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Treasurer Scott Morrison said the 2016 Budget was about a national 
economic plan to drive jobs and growth, making the tax system 
fairer and improving the sustainability, flexibility and integrity of  
the superannuation system.

We believe it was a pre-election budget,  
fit-for-purpose with significant implications 
for the super industry in particular. 

The 2016 Federal Budget preserves the broad 
fiscal strategy of the previous two budgets, 
with a return to surplus unlikely before early 
next decade. Forward estimates are partly 
contingent on an expected strengthening in 
economic growth, which appears reasonable 
although an expected strengthening to 3.0% 
in 2017-18 must be subject to some doubt. 
Similarly, the forecast increase in revenue 
also assumes that the recent recovery in 
commodity prices is sustainable.

In terms of superannuation and Australia’s 
retirement income system, we largely support 
the Budget changes announced. We have 
advocated for a fairer and more flexible 
superannuation system for a long time and 
many of the budget changes are consistent 
with Mercer’s 4-point tax and super plan 
released in 2014. It addresses many concerns 
about the superannuation tax concessions 
disproportionately benefiting high income 
earners, and we are hopeful that this package 

will build sufficient community and political 
acceptance that the superannuation tax 
concessions are fairly targeted and end 
the pressure for any further tinkering. The 
Government has also encouraged retirement 
income streams – a point that has been 
missed in much of the early Budget coverage.

The Budget is an important one for the 
super industry bringing changes that will 
require super funds to understand the 
implications for members at an individual level, 
and communicate and advise accordingly, 
consider account based pensions and 
understand the defined benefit (DB) 
implications where relevant.

A summary of the key initiatives announced 
from the perspectives of superannuation, 
investments, Australia’s workforce and health 
implications follows. Whether these measures 
are implemented will be somewhat dependent 
on the outcome of the forthcoming election, 
but it remains critical super funds, employers, 
and Australians remain on the front foot in 
understanding what the impact could be. 

“ T H E  B U D G E T  I S  A N  I M P O R TA N T  O N E  F O R  T H E  S U P E R 
I N D U S T R Y  B R I N G I N G  C H A N G E S  T H AT  W I L L  R E Q U I R E  S U P E R 
F U N D S  T O  U N D E R S TA N D  T H E  I M P L I C AT I O N S  F O R  M E M B E R S 
AT  A N  I N D I V I D U A L  L E V E L ,  A N D  C O M M U N I C AT E  A N D  A D V I S E 
A C C O R D I N G LY...”

http://www.mercer.com.au/content/mercer/asia-pacific/au/en/newsroom/new-four-point-tax-and-super-plan-released-by-mercer.html
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Superannuation changes effective from Budget night
 A reduction in the non-concessional superannuation contribution limit from $180,000 

per year to a lifetime limit of $500,000, including contributions from 1 July 2007.

Superannuation changes effective from 1 July 2017
 A reduction in the income threshold, from $300,000 to $250,000, for the extra  

15% tax on the concessional superannuation contributions of high income earners. 

 A new superannuation tax offset for low income earners which shares many 
characteristics of the existing Government superannuation contribution scheme 
which is to cease in June 2017. However, unlike the existing scheme where 
government pays the contribution, under the new scheme the superannuation fund 
will make the contribution and claim a tax offset.

 A reduction in the concessional superannuation contribution limit from $30,000 
(those under 50) and $35,000 (those 50 and over) to $25,000, to be accompanied  
by a new option providing a carry forward of unused concessional caps (expiring  
on a rolling 5 year basis) for those with accumulated balances below $500,000.

 A new limit of $1.6 million on the amount permitted to be transferred into a retirement 
pension product. Significantly, this measure will also apply to existing pension 
balances as at 30 June 2017 – requiring any excess to be transferred back into the 
accumulation phase or paid out. There will also be ‘commensurate’ changes to the  
tax treatment of defined benefit pensions over $100,000 per annum.

 Removal of the investment earnings tax exemption for transition-to-retirement pensions 
and the option to treat certain pension payments as lump sums for tax purposes.

 Allow more employees and a wider range of self-employed people to claim a tax 
deduction for personal superannuation contributions.

 Encouraging partners to make contributions to their low-income spouses’ 
superannuation by extending the eligibility for individuals to claim a tax offset for 
these contributions.

 Removal of the restrictions on making superannuation contributions for people  
aged between 65 and 74.

 Removal of the tax provision that enables ‘anti-detriment’ top-ups to death benefits.

 Encouraging the development of new retirement income products by extending the 
pension investment earnings tax exemption to products such as deferred lifetime 
annuities and group self annuitisation products. 



Health initiatives
 An estimated additional $2.9 billion funding between 2017-18 and 2019-20 to support 

public hospitals, with links to reforms to reduce avoidable hospital admissions, 
improve patient safety and boost the quality of services. 

 The establishment of a $1.7 billion Child and Adult Public Dental Scheme to ensure that 
dental spending is prioritised to those most in need. To fund this new Scheme, savings 
have been redirected from existing dental programmes that are either underutilised 
or inefficient.

 Medicare Levy low-income thresholds will be raised for the 2015-16 financial year to 
keep up with inflation. This will ensure that low income households will continue to be 
exempt from the Medicare Levy.

 A commitment to maintain the current level of Medicare Benefits Schedule fees for all 
services provided by GPs, specialists, allied health and other health practitioners until 
June 2020.

 The current income thresholds for the Medicare Levy Surcharge and Private Health 
Insurance Rebate will be maintained for a further three years until 1 July 2021.
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Personal tax cuts from 1 July 2016
 A reduction in the marginal personal tax rate on incomes between $80,000 and 

$87,000 from 37% to 32.5%. 

Company tax cuts from 1 July 2016
 A reduction in the company tax rate for businesses with annual turnover less than 

$10 million to 27.5%. This represents an extension of the reduced company tax rate 
for businesses with an annual turnover of less than $2 million which, from 1 July 2015, 
have paid a company tax rate of 28.5%. Other companies currently face a 30% 
company tax rate.

 A longer-term plan to progressively reduce the company tax rate from 30% to 25% 
by 2026-27 for all companies.

 An increase in the tax discount for unincorporated small businesses from 5% to 8% 
and then incremental increases in subsequent years until the discount reaches a new 
permanent level of 16% in 2026-27.
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E C O N O M I C  O V E R V I E W
This pre-election budget preserves the broad fiscal strategy of the current government’s 
previous two budgets: bringing the budget balance back into surplus over the medium term, and 
capping Commonwealth net debt at under 20% of GDP. The 2016 budget also adopts the broadly 
similar combination of revenue growth and expenditure restraint of the previous two budgets. 
Commonwealth revenue is forecast to increase from 23.5% of GDP to 25.1% over the next four 
years, while the ratio of expenditure to GDP is forecast to fall from 25.8% to 25.2%.

However, amid further downward revisions to forward estimates of revenue, and re-affirming the 
2015 Mid-Year Economic and Financial Outlook (MYEFO), the budget is not projected to return to 
surplus until before early next decade (the 2014/15 budget had projected a return to surplus in 
2018/19). The 2016/17 deficit is now forecast to narrow to $37.1 billion (-2.2% of GDP), from an 
estimated $39.9 billion in 2015/16 (-2.4%). The budget is projected to still be in deficit at the end 
of the forward estimates in 2019/20, by $6.0 billion (-0.3%). However, net debt is still forecast to 
peak at under 20% of GDP in 2017/18, before gradually declining over the ensuing decade.

On the revenue side, the modest deterioration in the budget balance between the MYEFO and the 
Budget statement largely reflects downward revisions to personal income tax receipts (weaker 
wage growth), and to non-mining company tax receipts. New spending initiatives, announced both 
between MYEFO and in the budget, have been fully offset by savings measures.

Also similar to previous budgets, consolidation over the forward estimates period is partly 
contingent on an expected strengthening in economic growth. While forecast GDP growth of 2.5% 
in both 2015/16 and 2016/17 appears broadly reasonable, the expected strengthening to 3.0% in 
2017/18 must be subject to some doubt. Similarly, the forecast increase in revenue also assumes 
the recent recovery in commodity prices is sustainable (indeed the terms of trade are forecast  
to rise modestly in 2016/17).

In this election year, the government has clearly acknowledged a widespread view that the earlier 
burden of budget consolidation was too narrowly based: in particular the reliance on significant 
restraint in funding for rapidly growing government services and social assistance programs and 
the accommodation of bracket creep. 

A key response, through the Ten Year Enterprise Tax Plan and other industry initiatives, is to  
take a more activist approach in directly supporting growth and labour force participation (and 
an improving budget balance). The government plans to immediately reduce the company tax 
rate on small business to 27.5%, gradually extending the lower rate to all companies by 2023/24, 
and reducing the rate further to 25% for all companies by 2026/27. Other initiatives include new 
support for innovation, entrepreneurship and defence manufacturing. 

These measures are in addition to the cuts in superannuation tax concessions, lifting the 32.5% 
income tax threshold from $80,000 to $87,000, the introduction of a deferred profits tax,  
and other tax integrity measures, all of which may help address issues of fairness in the 
consolidation task.
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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 
A different story to 12 months ago for superannuation. 

In last year’s Budget, the Government announced significant changes to the Age 
Pension assets test (to commence from January 2017) and superannuation was left 
alone, pending the outcome of the Government’s holistic review of Australia’s tax 
system. While the holistic tax review did not eventuate, the 2016 Budget included  
a comprehensive package of changes to superannuation. Unsurprisingly, the  
Age Pension has been left alone.

Superannuation Objective
The Government announced that it would adopt the superannuation objective 
recommended by the Financial System Inquiry, that is “to provide income in retirement 
to substitute or supplement the age pension”, with this objective being “an important 
anchor for the development of the superannuation changes”. 

In line with the objective, the changes aim to better target the superannuation tax 
concessions “to those who need incentives to save while ensuring that 96% of 
Australians continue to receive similar levels of support as they have in the past”.

Fairness 
Accordingly a number of the changes are aimed at improving the fairness of the 
superannuation tax concessions, particularly the contributions tax arrangements which 
have been under fire as too generous to high income earners. The tax on the concessional 
superannuation contributions of those on incomes of $250,000 to $300,000 will 
effectively double but concessional contributions will still remain tax effective for this 
group. The proposed “new” superannuation tax offset for low income earners appears to 
effectively continue the existing Government superannuation contribution scheme which 
is to cease in June 2017. This is good news and avoids some low income earners effectively 
being taxed more on their superannuation contributions than their income.

The Government’s view that superannuation is not for unlimited wealth accumulation 
or estate planning has also been reflected in the tightening of the contribution caps 
and the $1.6 million cap on the amount invested in tax exempt pension arrangements. 
While the tightening is significant and also impacts on current large pension holdings, 
it will affect a relatively small number of members (around 3% on the Government’s 
estimates) and is an important part of their commitment to reforms to improve the 
integrity and sustainability of the superannuation savings system.

Women and Super
Last week, the Senate released the report on its inquiry into the gender retirement 
savings gap, which starkly sets out the need for measures to help women make 
adequate retirement savings. The Budget initiatives make a good start here by 
effectively retaining the low-income earners’ Government contribution scheme. Other 
proposed changes that should help women improve their retirement savings, include: 

 The concessional contribution catch-up provisions 

 raising the income level for the spouse superannuation contributions tax offset; and 

 the greater flexibility to make deductible contributions.
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Watch Dr David Knox outline the key implications of the  
Budget for superannuation funds and how the industry  
needs to prepare.
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It’s what Mercer has been advocating for...
Mercer largely supports the changes to superannuation announced in the Budget, many of which 
are consistent with Mercer’s 4-point tax and super plan, released in 2014 (see below). 

We are particularly pleased that the Government has resisted calls to move to a system whereby 
superannuation contributions are taxed at marginal rates less a rebate, which would have been 
a major change and very costly to implement and administer. The changes proposed by the 
Government will improve the equity of the system in a much more efficient manner. 

The scrapping of the contribution conditions for those aged between 65 and 75 and the greater 
flexibility for deduction of personal super contributions are also welcome measures. These 
changes provide greater flexibility, particularly for the increasing numbers of older workers in our 
ageing population. 

We strongly support the proposed changes to retirement income stream regulations to promote 
innovation and improve the tax effectiveness of deferred pensions and annuities, and group self 
annuitisation products. We believe that developing a more diverse retirement income market in 
terms of products, providers and distribution channels has never been more important. 

Importantly, we think overall, the Budget suitably addresses concerns about the superannuation 
tax concessions disproportionately benefiting high income earners, including allowing virtually 
unlimited amounts (sourced from contributions made prior to the more restrictive contribution 
limits being introduced) to sit in tax-free pension accounts. We are hopeful this Budget will build 
sufficient community and political acceptance that the superannuation tax concessions are fairly 
targeted and end the pressure for any further tinkering. 

Mercer’s 4-point tax and super plan 

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

Extend the Division 293 extra 15% 
concessional superannuation contributions 
tax to all those on the top marginal rate

The Government proposes to extend this tax 
to those with incomes over $250,000.

Improve the Government Low Income 
Earners Superannuation Contribution to 
ensure nobody pays more tax on their 
concessional contributions than they do 
on their income and those subject to the 
19% marginal tax rate pay no tax on their 
concessional contributions 

Whilst not improving the Scheme, the 
Government is now effectively maintaining 
rather than axing it. 

Introduce lifetime contribution caps but with 
a maximum contribution in any year

The Government has introduced a lifetime 
cap for non-concessional contributions 
and provided for a limited carry-forward of 
unused concessional caps. 

Limit the amount of assets that can exist in 
the tax exempt pension phase (to $2.5m) 

The Government proposes to introduce a 
cap of $1.6m. Although, this cap is lower  
than we recommended, we are pleased  
the concept has been introduced. 

https://player.vimeo.com/external/165176909.hd.mp4?s=8c127a373369103e785a38842f2ed37bfbaa71b3&profile_id=174
http://www.mercer.com.au/newsroom/new-four-point-tax-and-super-plan-released-by-mercer.html
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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

R E D U C T I O N  I N  C O N C E S S I O N A L 
( B E F O R E  TA X )  C O N T R I B U T I O N  C A P S 
A N D  C AT C H  U P  FA C I L I T Y
From 1 July 2017, the concessional contribution cap at all ages will reduce to $25,000 pa. The cap 
is currently $30,000 pa for members less than aged 50 and $35,000 pa for members aged 50 years 
and above. 

The new cap will have an additional element of flexibility with “catch up” contributions permitted 
on a carried-forward basis, in respect of unused cap amounts for up to 5 years, provided that a 
member’s superannuation balance is less than $500,000. Only unused cap amounts accrued from 
1 July 2017 can be carried forward to apply to later contributions.

For example, if no concessional contributions are made over four consecutive years from  
1 July 2017 for a person due to a break in their workforce participation, concessional contributions 
of up to $125,000 could be made in the fifth year in respect of an individual who has accrued total 
superannuation savings of $350,000 (i.e. under $500,000). 

Annual concessional caps can limit the ability of people with interrupted work patterns — for 
example women or carers — to accumulate superannuation balances commensurate with those 
who do not take breaks from the workforce. Allowing people to carry forward their unused (albeit 
now to be reduced) concessional contributions cap provides them with the opportunity to ‘catch-
up’ if they have the capacity and choose to do so.

The measure will also apply to members of defined benefit schemes and consultation will be 
undertaken to minimise additional compliance impacts for these schemes. Issues will include how to 
determine the accrued amount of a defined benefit for the purpose of the $500,000 balance test 
for catch-up contributions.



Mercer’s View
This change is a significant reduction on the existing concessional contributions caps that 
currently apply. Although there is some flexibility in the caps to deal with irregular work 
patterns, it is limited to a comparatively short period of time and will not fully address the 
issues faced for many workers to progressively save for their retirement over their working 
life. For example, most women who are primary carers return to work from parental leave 
into part time roles and will therefore have limited capacity to take advantage of these new 
arrangements. Lifetime concessional contribution caps should provide all Australians with  
an equal opportunity to build their nest egg when they’ve got the financial capacity to do so.

Based on an annual concessional contribution up to the new limit of $25,000 pa over a 
projected average working life of 40 years, a person may be expected to have accumulated/
saved in excess of the new lifetime limit of $1.6m (indexed) permitted to be transferred into 
their “retirement” phase through the purchase of a pension product.

Impact on Superannuation Funds
Trustees will need to review and update disclosure and communication materials and information 
(including calculators and general advice services) to reflect the introduction of the new caps – 
noting that their ultimate fate will await passage through the next Parliament after the election.

Impact on Employers
By reducing concessional contribution caps significantly, more employees will be at risk of 
exceeding the cap based on a standard 9.5% SG contribution arrangement where the employer 
does not currently limit SG contributions to the maximum contribution base required. Accordingly, 
for higher income earners remuneration packaging arrangements are likely to require review. 

Sponsors of defined benefit funds may also be impacted by any increase in administrative costs 
arising from this measure.

Impact on Individuals
Individuals have at least one more year at the higher existing cap levels depending on age. Going 
forward they will need to review their remuneration packaging arrangements taking into account 
the new cap limits. In practice, it may be problematic where irregular work patterns occur to take 
full advantage of the proposed flexibility to make catch up contributions. In the circumstances, it 
will become even more important to track and optimise concessional contributions at an individual 
planning level for future retirement savings goals to be achieved.

SUPERANNUATION AND AUSTRALIA’S RETIREMENT INCOME SYSTEM  9



L I F E T I M E  C A P  F O R  N O N - C O N C E S S I O N A L 
S U P E R A N N U AT I O N  C O N T R I B U T I O N S
Non-concessional contributions will be capped over an individual’s lifetime to a maximum of 
$500,000 (indexed to average weekly ordinary time earnings).

The lifetime cap will replace the existing annual caps ($180,000 per year, or $540,000 every three 
years for individuals aged under 65 under the “bring forward option”).

The lifetime cap will be applied retrospectively, including all non-concessional contributions made 
since 1 July 2007. Importantly, contributions already made in excess of the $500,000 limit will not 
be required to be refunded. However, excess additional contributions made after 3 May 2016 will 
be subject to penalty tax if not refunded.

After-tax contributions made towards a defined benefit or to a constitutionally protected fund will 
be included in an individual’s lifetime non-concessional cap. If a member of a defined benefit fund 
exceeds their lifetime cap, ongoing contributions to the defined benefit account can continue but 
the member will be required to remove, on an annual basis, an equivalent amount (including proxy 
earnings) from any accumulation account they hold.

The amount that can be removed from any accumulation accounts will be limited to the amount of 
non-concessional contributions made into those accounts since 1 July 2007.

The Government will consult to ensure broadly commensurate and equitable treatment of 
individuals for whom no amount of post 1 July 2007 non-concessional contributions is available to 
be removed.

Mercer’s View
We broadly supports this change. The idea of a lifetime cap was one of the recommendations 
in our 4-point tax and super plan released in 2014. 

A lifetime cap will improve the equity of superannuation tax concessions and remove the 
existing complex three year “bring forward” rule. The $500,000 threshold is high enough  
that it is not expected to impact the amount of non-concessional contributions made by 
most Australians, and is consistent with the other superannuation changes announced in  
the Budget.

This change will continue to provide flexibility for individuals to choose when they contribute, 
particularly those who may have started saving late or had time out of the workforce.

Impact on Superannuation Funds 
Information in member communications material (including material on websites) about tax on 
superannuation contributions will need to be reviewed, as will retirement calculators. Monitoring of 
non-concessional contributions since 1 July 2007 will also be needed.

It is not yet clear how the annual removal of contributions in excess of the cap will be implemented 
for defined benefit members who have exceeded their lifetime cap but have no amount of post  
1 July 2007 non-concessional contributions remaining in an accumulation account. 
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Our strong preference is that if a penalty 
is imposed (such as a debit account based 
on earnings) then recognising the relatively 
limited numbers likely to be affected, the 
penalty is maintained by the ATO rather than 
by individual superannuation funds. 

Impact on Employers
No impact, other than that sponsors of 
defined benefit funds may be impacted by 
any increase in administrative costs arising 
from this measure.

Impact on Individuals 
Individuals will need to carefully consider 
the limitations imposed by the lifetime 
cap. The ability to channel significant 
non-concessional contributions into 
superannuation, e.g. from an inheritance or 
the proceeds from the sale of real estate, 
will be curtailed. Access to available cap 
details will be crucial to financial advice.

Defined benefit members with mandatory 
member contributions will need to consider 
what, if any, room will remain within their 
cap for additional voluntary contributions. 
Furthermore, defined benefit members 
making additional non-concessional 
contributions to finance insurance cover 
could be affected.

N E W  $ 1 . 6 
M I L L I O N  C A P 
O N  T R A N S F E R S 
T O  P E N S I O N 
A C C O U N T S 
From 1 July 2017, the Government will 
introduce a $1.6 million cap on the total 
amount of accumulated superannuation an 
individual can transfer into a tax exempt 
pension account. This will limit the extent 
to which the tax-free benefits of pension 
accounts can be used by high wealth 
individuals. Subsequent earnings on these 
balances will not be restricted.

Where an individual accumulates amounts 
in excess of $1.6 million, they will be able 
to maintain this excess amount in an 
accumulation phase account (where earnings 
will be taxed at the concessional rate of 
15%). Members already in the retirement 
phase with total pension balances above 
$1.6 million will be required to reduce their 
pension balance to $1.6 million by 1 July 2017. 
Excess balances for these members may be 
converted to superannuation accumulation 
phase accounts or withdrawn.

The transfer balance cap will be indexed in 
$100,000 increments in line with the CPI.

A tax on amounts that are transferred in 
excess of the $1.6 million cap (including 
earnings on these excess transferred 
amounts) will be applied, similar to the tax 
treatment that applies to excess non-
concessional contributions.

The amount of the cap remaining for a 
member seeking to make more than one 
transfer into a pension account will be 
determined by apportionment.

Commensurate treatment for members 
of defined benefit (DB) schemes will be 
achieved through changes to the tax 
arrangements for pension amounts over 
$100,000 from 1 July 2017:

 For DB pensions paid from funded 
schemes, 50% of any excess of annual 
pension payments over $100,000 will be 
taxed at the individual’s marginal rate.

 For DB pensions paid from unfunded and 
constitutionally protected schemes, the 
10% tax offset will be capped at $10,000, 
so that the any excess of annual pension 
payments over $100,000 will be taxed at 
the individual’s marginal rate.

Consultation will be undertaken on the 
implementation of this measure for members 
of both accumulation and defined benefits 
schemes.
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The Government will provide funding for required systems changes to its defined benefits 
superannuation schemes. The expenditure for this is not for publication for commercial 
confidentiality reasons.

This measure is estimated to have a gain to revenue of $2.0 billion over the forward estimates period.

Mercer’s View
We support the principle behind this measure as it is consistent with what we have 
recommended in the past. While the proposed limit of $1.6 million is below our recommended 
limit of $2.5 million, this measure goes some way to improving the integrity and fairness of 
the retirement income system.

As excess balances are not required to be removed from the superannuation system 
completely, only transferred from the tax free pension, this measure applies a cap to  
the amount of tax concessions and therefore increases the sustainability of the system.  
It also addresses concerns about pension accounts of many millions of dollars with untaxed 
earnings and withdrawals.

There will be some complexity in the measure but it will only affect a relatively small 
proportion of members.

Impact on Superannuation Funds 

For employer-sponsored funds and industry funds, administrative rules will need to be applied for 
account based pension products to deal with areas such as:

 Transfer options for excess amounts, including appropriate retention strategies

 Limits on pension purchases to avoid the need for subsequent transfers

 Calculation of the excess amount to be transferred following inadvertent purchases

 Access to information about the available cap to assist with appropriate financial advice

Some self-managed superannuation funds with pension accounts above $1.6 million may  
find segregation difficult due to bulky assets, resulting in the need to operate as an  
unsegregated fund.

Funds paying defined benefit pensions will need to await further details of the new arrangements 
to see how they are affected, however the Government’s reference to providing funding for 
required systems changes to its defined benefits superannuation schemes suggests there could 
be significant costs involved for funds. 

Funds will also need to consider what member communications are appropriate and other potential 
member needs arising from the change e.g. current contributors may need projections performed 
of their likely pension amount to assist with current financial plans.

Funds will also need to update member education material and retirement calculators.
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Another important issue to consider for funds, particularly 
SMSFs, with pension accounts in excess of the $1.6 million 
cap is the need for tax planning in regard to any balances 
required to be transferred back to the accumulation phase 
e.g. whether it would be advantageous for some assets to be 
realised (e.g. those with significant capital gains) whilst in the 
tax exempt pension phase and before the necessary transfer 
is made.

Impact on Employers
No impact, other than that sponsors of defined benefit funds 
may be impacted by any increase in administrative costs 
arising from this measure.

Impact on Individuals 
The vast majority of individuals (up to 99%) will not be 
impacted by this measure at present, although a higher 
proportion may be impacted over time as the cap can be 
expected to grow more slowly than superannuation balances.

For those affected, their existing financial strategy will need 
to be reviewed. In particular, an analysis will be required 
as to whether a reallocation to the accumulation phase or 
investment outside superannuation is more effective. 

A greater incentive now exists to make spouse contributions 
in order for a couple to maximise their combined access to 
tax free pension accounts.

For impacted defined benefit pensioners, additional tax will 
be incurred without the access to the options offered to 
account based pensioners.

L O W  I N C O M E 
S U P E R A N N U AT I O N  
TA X  O F F S E T
From 1 July 2017, the Government proposes to replace 
the current Low Income Superannuation Contribution 
(LISC) (due to expire on 30 June 2017) with a new Low 
Income Superannuation Tax Offset (LISTO). It appears that 
the new measure will replicate many of the features and 
eligibility criteria of the existing measure. However, whereas 
the Government currently pays the LISC, the ATO will 
determine a person’s eligibility for the LISTO and advise their 
superannuation fund annually. The fund will then contribute the 
LISTO to the member’s account and claim the new tax offset. 



The LISTO will provide a non refundable tax offset (of up to $500 pa) to super funds based on the 
tax paid on concessional contributions made in respect of low income earners i.e. members with 
adjustable taxable incomes of up to $37,000 pa. 

This measure is to ensure that such employees will not pay greater tax on superannuation 
contributions than they may otherwise pay on income earned. It is estimated to have a cost  
to the Budget of $1.6 billion over the forward estimates period.

Mercer’s View
We welcome the decision to retain the LISC in another form given the context of other 
measures in the 2016 Budget and recognising that the current system would not otherwise 
operate fairly in respect of low income earners’ mandated contributions to superannuation.

Impact on Superannuation Funds 
The Budget papers indicate that the administrative arrangements are subject to consultation. It is 
to be hoped that the LISTO will not increase the administrative responsibilities for superannuation 
funds compared with the current LISC measure, which now operates quite efficiently.

Impact on Employers
No impact.

Impact on Individuals 
The Government announcement is a good result for low income individuals who faced cessation 
of the LISC and associated loss of the Government contribution to their superannuation account 
from 1 July 2017. This will effectively avoid the situation in which low income earners would pay 
more tax on savings placed into superannuation than on income earned outside of superannuation 
and is particularly beneficial for women who make up the majority of low income and part time 
workers to help them save more for retirement.

R E D U C T I O N  I N  I N C O M E  T H R E S H O L D 
F R O M  $ 3 0 0 , 0 0 0  T O  $ 2 5 0 , 0 0 0  F O R  
T H E  E X T R A  1 5 %  C O N T R I B U T I O N S  
TA X  O N  H I G H  I N C O M E  E A R N E R S
From 1 July 2017, the Government will lower the Division 293 threshold (the point at which high 
income earners pay additional contributions tax) from $300,000 to $250,000. The Government 
asserts that this will improve sustainability and fairness in the superannuation system by limiting  
the effective tax concessions provided to high income individuals.

The lower Division 293 income threshold will also apply to members of defined benefit schemes 
and constitutionally protected funds currently covered by the tax. Existing exemptions (such as 
State higher level office holders and Commonwealth judges) for Division 293 tax will be maintained.
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Mercer’s View
We support this change, on the grounds it will improve the equity of the superannuation tax 
concessions by reducing the size of the tax break on concessional contributions for those 
on incomes of between $250,000 and $300,000. 

This change is broadly in line with our 4-point tax and super plan (although our proposal 
would extend the extra 15% concessional superannuation contributions tax to all those on 
the top marginal rate, whereas the Government proposes to apply this tax only to those with 
incomes over $250,000).

The change should be reasonably straightforward to implement, given that processes and 
procedures are already in place to administer Division 293 tax. It will be substantially easier 
(and less costly) to implement than taxing superannuation contributions at marginal rates 
less a rebate, as proposed by some commentators. 

However the current administration arrangements for Division 293 tax are cumbersome 
and far too reliant on manual processing. The ATO has commenced industry discussions to 
streamline these processes and, with the increased volumes of Division 293 transactions 
that will result from the lowering of the threshold, it is now even more critical that this is 
completed successfully.

The Division 293 arrangements for defined benefits also need a significant revamp to make 
them workable and to improve efficiency.

Given that the Coalition has lined up with Labor policy on this issue, it seems destined to go 
ahead whatever the outcome of the election. 
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Impact on  
Superannuation Funds
Information in member communications 
material (including material on websites) about 
tax on superannuation contributions will need 
to be reviewed, as will retirement calculators.

Funds will need to be prepared for a 
substantial increase in the number of Division 
293 release authorities that they will need 
to deal with. Unless ATO communication 
material relating to this tax is greatly 
improved, funds are also likely to see  
an increase in member queries.

The lowering of the threshold may result in 
some funds having defined benefit members 
caught by this tax for the first time. These 
funds will need to seek actuarial advice on 
matters such as the determination of end 
benefit caps.

Impact on Employers
No direct impact; there may be some 
redirection of salary packages away from 
superannuation but this is expected to be 
quite limited as superannuation contributions 
up to the concessional contribution limit will 
still be tax effective for those on affected 
income levels. Also sponsors of defined 
benefit funds may be impacted by any 
increase in administrative costs arising  
from this measure.

Impact on Individuals 
Salary packaged superannuation 
contributions up to the concessional 
contribution limit will still be tax effective 
for those on affected income levels, though 
less effective than at present. The less 
favourable arrangements may result in 
some individuals re-directing discretionary 
contributions to alternatives that do  
not have the accessibility restrictions  
of superannuation. 

More defined benefit members will become 
subject to Division 293 tax and need to 
deal with the complicated tax payment 
arrangements. In brief, the defined benefit 
component of the tax can generally 
be deferred until the defined benefit 
becomes payable, with the ATO maintaining 
a ‘debt account’ until then. Members can 
voluntarily pay the tax earlier, either from 
non-superannuation monies or from an 
accumulation super account.

C O N T R I B U T I O N 
R U L E S  F O R  T H O S E 
A G E D  6 5  T O  7 4
From 1 July 2017, the Government will 
remove the current restrictions on people 
aged 65 to 74 from making superannuation 
contributions for their retirement. Individuals 
under age 75 will no longer have to satisfy 
a work test and will be able to receive 
contributions from their spouse.

The Government asserts that this will 
simplify the superannuation system for older 
Australians and allow them to increase their 
retirement savings, especially from sources 
that may not have been available to them 
before retirement, including from downsizing 
their home.

Mercer’s View
We welcome this move to widen the 
circumstances in which individuals may 
contribute towards their retirement or 
their spouse’s retirement. The reform 
represents a major and much needed 
simplification.
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Impact on Superannuation Funds 
Funds will need to be prepared for an increase in member contributions from individuals that are 
no longer restricted from making contributions by the work test. There will also be an increased 
incidence of individuals making contributions on behalf of their spouse. 

Impact on Employers
Negligible impact. Individuals aged 65 to 74 in employment previously met the work test and were 
able to contribute to superannuation. 

Impact on Individuals 
Our research has revealed the majority (73%) of Australians aged 50-80 years approaching 
retirement believe they will semi-retire, or gradually wind-down into full retirement. This Budget 
change means more individuals aged from 65 to 74 will be able to contribute to superannuation for 
longer, which will potentially allow them to better utilise superannuation to fund their retirement. 

Furthermore, we know half of the Australian population underestimate their life expectancy by 
more than two years. On average women underestimate it by three years. Retire at 60 and you will 
have to fund at least another 25 years on average and our research into the life expectancies of 
public sector workers reveals if you’re a white-collar worker there’s a high chance you’ll live much 
longer than the average and have to fund another 35 years. This Budget change will help many 
Australians save more for longer in super. 

TA X  D E D U C T I O N S  F O R  P E R S O N A L 
S U P E R A N N U AT I O N  C O N T R I B U T I O N S
The Government will abolish the rule that precludes individuals claiming a deduction for personal 
contributions to superannuation unless less than 10% of their income is from salary and wages. 
From 1 July 2017, all individuals up to age 75 will be able to claim an income tax deduction for 
personal superannuation contributions up to the concessional cap (in combination with any other 
concessional contributions) and provided they lodge a notice of their intent to claim a deduction 
with their superannuation fund or retirement savings provider before they lodge their income tax 
return and prior to any transfer from the fund.

The Government notes that certain untaxed and defined benefit superannuation funds will be 
prescribed, meaning their members will not be eligible to claim a deduction for any contributions 
they make to their fund. Prescribed funds will include all untaxed funds, all Commonwealth defined 
benefit schemes, and any State, Territory or corporate defined benefit schemes that choose to  
be prescribed.

The Government states that if members of these prescribed funds would like to claim a deduction 
they must choose to make their contribution to another eligible superannuation fund.
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Mercer’s View
We support this move to widen the circumstances in which individuals may contribute 
towards superannuation and claim an income tax deduction. The measure will afford flexibility 
for individuals who want to make additional contributions towards their retirement and 
facilitate increased retirement savings. 

Impact on Superannuation Funds 
Permitting the majority of individuals to claim a tax deduction for personal contributions to 
superannuation, regardless of their employment circumstances, will increase administrative costs 
for superannuation funds. This is because more members will be expected to claim deductions, 
resulting in more (largely manual) work for funds to identify and re-classify such contributions 
as taxable and treat them as concessional contributions following receipt by the fund of the 
member’s ’intent to claim’ notice.

It will be important for funds to communicate to members the requirements in regard to lodgement 
of these notices. 

In addition, funds may expect that the new tax benefits for individuals of making personal 
superannuation contributions may encourage increased contribution levels, potentially on  
an annual basis. 

Impact on Employers
No impact.

Impact on Individuals 
The change provides some much-needed simplification and a level playing field for individuals such 
as those who are partially self-employed and partially wage and salary earners and individuals 
whose employers do not offer salary sacrifice arrangements. 

W I D E N E D  E L I G I B I L I T Y  F O R  T H E  
S P O U S E  S U P E R A N N U AT I O N 
C O N T R I B U T I O N S  TA X  O F F S E T
From 1 July 2017, the Government will extend eligibility for the maximum low income spouse 
superannuation contributions tax offset to individuals that have a spouse whose adjusted income 
(assessable income, reportable fringe benefits and reportable employer superannuation) is less 
than $37,000. Currently, the maximum offset is only available if the spouse’s adjusted income does 
not exceed $10,800. As is currently the case, this reform will permit individuals to contribute up  
to $3,000 for a maximum tax offset of $540 (18% x $3,000) and then the offset will gradually 
reduce by one dollar for every dollar above $37,000 so that the offset is completely phased out  
at adjusted incomes above $40,000.
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Mercer’s View
We support this proposal. This reform will 
increase the number of low income individuals 
that are in the position to benefit from 
superannuation contributions made on their 
behalf by their spouse, the majority of whom 
are likely to be women. However, Mercer notes 
that this reform will not assist the retirement 
savings for individuals without a spouse or that 
have a spouse with an income above the $37,000 
threshold but a low superannuation balance. 

Impact on Superannuation Funds 
Funds may see an increase in the incidence of 
individuals making superannuation contributions on 
behalf of their spouse.

Trustees will need to review and update disclosure and 
communication materials and information which deals 
with the spouse offset. 

Impact on Employers
No impact.

Impact on Individuals 
The change will encourage superannuation 
contributions for more low income individuals with  
a spouse who can contribute on their behalf. 

R E M O V E  T H E  A N T I -
D E T R I M E N T  P R O V I S I O N 
I N  R E S P E C T  O F  D E AT H 
B E N E F I T S  F R O M 
S U P E R A N N U AT I O N 
From 1 July 2017, the Government will remove the 
anti-detriment provision that was first introduced by 
the Hawke government in 1988. The anti-detriment 
provision facilitates a refund of contributions tax paid 
by a super member during their lifetime. 

It was established initially after the Hawke government 
introduced a 15% tax on superannuation contributions 
(which prior to that had been untaxed). To compensate 



for this tax, the Hawke government reduced the tax on superannuation lump sum payouts by 15%. 
Lump sum payments to a dependant on death had always been tax-free, however, so this new 
contributions tax meant that death beneficiaries were unfairly treated, receiving a lesser amount 
of money than they would otherwise have been entitled to had the contributions tax not been 
introduced. Thus, the anti-detriment provision was introduced.

The Government explains that the anti-detriment provision can effectively result in a refund of a 
member’s lifetime superannuation contributions tax payments into an estate where the beneficiary 
is the dependant of the member (spouse, former spouse or child). According to the Government, 
this provision is inconsistently applied by superannuation funds.

The Government explains that removing the anti-detriment provision will better align the treatment 
of lump sum death benefits across all superannuation funds and the treatment of bequests outside 
of superannuation. 

The Government has estimated that the abolition of the anti-detriment provision will have a gain to 
revenue of $350.0 million over the forward estimates period.

Mercer’s View
The anti-detriment provisions were problematic from the outset, with poor drafting resulting 
in additional tax benefits that, in some cases, are well in excess of the contributions tax paid. 
Also changes to the legislation effective from 1 July 2007 inappropriately removed the anti-
detriment provisions for some beneficiaries who should logically have received the  
anti-detriment benefit.

The ATO’s interpretation of this legislation also makes it very difficult if not impossible for 
SMSFs to utilise these provisions, creating different tax treatment between funds. 

The anti-detriment provisions also create extra complexity for the terminally ill – as terminal 
illness benefits are not eligible for anti-detriment payments; beneficiaries may be better off  
if a terminal illness benefit is not taken. 

Given that we are now nearly 30 years on from the introduction of tax on superannuation 
funds, Mercer supports the removal of the anti-detriment provisions as part of a package  
of changes to reduce complexity and improve equity.

Impact on Superannuation Funds 
Removal of the anti-detriment provision will relieve superannuation funds from calculating  
and making the payment to deceased members’ beneficiaries. Complexity will be reduced  
in administrative operations, communication with members and advice to members.

Death benefit payment processes and any member communications material mentioning  
anti-detriment will need to be reviewed if this measure comes to fruition. 

Impact on Employers
Generally no impact. However, employers sponsoring defined benefit funds may in some cases be 
receiving the benefit of the anti-detriment deduction in respect of defined benefit death benefits. 
In such cases the removal may have some funding impact, though this would generally be expected 
to be relatively minor.
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Impact on Individuals 
Complexity will be reduced but beneficiaries will receive lower death benefits in some cases. 

S T R E N G T H E N  I N T E G R I T Y  O F  
I N C O M E  S T R E A M S
From 1 July 2017, the investment earnings of a Transition to Retirement Income Stream (TRIS) will no 
longer be tax exempt. These are income streams where the member has reached preservation age 
but not yet retired. Earnings on investments in these accounts will instead be taxed in the same 
manner as superannuation investments still in the ‘accumulation phase’ i.e. at the 15% tax rate.

The Government will also remove a rule that allows individuals to treat certain superannuation 
income stream payments as lump sums for tax purposes and take advantage of the tax-free 
threshold for lump sum payments up to the low rate cap (currently $195,000). 

Mercer’s View
We accept these are reasonable changes to improve the sustainability and integrity of the 
superannuation system.

Impact on Superannuation Funds 
Funds providing income streams will have to consider the practical implications of providing 
pension products which have taxable investment earnings.

Impact on Employers
No direct impact, although there is the potential that fewer employees will seek to reduce their 
working hours and commence a TRIS in future.

Impact on Individuals 
Together with the other superannuation changes announced, these changes mean the previous 
strategy of “draw from a TRIS and salary sacrifice to super” is less attractive. For those people 
aged between 55 and 59, the potential benefit of commencing a Transition to Retirement  
strategy becomes even more marginal and specific careful planning is required to determine  
its effectiveness. For those over the age of 60, there is still merit in exploring the benefits of  
the tax savings generated by commencing a pension income stream which is tax free even though 
the investment earnings within the pension will be subject to the 15% tax.

A TRIS remains a very useful option to support the income needs for those who have reached 
preservation age and wish to reduce their hours worked, without fully retiring from employment. 

We strongly recommend that anyone contemplating this strategy seeks advice from a qualified 
financial planner.
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N E W  R E T I R E M E N T  I N C O M E  P R O D U C T S  
–  C I P R S  A R E  C O M I N G
The Government has recognised the need for reform to the current legislative rules restricting 
the development of new retirement income products. This follows on from the recommendations 
of the Financial System Inquiry (FSI) for reform to facilitate the introduction of Comprehensive 
Income Products for Retirement (CIPRs). The Government has confirmed its commitment to 
removal of barriers to innovation in retirement income products.

The FSI recommendations included the “greater use of risk pooling to significantly increase 
retirement incomes generated from accumulated balances”. This could allow individuals to allocate 
consumption throughout their lives better (greater dynamic efficiency) by reducing the savings 
required to achieve a target level of income in retirement. This could be achieved by: 

 Removing barriers to new product development.

 Using behavioural biases to encourage rather than discourage the use of products that provide 
longevity risk protection.

In that context, the Government has announced effective 1 July 2017 that the tax exemption  
on earnings in the retirement phase will be extended to products such as:

 Deferred lifetime annuities; and

 Group self annuitisation products.

The Government will consult on the treatment of these new products under the Age Pension 
means test and concurrent with the Budget, Treasury has released a “Retirement Income Streams 
Review” paper. It is noted from that paper that, in particular, the new products are anticipated  
to require:

 Diminishing access to capital underpinning the product via commutation or death benefit;

 A co-ordinated administrative process across various government agencies to assist product 
providers in developing and gaining requisite approvals for launch to market.

Mercer’s View
This is a welcome development and a clear signal for industry to proceed with the innovation 
required to address longevity risk for Australians. With an ageing population, longevity risk is 
one of the biggest social and economic risks facing our country. 

Australians are currently starved of choice and diversity when it comes to options to secure 
an adequate and sustainable retirement income that will last as long as they do. It is essential 
the superannuation industry delivers innovative retirement income solutions within the 
framework proposed, in anticipation of the regulatory reform foreshadowed.



C L A R I F Y I N G  T H E  O B J E C T I V E  O F 
S U P E R A N N U AT I O N
The Government will enshrine in law that the objective for superannuation is to provide income in 
retirement to substitute or supplement the Age Pension. The Government will embed this objective 
in a stand-alone Act, with an accountability mechanism to ensure that new superannuation 
legislation is considered in the context of the objective. Subsidiary objectives will be set out 
in explanatory material to the Act, and the Government will consult on the final form of the 
legislation.

Mercer’s View
We do not support the Government’s proposed objective for superannuation. We believe 
it is inappropriate to state that superannuation should substitute or supplement the Age 
Pension. It is too vague. 

We believe the objective of Australia’s overall retirement income system should be to provide 
the vast majority of Australians with an income throughout their retirement that enables 
their pre-retirement living standards to be maintained.

In our recent submission to Treasury, we stated the objective of both superannuation and 
the age pension needs to be defined simultaneously. Most importantly, the objective must 
state the system should provide an income for life, not that superannuation should simply 
substitute or supplement the Age Pension.

An important factor in defining the objective is the inclusion in the objective of a desired 
level of total income from both superannuation and the Age Pension. We’ve suggested as a 
preferred high level objective for the overall retirement income system: to provide the vast 
majority of Australians with an income throughout their retirement that enables their pre-
retirement living standards to be maintained.

 

O T H E R  C H A N G E S
ASIC – improving outcomes in financial services
The Government will provide $127.2 million over four years, comprising $121.3 million over four 
years from 2016-17 to ASIC and $5.9 million over three years from 2016-17 to the Treasury to 
combat misconduct in Australia’s financial services industry and bolster consumer confidence in 
the sector. This follows consideration of the findings of the Capability Review of the ASIC. The 
funding will be ongoing.

Financial assistance to the NSW Government for NSW Police super
The Government will provide $7.6 million over three years from 2017-18 (part of $15.2 million 
over six years from 2017-18) under a four year transitional funding agreement with the NSW 
Government for NSW police. The funding agreement will equally share the costs of reimbursing 
NSW police officers who incur an additional tax liability from making voluntary superannuation 
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contributions that exceed the concessional 
contributions cap due to the impact of 
NSW’s death and disability insurance 
premiums. The agreement also covers the 
cost-sharing of any fringe benefits tax that 
results from reimbursing police officers in 
these situations.

This will ensure NSW police officers have 
the same capacity to make voluntary 
concessional contributions toward their 
retirement as those individuals who are not 
subject to compulsory employer insurance 
premiums that contribute toward the 
concessional cap.

This agreement will take effect for the 
2016-17 financial year: that is, in respect of 
contributions made in, and tax assessments 
for, 2016-17.

Review of Australia’s dispute 
resolution and complaints 
schemes
The Government will establish a panel of 
eminent persons to review the role, powers 
and governance of the financial system’s 
external dispute resolution and complaints 
schemes and assess the merits of better 
integrating these schemes to improve the 
handling of consumer complaints. The panel 
will report to the Government by the end  
of 2016.

The cost of this measure will be met  
from within the existing resources of  
the Department of the Treasury.

SCT – sustaining and 
modernising functions
The Government will provide $5.2 million 
in 2016-17 (including $2.7 million in capital 
funding) to the Superannuation Complaints 
Tribunal (SCT) to improve processes, and to 
reduce the backlog of complaints lodged 
with the SCT.

The cost of this measure will be offset  
by an increase in the Financial Institutions 
Supervisory Levies collected by the Australian 
Prudential Regulation Authority (APRA).

APRA – modernising data 
capabilities
The Government will provide $9.7 million 
over three years from 2016-17 to modernise 
APRA’s data collection and dissemination 
systems. The cost of this element of the 
measure will be met from within the existing 
resources of APRA.

The Government will also provide $11.2 million 
over four years from 2016-17 to support 
the maintenance and operation of the new 
systems, including $3.4 million in amortisation 
that has no underlying cash or fiscal impact. 
The cost of this element of the measure will 
be offset by an $11.2 million increase over four 
years from 2016-17 in the Financial Institutions 
Supervisory Levies collected by APRA.

ASIC – industry charging 
arrangements
The Government will provide $6.2 million 
in 2016-17 to build a levy calculator and 
modify billing and time recording systems 
in preparation for the implementation of 
industry charging arrangements for ASIC 
from 2017-18.

The Government has made a provision of 
$144.5 million over three years from 2017-18 
pending the development of industry charging 
arrangements for ASIC.

The cost of this element of the measure will 
be offset by an $11.2 million increase over four 
years from 2016-17 in the Financial Institutions 
Supervisory Levies collected by APRA.
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I N V E S T M E N T  I M P L I C AT I O N S

I M P L E M E N T I N G  A  N E W  S U I T E  O F 
C O L L E C T I V E  I N V E S T M E N T  V E H I C L E S 
The Government will introduce a new tax and regulatory framework for two new types of collective 
investment vehicles (CIVs). CIVs allow investors to pool their funds and have them managed by a 
professional funds manager. A corporate CIV will be introduced for income years starting on or 
after 1 July 2017. This will be followed by a limited partnership CIV for income years starting on or 
after 1 July 2018.

Mercer’s View
We note the government believes these reforms will enhance the international 
competitiveness of the Australian managed funds industry by allowing fund managers to offer 
investment products using vehicles that are commonly in use overseas. The new CIVs will be 
required to meet similar eligibility criteria as managed investment trusts, such as being widely 
held and engaging in primarily passive investment. Investors in these new CIVs will generally 
be taxed as if they had invested directly.

Impact on Superannuation Funds
Depending on the precise tax arrangements, the vehicles may provide additional investment 
options for superannuation funds.

Impact on Employers
Negligible

Impact on Individuals
Depending on the precise tax arrangements, the vehicles may provide additional investment 
options for individuals.
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W O R K F O R C E  I M P L I C AT I O N S

Y O U T H  E M P L O Y M E N T  PA C K A G E
Funding for the New Enterprise Incentive Scheme (NEIS) will be expanded to support 
self-employment opportunities for young people. The number of places in NEIS will be increased 
to 8,600 per annum and eligibility will be expanded to people not on income support, including 
recently retrenched workers.

The Government will also establish a Youth Jobs PaTH (Prepare - Trial - Hire) program for job 
seekers under age 25 to improve youth employment outcomes. 

Commencing 1 April 2017, up to six weeks of industry-endorsed pre-employment training will be 
provided to develop basic employability skills. Furthermore, up to 30,000 people each year will 
be provided with internship placements. The job seeker will receive a $200 fortnightly incentive 
payment to participate, and the employer will receive a $1,000 upfront payment. For ultimately 
hiring an eligible job seeker, employers will receive a wage subsidy of between $6,500 and $10,000.

From 1 October 2016, the most job ready job seekers will enter the Work for the Dole phase after 
12 months of participation in jobactive, instead of the current six months. 

Mercer’s View
High levels of youth unemployment and under-employment in Australia are becoming 
increasingly important social and economic issues. The average time taken for successful 
school-to-work transition has been lengthening considerably and is now over 4 years. At the 
same time our economy has not been creating entry level jobs in emerging industries at the 
same rate as traditional entry level jobs have been disappearing. Many more young people 
now see self-employment and entrepreneurial activities as viable alternatives to full time 
employment. Mercer welcomes initiatives that have the objective of supporting young people 
into full-time work or viable self-employment options.

Impact on Employers
The proposed measures will provide some incentive for employers to hire young employees as interns. 

Impact on Individuals 
Individuals will be able to access longer periods of training, skill formation support and  
work experience 
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D E F E R R E D  I M P L E M E N TAT I O N  O F  J O B S 
F O R  FA M I L I E S  PA C K A G E 
Child Care Subsidy, Additional Child Care Subsidy and Community Child Care Fund will now apply 
from 1 July 2018 (rather than the previously announced 1 July 2017). Child care fee assistance 
will continue to be provided under the Child Care Benefit, Child Care Rebate, Jobs, Education 
and Training Child Care Fee Assistance, Community Support Program and Budget Based Funded 
Program until 30 June 2018.

The Interim Home Based Carer Subsidy Pilot Programme (Nanny Pilot Programme), which 
commenced on 1 January 2016 and subsidises care provided by a nanny in a child’s home, will also 
be extended for six months to 30 June 2018. The hourly fee cap will be increased from $7 to $10 
from 1 June 2016.

Mercer’s View
Affordable and accessible childcare is a major barrier for women’s workforce participation. 
It’s disappointing to see a delay of 12 months for previously announced additional payments, 
which in turn extends the current disincentive for many primary carers to increase their 
hours worked or return to work at all.

Impact on Employers
There is an indirect impact through primary carers returning to work.

Impact on Individuals 
For many working families, the income earned by the primary carer is substantially spent on the cost 
of child care, particularly for multiple children. This financial disincentive to work is a major reason 
why female workforce participation levels are substantially lower than men, which in turn contributes 
to the significant gap in superannuation balances between women and men. Delaying the previously 
announced package prolongs the short term cost to young families and the lifetime implications for 
primary carers whose income often never recovers from extended time taken to care.
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The Government has made a number of announcements in relation to 
Health in the Budget that will impact individuals and some employers. 

A D D I T I O N A L  M O N E Y  F O R  P U B L I C 
H O S P I TA L S  A N D  T H E  E S TA B L I S H M E N T 
O F  A  N E W  C H I L D  A N D  A D U LT  P U B L I C 
D E N TA L  S C H E M E
The Government will provide an estimated additional $2.9 billion between 2017-18 and 2019-20  
to support public hospitals, with links to reforms to reduce avoidable hospital admissions, improve 
patient safety and boost the quality of services. 

It will also establish a new national Child and Adult Public Dental Scheme at a cost of $1.7 billion to 
ensure that dental spending is better prioritised. Adult Commonwealth concession card holders, 
along with all children, will be eligible under the Scheme.

I N C R E A S I N G  T H E  M E D I C A R E  L E V Y  
L O W - I N C O M E  T H R E S H O L D S
To keep up with inflation, the Government will raise the Medicare Levy low-income thresholds for 
the 2015-16 financial year. This will ensure that low income households will continue to be exempt 
from the Medicare Levy.
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M A I N TA I N  T H E  C U R R E N T  F R E E Z E  O N 
M E D I C A R E  B E N E F I T S  S C H E D U L E  F E E S
The Government will retain the current level of Medicare Benefits Schedule (MBS) fees for all 
services provided by GPs, specialists, allied health and other health practitioners until June 2020.

Current income thresholds for the Medicare Levy Surcharge and Private Health Insurance Rebate 
will be maintained.

The Government is maintaining the current income thresholds for the Medicare Levy Surcharge 
and Private Health Insurance Rebate for a further three years until 1 July 2021.

Mercer’s View
Increasing the Medicare Levy threshold for low income earners is a positive decision. Mercer 
endorses the linking of the additional $2.9 billion in public hospital support to tangible reforms 
in patient care and safety, and especially the reduction in admissions and re-admissions. 
Avoidable admissions and re-admissions cost both the public and private sector many millions 
of dollars per annum. Any improvement from the current limited public dental scheme is also 
welcomed. In addition to improving patient priority, any reduction in wait-times for those in 
real public dental need should be an additionally desired outcome. 

Impact on individuals
While the increase in the Medicare levy threshold for low income earners is welcomed, the freezing 
of MBS fees, the Medicare Levy Surcharge and Insurance Rebate thresholds will mean potentially 
greater out-of-pocket expenses for doctors’ bills and increasing private health insurance 
premiums for many Australians. With decreasing Government health insurance rebates and no 
income threshold adjustment until 2021 we will see continuing pressure on the affordability of 
private health insurance.

Impact on employers
The freezing of the Insurance Rebate thresholds will continue to see employees move from the 
maximum Government rebate tier into a lower rebate tier. For those employers funding private 
health insurance premiums for their employees at various rebate tiers, any factor that pushes 
employees into a lower rebate tier will have significant cost implications on employer subsidies.
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AThis document is intended to inform clients of Mercer’s views on particular issues. It is not intended 

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