stage in 
their life. Inactivity is one of the major risk factors for a number of serious health issues 
and contributes to the obesity epidemic in Australia. Any support to help tackle this issue is 
welcome.

Impact on employers

Any government funded support for improving mental and physical health has the potential to 
have a positive impact on the health and wellbeing of workplaces and complement initiatives that 
many employers have in place to create and support a healthier, more productive and engaged 
workforce.

Impact on individuals

The changes have the potential to support the many Australians affected by mental illness with 
greater access to support services and provide wider opportunities to increase activity and 
overall health and wellbeing.
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P R E - 2 0 1 8  B U D G E T  R E F O R M B R I E F LY  E X P L A I N E D L E G I S L AT I V E  S TAT U S / C O M M E N T

1 First Home Super Saver Scheme (FHSSS) The FHSSS will allow first-home buyers to save 
for a deposit inside their superannuation account. 
Savers will be able to contribute up to $15,000 a 
year (within existing caps) and up to $30,000 in 
total, and be able to withdraw the contributions 
along with deemed earnings in order to help fund 
a deposit on their first home.

Legislated. FHSSS withdrawals commence from 1 
July 2018 but voluntary contributions made from 
1 July 2017 are eligible. Measure announced in the 
2017-18 Budget.

2 Downsizer Contributions The Downsizer Contribution scheme will allow 
Australians aged 65 years or over to make non-
concessional superannuation contributions of up 
to $300,000 from the proceeds of selling their 
main residence, outside of the usual contribution 
caps and restrictions that apply to making 
voluntary contributions. Eligibility conditions apply.

Legislated. Starts 1 July 2018 (sale contract must 
be entered into on or after 1 July 2018). Largely 
administered by the ATO. Measure announced in 
the 2017-18 Budget

3 Single Touch Payroll (STP) STP, which will commence for employers of 20 or 
more employees (‘substantial employers’) from 
1 July 2018 with an earlier opt-in facility, aims 
to align employer reporting to the ATO 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 
employees 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 or linked employer software. The ATO 
may then disclose pre-filled TFN declaration 
and choice form information to employers and 
employees when they commence a new job

Basic enabling legislation passed. Amendments 
currently before Parliament include extending STP 
to smaller employers from 1 July 2019, requiring 
salary sacrifice contribution to be separately 
reported and allowing, with employee consent, 
certain ATO-held data re new employees to be 
provided to the employer to pre-fill new employee 
TFN and fund choice forms. The STP fund choice 
facility has the potential to significantly increase 
active exercise of fund choice by new employees.

4 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 2018.

5 Australian Financial Complaints Authority (AFCA) AFCA is the new ‘one-stop-shop’ for financial 
industry complaints, replacing the Superannuation 
Complaints Tribunal (SCT) for new complaints from 
1 November 2018. The SCT will finalise existing 
complaints before winding up.

Enabling legislation passed. Consultation on AFCA 
operating rules expected in June. Financial firms 
(including super fund trustees) must join AFCA by 
21 September 2018

6 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 
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 deferral of some 
aspects pending the outcome of an external 
expert review due June 2018. Implementation of 
the RG97 requirements has and continues to be a 
major compliance exercise for many funds.

7 Deterring SG non-compliance The Government has announced a Superannuation 
Guarantee (SG) Integrity Package of measures 
including allowing the ATO to issue directions to 
the employers to pay unpaid SG and undertake SG 
education courses, introducing criminal penalties 
for failure to comply with a direction to pay and 
allowing the ATO to disclose more information 
about SG non-compliance to affected employees.

Enabling bill in Parliament, measures generally to 
take effect 1 July 2018. Related changes include 
STP reporting for employers (see 3) and more 
detailed and frequent contribution reporting by 
funds to enable the ATO to better monitor SG 
compliance.

8 Salary sacrifice contributions and SG The Government proposes to legislate to prevent 
salary sacrifice contributions from reducing 
an employer’s Superannuation Guarantee (SG) 
obligations.

A bill relating to the new requirements has stalled 
in the Senate (possibly due to being packaged 
with more contentious proposals).

9 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 has stalled 
in the Senate.

10 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 bill relating to the new requirements has stalled 
in the Senate.

11 Strengthening member outcomes (Govt 
proposals)

Measures include strengthening the annual 
member outcomes test for MySuper products, 
requiring funds to have annual member meetings 
and greater powers for APRA to give funds 
binding directions and to collect information on 
fund expenses. 

A bill relating to the new requirements has stalled 
in the Senate.

S TAT U S  O F  C U R R E N T  O R  P R O P O S E D  S U P E R  R E F O R M S  ( P R E - 2 0 1 8  B U D G E T )
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12 Strengthening member 
outcomes (APRA proposals)

APRA has proposed new and updated prudential standards 
and guidance including requirements for an annual member 
outcomes assessment for both Choice and MySuper 
members, a risk management information system, and more 
rigorous business planning and expense management. APRA 
said its proposals are independent of, but aligned with, the 
Government’s proposals.

APRA said it intended to finalise the new standards and 
guidance by mid-2018, with a commencement date of 1 
January 2019. APRA also flagged further consultation on 
enhanced expense reporting. 

13 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 still languishing in the Senate despite Feb 2017 
Committee recommendation it be passed. Draft 
regulations setting out subsidiary objectives were 
issued for consultation in early 2017. Mercer does not 
support the Government’s proposed primary objective. 
We 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.

14 Early release of super rules The Government has initiated a review of the rules for early 
release of super on compassionate and financial hardship 
grounds, as well as whether victims of crime should be able 
to access the perpetrator’s super for compensation. 

The Government has announced it will legislate to allow 
access for victims of crime and is still reviewing other 
aspects, with further consultation expected in the 
second half of 2018.

15 Consistency of reporting 
(s 29QC)

S 29QC of the SIS Act (broadly) requires items specified 
to be calculated in a certain manner for APRA reporting to 
be calculated in the same manner for any other reporting 
(including to members). 

Application currently deferred by ASIC until 1 January 
2019 to allow review in light of Choice product dashboard 
requirements (see 16). Likely to restrict how investment 
returns are calculated and possibly other areas such as 
asset classes.

16 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, now expected to take effect from 1 July 2019.

The current ASIC relief from the requirement to publish 
Choice product dashboards expires 30 June 2019. A bill 
relating to the new requirements lapsed due to calling of the 
2016 election and has not been re-introduced. We hope to 
see consultation soon to allow time for the requirements to 
be fully specified and related legislation finalised so that the 
industry can prepare for implementation. 

17 Website disclosure of portfolio 
holdings 

The Stronger Super portfolio holdings disclosure 
requirements would require asset information to be loaded 
to the fund’s website each 6 months. 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.

A bill relating to the new requirements is currently before 
Parliament. The current ASIC relief from the requirement 
to publish portfolio holdings information covers reporting 
dates prior to 31 December 2019 and this is expected to 
be the first reporting date even though the bill currently 
provides for 31 December 2018. Consultation is expected 
on supporting regulations and the precise details of 
the information and how it is to be displayed. Required 
changes to fund investment and reporting systems are 
expected to be significant.

18 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 increased to 65.5 years for both men and 
women on 1 July 2017 (impacts those born 1/7/52 or later) 
and will increase 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 and is included in measures factored in to 
the forward estimates. 
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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.

Copyright 2018 Mercer LLC. All rights reserved.
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