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Objective 
The taxation system for superannuation in Australia is one 
of the most complex tax systems for pensions anywhere 
in the world. It is costly to administer, hard to understand, 
unfair, accentuates the gender super gap, and is tinkered 
with almost every year.

The objective of this paper is to present a package of 
recommendations that will make the Super Tax system 
much fairer, remove some of the complexities, make it 
more understandable and reduce the gender super gap, 
while not increasing the cost to government.

In a nutshell
The suggested tax system for superannuation would:

• Provide a concession of 15-20% on all concessional 
contributions, subject to the current annual limits

• Apply a tax rate of 15% (10% on realised capital gains) on 
all investment income received by superannuation funds

• Require all accumulated benefits to be gradually 
withdrawn during retirement, providing tax-free income

In addition, there would be a $4,200 government 
superannuation contribution to all primary carers 
following the birth of a child, thereby reducing the gender 
super gap.

Summary of 
recommendations
To provide a concession of 15-20% on all 
concessional contributions, it is recommended to:
• Increase the income limit to receive the Low Income 

Super Tax Offset (LISTO) from $37,000 to $45,000
• Increase the maximum LISTO payment from 

$500 to $710 which is equal to the tax paid on an 
employer superannuation contribution of 10.5% 
at an income of $45,000

• Introduce an additional LISTO payment equal to 
15% of concessional contributions for individuals 
with taxable incomes less than $21,884 (i.e. the 
effective tax free threshold)

• Reduce the Division 293 tax threshold from 
$250,000 to $225,000, which is 25% above the 
highest income tax threshold of $180,000, 
thereby providing a reasonable allowance for 
super contributions and other items included in 
the Division 293 threshold

To achieve a tax rate of 15% (10% on capital 
gains realised after 12 months) on all investment 
income received by superannuation funds, it is 
recommended to: 
• Remove the tax exemption on investment income 

from assets supporting pension payments
To require all accumulated benefits to be gradually 
withdrawn during retirement, it is recommended to:
• Require all individuals with superannuation 

balances in excess of $5 million at age 70 or 75  
to withdraw assets above this limit

• Apply the minimum drawdown rules to all 
superannuation assets from a particular age  
(say age 70 or 75)

• Abolish the transfer balance cap (as investments 
supporting pensions in payment would no longer 
attract special tax concessions)

• Abolish the tax paid on the death of the fund 
member in respect of their superannuation assets 

These recommended changes would re-balance 
superannuation tax concessions from higher income 
earners (where men outnumber women) towards 
lower income earners (where women outnumber men) 
and therefore help address the gender super gap. 
To further reduce the gender super gap, it is 
recommended to:
• Introduce a government superannuation 

contribution of $4,200 to all primary carers in the 
first year of a child's life

• Increase the carry forward period for unused 
concessional contributions from five years to at least 
ten years, thereby providing additional flexibility.

Fixing super tax concessions 
– fairer for all
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The taxation concessions  
provided to superannuation  
are under constant discussion 
with a range of recommendations 
from many stakeholders and 
commentators to fix several 
existing or perceived problems.

In addition, the constant tinkering in federal budgets 
over the last 20 years has not engendered community 
confidence in superannuation for the long term. It is time 
to fix the major issues – once and for all!

This paper recognises these issues and recommends 
changes1 to improve the system, whilst also noting the 
primary purpose of superannuation and the findings of 
the recent Retirement Income Review.

Although the Retirement Income Review did not make any 
recommendations about Australia’s retirement income 
system, or about the taxation of superannuation, it made 
several statements about the distribution and ongoing 
cost of the superannuation tax concessions.

These included:

• The cost of superannuation tax concessions is 
projected to grow as a proportion of GDP, primarily 
due to the earnings tax concessions, as the level of 
superannuation assets (expressed as a percentage of 
GDP) continues to increase.

• The cost of the earnings tax exemption in retirement 
will grow faster than the growth in the economy as the 
system matures and provides the greatest boost to 
retirement incomes of higher income earners.

• Higher income earners receive more superannuation 
tax concessions than lower and middle income earners.

• There are over 11,000 people with a superannuation 
balance in excess of $5 million. People with very 
large superannuation balances receive very large tax 
concessions on their investment earnings.

• Further improvements in targeting superannuation 
tax concessions would improve the equity of the 
retirement income system.

• Changes to earnings tax concessions would increase 
the system’s cost effectiveness and directly contribute 
to improving its sustainability by reducing the growth 
in costs relative to the growth in GDP.

• Extending the earnings tax to the retirement phase 
would simplify the system by enabling individuals to 
have a single superannuation account for life and also 
improve the sustainability of the system.

• Tax concessions compensate contributors for 
consumption forgone. They are intended to 
encourage people to make voluntary superannuation 
contributions — part of the ‘third’ pillar of the 
retirement income system.

Introduction

Findings of the Retirement 
Income Review

1  This paper is based on the taxation that applies to most superannuation arrangements in Australia. It does not consider the taxation applied 
to constitutionally protected funds and other special arrangements.
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A Mercer comment
A major theme of these findings is that the distribution of 
the superannuation taxation concessions is skewed towards 
higher income earners. This is undoubtedly true for several 
reasons, including:

• Due to their higher salaries, higher income earners 
make larger superannuation contributions and therefore 
have larger superannuation balances leading to more 
concessions.

• Due to the progressive income tax system, higher income 
earners pay more income tax so that a broadly flat tax 
system (as applied to superannuation) will provide them 
with higher benefits.

• The calculation of the taxation concessions uses the 
differences between marginal tax rates and the flat 
superannuation tax rates. This methodology assumes that 
without the existing concessions, higher income earners 
would continue their current behaviour. This is not true. 
Without the concessions, behaviour would change. Hence, 
the value of the concessions does not equal potential 
revenue if the concessions were removed. 

• In contrast to the distribution of the tax concessions, 
most Age Pension payments are received by lower- and 
middle-income earners. It must be recognised that the 
Government supports retirement income through both the 
Age Pension and superannuation tax concessions.

These comments do not imply that we should not tackle the 
existing inequity. We should. Indeed, our recommendations 
would improve the benefits for lower-income earners and 
reduce those received by higher-income earners.

It must also be recognised that the published value of the tax 
concessions is not the same as the cost of a direct government 
expenditure, such as the Age Pension. Directly comparing 
the two is misleading and unhelpful in understanding their 
different purposes and features.
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Most occupational-based and personal pension systems 
around the world receive some form of taxation concessions 
when compared to the personal income tax system.

The most common arrangement is that contributions (often 
up to a limit) and investment earnings are not taxed while 
the resulting benefits are taxed as personal income during 
retirement. This is commonly known as the Exempt Exempt 
Taxed (or EET) approach. As income during retirement is 
normally lower than income received during the working 
years, the tax rate paid on these retirement benefits under a 
progressive income tax system is normally much lower than 
paid during the pre-retirement years.

The Australian system is very different with tax paid on 
concessional contributions and investment earnings 
during the accumulation phase, but with no tax generally 
payable on the benefits received after age 60 and, in the 
majority of cases, on the investment earnings during the 
pension phase.

However before we consider reforms to the Australian 
system, let’s consider the reasons why tax concessions 
exist in most pension systems. They include:

1. Superannuation is long-term savings. As the Henry 
Tax Review noted: “the effective rate of tax on the 
real value of saving (i.e. net of inflation) increases 
the longer an asset is held. This effect is more 
pronounced in superannuation than other savings as 
superannuation saving is generally held for a longer 
time. This justifies a more favourable tax treatment.”

2. Superannuation is deferred income. The Henry 
Tax Review noted: “People should be taxed on 
superannuation at the rate that would apply if their 
income had been spread over their entire life rather 
than merely over their working life. This is an income-
smoothing argument.”

3. Governments encourage people to save for their 
retirement as most individuals are myopic and, without 
incentives, many would not save for the longer term. 

4. The tax concessions increase the level of retirement 
savings and can be seen as a long-term investment 
by the government as these savings and the resulting 
assets will reduce future means-tested Age Pension 
payments. Without such savings in the private sector, 
longer term financial difficulties will arise due to the 
ageing population.

5. Long-term savings lead to long-term investments, so 
the large pool of superannuation savings adds to the 
development and stability of capital markets.

A Mercer comment
The strength and validity of these arguments within the 
current Australian arrangements can be summarised as 
follows:

1. There is no doubt that superannuation is a long-term 
investment and this needs to be recognised within 
the tax system. Further, the preservation rules mean 
that individuals do not have access to their savings 
for many years, if not decades, when compared to 
alternative forms of savings.

2. As noted in the above comments relating to the EET 
tax treatment widely applied outside Australia, the 
marginal tax rate paid in respect of retirement benefits 
is normally less than that paid on income during 
the working years. Hence, the Treasury approach of 
valuing the concessions using the current marginal 
tax rates overestimates the value of the concession, 
if one considers superannuation to be income that is 
deliberately deferred for retirement. 

3. Taxation incentives have often been introduced to 
encourage certain behaviour, such as saving for 
retirement. However the take-up of these incentives 
is rarely universal and tend to favour higher-income 
earners who have the capacity to save.

4. There is no doubt that the maturing superannuation 
system in Australia is reducing future Age Pension 
costs, as confirmed by the Retirement Income Review. 
Part of this growth and consequential future saving 
in pension costs is funded by the tax concessions 
although this is not recognised in the published figures 
of estimated superannuation concessions. Of course, it 
is also recognised that some of the concessions will be 
received by those who would not have received an Age 
Pension whereas other recipients will remain eligible 
for the full pension.

5. The relationship between financial incentives to 
save and the rate of saving is unclear. Whilst some 
additional saving will occur, much of the extra saving 
is likely to be substituted saving that is likely to have 
occurred elsewhere.

In summary, there are good reasons to provide some 
superannuation taxation concessions. Australia’s 
compulsory superannuation system means that most 
Australian workers are saving for their retirement over the 
long-term without access to their funds. This needs to be 
recognised within the taxation arrangements.

Why are there taxation 
concessions for super?
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Some criteria to improve superannuation  
tax concessions 
Of course, whenever tax reform is suggested, there 
should be a set of criteria to guide the recommendations. 
The criteria used to develop our recommendations 
are set out below. These criteria relate to the reform 
of superannuation tax concessions and may not be 
appropriate for broader tax reform.

• The reforms must be financially sustainable and place 
no additional financial strain on the federal budget. 
That is, they are broadly revenue and cost neutral.

• The overall level of concessions to the superannuation 
industry should remain broadly unchanged. However 
the distribution of the concessions needs to change.

• The existing complexity of superannuation taxation, at 
both the individual member and fund levels, should be 
reduced, where possible.

• The taxation of superannuation should be made as 
efficient as possible, thereby reducing costs to the 
industry and, in turn, to fund members.

• By simplifying the taxation system for superannuation 
and making it fairer and more understandable to 
individuals, there will be increasing confidence in the 
community and better decision making.

• The reforms should tackle the existing and identified 
inequities and shortcomings within the superannuation 
system.

• The reforms should encourage personal behaviour 
consistent with the overall purpose of superannuation 
and the broader retirement income system.

• The reforms should not lead to behaviour to overcome 
the intent of these reforms or other taxation measures.
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Concessional contributions
Concessional contributions, subject to an annual cap of 
$27,500 (plus some carry-forward contributions, where 
eligible), are generally taxed when received by the 
superannuation fund at a flat rate of 15%.

There are two existing tax arrangements which effectively 
adjust the flat 15% tax rate, namely:
• The low income super tax offset (or LISTO) is paid to 

those with an adjusted taxable income of $37,000 or less. 
The offset equals 15% of the individual’s concessional 
contributions, subject to a maximum of $500 pa.

• An additional tax (Division 293 tax) of up to 15% of 
concessional contributions for those individuals with 
Division 293 income in excess of $250,000. Division 
293 income includes taxable income, reportable fringe 
benefits, concessional super contributions (excluding 
any excess), total net investment losses and the 
amount on which family trust distribution tax has been 
paid. Hence, the figure is higher than taxable income.

The value of the tax concession on concessional 
contributions is considered to be the difference between 
an individual’s marginal income tax rate (which can 
range from 0% to 45%) and the effective tax rate paid on 
contributions which can range from 0% for low income 
earners to 30% for those subject to Division 293.

Recommendations for change

2  This graph is based on taxable income and not the definition of Division 293 income which applies at very high incomes. For simplicity it shows the concession 
on concessional contributions reducing from 30% to 15% at a taxable income of $250,000. In practice, the concession on concessional contributions starts to 
reduce from 30% prior to reaching a taxable income of $250,000. The start and end points of the phase-in depend on the level of concessional contributions and 
Division 293 income. Hence the graph overstates the level of the concession for someone whose taxable income is under $250,000 but their Division 293 income 
exceeds $250,000. This approach was also adopted by the Retirement Income Review.

3  This graph is a simplified form of a similar chart in the Retirement Income Review (Chart 3A-1) which used an effective tax threshold of $21,884 for 2019-20. 
The above chart uses the same threshold given the abolition of the Low and Middle Income Tax Offset after 2021-22.

Figure 1: The current value of tax concessions on concessional contributions for 2022-23
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Figure 1 shows the value of this concession, expressed as a 
percentage of the concessional contribution, for each level 
of taxable income2, assuming an SG contribution of 10.5%3. 

This graph assumes the person is single, has no 
dependants, ignores the Medicare levy, as well as any 
impact relating to private health insurance. For the 
purposes of Division 293, we have only allowed for taxable 
income and the SG contribution.
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It is apparent that there are several anomalies in the 
current arrangements, including:

• There is no concession or advantage received by 
individuals with an income below $21,884 after allowing 
for the low income tax offset. A similar result was found 
by the Retirement Income Review. These individuals 
pay no income tax and also pay no tax on super 
contributions due to LISTO.

• Due to the inconsistencies between the threshold under 
LISTO (i.e. $37,000) and the second income tax threshold 
(i.e. $45,000), individuals with incomes between these 
two figures receive a lower concession.

• The LISTO cap of $500 is less than the tax paid on the SG 
contribution of 10.5% for individuals with incomes above 
$31,746.

• There are a group of high income earners who receive 
a concession equal to 30% of their superannuation 
contribution. It should be recognised that the definition 
of income used for Division 293 means it can vary 
considerably between individuals with the same taxable 
income. Hence it is inevitable some anomalies will occur.

To remove most of these inconsistences, it is recommended 
that the following changes occur:

• Increase the maximum income to receive LISTO from 
$37,000 to $45,000 which is the second income tax 
threshold.

• Increase the maximum LISTO payment from $500 to 
$710 which is the tax paid on a 10.5% concessional 
contribution assuming superable earnings and a taxable 
income of $45,000.

• Adjust the phase out rates of LISTO from 5% and 1.5% to 
a flat 2.5% for incomes above $45,000.

• Introduce an additional LISTO payment equal to 15% 
of concessional contributions for individuals with 
taxable incomes up to $21,884 (i.e. the effective tax free 
threshold).

• Reduce the Division 293 threshold from $250,000 
to $225,000, namely 25% above the highest income 
tax threshold of $180,000, thereby allowing for 
superannuation contributions and other components 
within the definition of income used.

Figure 2 shows the impact of these recommendations.

Figure 2: The recommended value of tax concessions on concessional contributions 
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The Gender Super Gap
The 2021 Mercer CFA Institute Global Pension Index 
highlighted the presence of the gender pension gap in 
almost every retirement income system in the world. While 
the causes are many and varied, the main cause is related 
to employment. As the Retirement Income Review noted: 

“The working life earnings gap between men and 
women, rather than retirement income system 
settings, is the main driver of the gender gap in 
superannuation balances at retirement.” (p257) 

On average, women spend fewer years in the paid 
workforce, are more likely to have part-time jobs and, 
even when in full time roles, have lower average salaries 
than men. Yet, they are also likely to spend more years in 
retirement due to their higher life expectancy.

The latest APRA data as at June 2021 confirms the 
expected outcomes. At every age group from those aged 
25-34 through to those aged 60-64, the average male 
balance is between 19% and 32% higher than the average 
female balance. 

While the above recommendations relating to concessional 
contributions will help more women than men, there are 
two other changes that can also help reduce the gap.
The first is the introduction of a carer’s superannuation 
credit. It is recognised that many women spend a 
significant period out of the paid workforce caring for 
young children. Many pension systems in Europe provide 
a pension credit for individuals in these circumstances.
It is therefore recommended that: 
• a government contribution be paid into the 

superannuation account of all primary carers, during 
the first year of a child's life. 

To keep it simple, the bonus could equal 10.5% (the SG rate 
in 2022-23) of the minimum annual wage which is currently 
$40,175. This would be a universal payment of $4,200 and 
paid irrespective of the income of the primary carer or if, and 
when, the primary carer returned to work.
For an individual who cared for two children at an average 
age of 30, this would lead to an increase in their retirement 
benefit of approximately $25,000 (in today’s dollars).
Second, since 2019-20 it has been possible to carry forward 
unused concessional contributions. That is, additional 
contributions above the cap can be paid in future years 
without incurring additional tax. The rules restrict this 
opportunity to those with balances less than $500,000 and 
the carry forward period is limited to five years.
• It is recommended that the carry forward period be 

extended to at least ten years. 
The reason is simple. After childbirth, many women return 
to the workforce in a part time role and do not have the 
capacity to make additional contributions. The extension of 
the carry forward period would provide greater flexibility and 
recognise that individual circumstances vary considerably. 
Whilst these two changes will not remove the gender super 
gap, they will make a significant contribution to reduce the 
gap and provide greater flexibility for primary carers to 
improve their retirement outcomes.

With the exception of the blip at higher incomes, due to 
the definition of income used in Division 293, the value of 
the concessions at all other incomes is between 15% and 
22%. Although not exactly level, this outcome is broadly 
consistent with the recommendation of the Henry Tax 
Review for a flat rate tax offset in respect of employer 
contributions. The value of the concessions for incomes 
between $120,000 and $200,000 will be reduced from 2024-
25 assuming the Stage 3 tax cuts proceed.

It is noted that ASFA has previously recommended an 
increase the LISTO income threshold to match the second 
tax bracket and a modest reduction in the threshold for 
Division 293 while the AIST has argued for an improvement 
in the equity of super tax concessions and ACOSS has 
recommended a 20% rebate for contributions up to 
$15,000 pa.

*For those aged 25-34 through to those aged 60-64

Average male balance  
is between

19% and 32%
Higher than the average  

female balance*
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The tax on investment earnings
The Retirement Income Review noted that the cost of 
superannuation tax concessions is projected to grow as a 
proportion of GDP and that this growth is due to the earnings 
tax concessions as the level of superannuation assets is 
expected to grow faster than GDP. It also commented that this 
concession provides the greatest boost to retirement incomes 
of higher income earners due to their higher balances.

It is therefore appropriate to review the current taxation of the 
investment earnings of superannuation funds.

In summary, investment earnings are taxed at the flat rate of 
15% with two exceptions:

1. Investment earnings from assets backing pensions in 
payment (including account-based pensions and defined 
benefit pensions) are exempt from this tax, subject to the 
limit imposed by the transfer balance cap (currently $1.7 
million per person);

2. Other than where they arise from assets backing pensions in 
payment, realised capital gains are generally taxed at 10%, 
which represents a lower percentage reduction than the 50% 
reduction that applies to personal taxation.

There are two main reasons for the tax exemption in the 
pension phase:

1. To prevent a retiree paying tax twice on both the 
investment income and the pension payment. However, as 
superannuation benefits are now generally tax free after age 
60, there is no clear rationale for retaining an exemption, as 
noted by the Henry Tax Review.

2. To encourage retirees to retain their benefit within the super 
system and draw down a pension throughout the period 
of retirement rather than accept a lump sum benefit, and 
possibly spend it quickly. This desired outcome makes sense 
but the Retirement Income Review found little evidence of 
retirees spending their benefit too quickly; rather it found 
they were spending too slowly due to fear of running 
out. The pension earnings exemption therefore seems an 
unnecessarily costly and poorly targeted incentive. It would 
be better if the overall superannuation system encouraged 
income streams. The introduction of the Retirement Income 
Covenant should encourage trustees to develop appropriate 
products and assistance for retired members. 

It is therefore recommended that: 

• the tax exemption on the pension phase be removed4 and 
that the 15% tax on investment earnings be applied in both 
the accumulation and pension phases. 

This would represent a major simplification of the system for 
individuals and is likely to encourage members to make better 
and more informed decisions at retirement.

It is noted that the Henry Tax Review also 
recommended a level tax rate across both 
phases, although at a lower level than 15%. 

This level rate of tax on investment earnings on 
the whole superannuation system would have 
several advantages:

• It would simplify the administration and 
taxation of superannuation funds as it would 
no longer be necessary for funds to identify 
assets supporting the accumulation and 
pension phases respectively.

• It would remove an anomaly and incentive 
whereby superannuation funds (and 
particularly SMSFs) use the differential tax 
rates to adjust their investment behaviour, 
particularly in respect of capital gains, thereby 
improving equity within the whole system.

• It would reduce the level of the earnings tax 
concession thereby producing greater equity 
in the system across income levels.

• It would provide revenue to enable the 
government to introduce the previous 
recommendations relating to concessional 
contributions and the gender pension gap, 
thereby improving equity relating to the 
support provided by these measures.

•  It would permit the removal of the 
complicated transfer balance cap 
arrangements as there would no longer be 
two taxation arrangements in respect of 
investment earnings for retirees.

It is noted that several organisations including 
ACOSS and the Grattan Institute support the 
introduction of a tax on investment earnings  
in the pension phase. 

The Retirement Income Review noted that

Extending earnings tax to 
the retirement phase could 
also simplify the system by 
enabling people to have a single 
superannuation account for 
life and would improve the 
sustainability of the system.
(p53)

4  It is recognised that the necessary records for capital gains tax calculations 
would not be available from all superannuation funds who have assets that are 
currently supporting pensions. It is therefore recommended that capital gains 
be calculated from the date of legislation or a suitable future date.
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Anomalies in the  
Retirement Years
As noted above, the Retirement Income Review 
observed that there are more than 11,000 individuals 
with retirement balances in excess of $5 million. These 
amounts are clearly in excess of the amount required for 
the vast majority of Australians to maintain their standard 
of living during retirement. 

In addition, there is no requirement for these individuals 
to draw down their assets during retirement except 
for any portion that is placed in a tax-exempt pension 
product, which is capped at $1.7 million. Hence, most of 
the investment income from these assets is subject to the 
15% tax on investment earnings, which is less than the 
lowest personal income tax rate.

There is one further anomaly that occurs on the death of 
individuals with superannuation assets. That is, on death, 
the taxable component of superannuation assets held 
by individuals are subject to a tax of 17% (including the 
Medicare levy), unless it is passed onto a spouse, a child 
of the deceased under age 18 or a financial dependant. 
However, given the flexibility to withdraw tax-free capital 
from an account-based pension at any time, many well-
advised retirees withdraw their capital and re-contribute, 
thereby reducing the taxable component and, in many 
cases, avoid any tax on these assets on death. The 
superannuation assets of those who die unexpectedly or 
are unaware of this opportunity, are subject to the tax. 

This outcome is unfair and is more likely to affect those 
with less financial education and/or those who do not 
receive financial advice.

In view of these anomalies and inconsistencies, it is 
recommended that:

• All individuals with superannuation balances in excess 
of $5 million be required to reduce their balance to 
this cap by a particular age (say 70 or 75). A transition 
period would be needed to avoid forced disposal of 
assets such as property in the short-term.

• All individuals over the age of 75 be required to draw 
down their superannuation assets at a minimum rate 
equal to the minimum drawdown rules that currently 
apply to account-based superannuation income 
streams. After age 75, all superannuation assets 
would be subject to the same drawdown rules thereby 
reducing the scope for super to be used as an estate 
planning tool.

• Remove the tax payable on death in respect of 
superannuation assets. Given that the effects of the 
previous recommendations would be to remove 
the larger balances from the system and minimum 
drawdowns would be applied to all superannuation 
assets for those aged over 75, the size of the accounts 
on death are likely to be smaller in the future. This 
would also mean that all individuals in a similar 
situation are treated in the same way.
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Are these recommendations 
affordable?
The set of recommendations outlined above include 
additional revenue and expenditure with the objective 
of making the overall system fairer in a financially 
sustainable way.

The most significant revenue item is the removal of the tax 
exemption for the investment earnings in respect of assets 
supporting pensions in payment. The Grattan Institute has 
suggested that this change would raise more than $2 billion 
based on the current level of pension assets and much more 
in the future, as an increasing proportion of superannuation 
fund assets will be in the pension phase.

The most significant additional expenditure is likely to be the 
government superannuation contribution to primary carers 
of children in their first year of life. Currently, about 300,000 
women give birth in Australia each year. Hence, a payment of 
$4,200 each would represent about $1.3 billion per year.
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The current cost of the low income super tax offset is in the 
order of $0.8 billion. Our LISTO recommendations make 
three significant changes. First, to extend LISTO to the second 
income tax threshold; second, to increase the maximum 
amount so that all those with a taxable income below the 
second income tax threshold are fully compensated; and 
third, to ensure that those paying no tax receive some tax 
advantage in respect of their superannuation contributions. 
It is estimated that the cost of these changes will be less than 
$1.0 billion.

Some of the other recommendations are likely to slightly 
increase the revenue received by reducing the threshold 
for Division 293 and capping total assets for an individual 
within the superannuation system to $5 million.

In summary, the above set of recommendations would 
place no additional financial strain on the federal budget 
whilst producing a fairer distribution of the superannuation 
tax concessions and reducing the gender super gap.

Transition arrangements
The main purpose of this paper is to establish fairer 
longer-term principles for the taxation of superannuation 
in Australia. The major increase in revenue relates to 
the abolition of the tax free status of investment income 
supporting pensions in payment. As the taxation rate applied 
to investment income naturally affects the investment 
strategy adopted by fund trustees, it would be reasonable to 
introduce this change over a three year period.

Hence some of the additional support provided to low 
income earners and primary carers may also need to be 
introduced gradually. 

Similarly, the requirement for individuals with 
superannuation balances in excess of $5 million to withdraw 
their assets from the superannuation system should be 
introduced with a three year transition period as some 
assets cannot be sold quickly.

Special treatment should be considered for 
superannuation annuities in payment and defined  
benefit funds which pay pensions.

mailto:David.Knox%40mercer.com?subject=
http://www.mercer.com.au
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Important notices

This document has been prepared by Mercer Consulting 
(Australia) Pty Ltd (MCAPL) ABN 55 153 168 140, Australian 
Financial Services Licence #411770.   

© 2022 Mercer LLC. All rights reserved.

‘MERCER’ is a registered trademark of Mercer (Australia) Pty Ltd 
ABN 32 005 315 917.

References to Mercer shall be construed to include Mercer LLC 
and/or its associated companies.

This content 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. 

Any advice contained in this content 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 content 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. 

This contains confidential and proprietary information of Mercer 
and is intended for the exclusive use of the parties to whom it 
was provided by Mercer. Its content may not be modified, sold or 
otherwise provided, in whole or in part, to any other person or 
entity, without Mercer’s prior written permission.

Information contained herein has been obtained from a range 
of third party sources. While the information is believed to be 
reliable, Mercer has not sought to verify it independently. As 
such, Mercer makes no representations or warranties as to the 
accuracy of the information presented and takes no responsibility 
or liability (including for indirect, consequential or incidental 
damages), for any error, omission or inaccuracy in the data 
supplied by any third party.

Important: Please note that any information in this material 
regarding legal, accounting or tax outcomes does not constitute 
legal advice or an accounting or tax opinion and prior to relying 
and acting on this information it is important that you seek 
independent advice from a qualified lawyer or accountant 
regarding this information. 
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