


FAIR INDEXATION BILL
SAMPLE LETTER 1 TO SENATORS & MPS


(DATE)

(ADDRESS)
(ADDRESS)
(ADDRESS)
(ADDRESS)

Dear Senator (NAME)

Re: Fair Indexation Bill

The Senate will shortly consider and vote on the Fair Indexation Bill for DFRB/DFRDB recipients over age 55. This is a rare opportunity for Senators to collectively discharge their responsibility to the nation by showing the Parliament and people of Australia that they understand the unique nature of military service. It is also an opportunity for the Senate to show real leadership in recognising Government’s obligation for that unique military service with something more than hollow words.

I strongly support the Alliance of Defence Service Organisations (ADSO) position on this Bill. I ask that you put Government spin on this indexation issue to one side and genuinely consider the following factual information before deciding your voting intention.

What is the Bill About?
Military superannuation pensions are indexed to the Consumer Price Index (CPI). CPI was abandoned over a decade ago for Age and other welfare pensions because Government recognised that today’s CPI no longer maintained purchasing power of these pensions. CPI had changed. ADSO research shows that military superannuation pensions eroded by at least 26% over 20 years when compared with an indexed pension that maintains purchasing power.

63,000 military superannuation pensioners and their families are adversely affected by Government inaction and disregard for the financial security of retired ADF members.

What’s Wrong With CPI?
The Australian Bureau of Statistics said in 2001 that “…CPI is not a measure of the cost of living.” And no fewer than six parliamentary and other inquiries recommended replacing the CPI with a fair method. Even the Jess Committee way back in 1972 recommended that military superannuation pensions “…be adjusted so that relativity with average weekly earnings is maintained.” The Government set up yet another inquiry in mid-2008 under actuary Trevor Matthews, but his findings failed to fix the issue. Although the Government clings to the Matthews Report as justification for continued inaction, the demonstrably flawed report has been widely discredited because of its inaccuracies, inconsistencies and omissions.

What About ‘Gold Plated’ Military Superannuation Pensions?
A myth. The Government has attempted to spin the line that “a lifetime indexed pension” (which has inbuilt diminishing purchasing power over decades) is “generous” when compared with the long term nature and benefits of market-linked superannuation investments. But, as Senator Sherry has stated, the reality is that superannuation funds on average rose by around 5% above inflation each year for the past 35 years – through good economic times and bad. 

The average (mean) DFRDB pension, usually supporting a couple, is under $24,000. It is taxed at the marginal rate (10% offset after age 60). The median DFRDB pension is significantly lower. Meanwhile, the couple rate Age pension is more than $26,000. Other retired superannuants also enjoy tax free benefits. What more needs to be said about the alleged generosity of military superannuation?

What Will Fair Indexation Really Cost?
Senator Wong states that this Bill will impose a $1.7 billion fiscal cost over four years and increase the Commonwealth’s unfunded liability by $6.2 billion. But this is not the real cost, and the Government knows it. The Government Actuary vindicates the long-held ADSO position that fiscal balance figures, which are designed to satisfy Government accrual accounting requirements, bear no direct relationship to the real cost of indexation and “great care should be exercised when using fiscal balance figures for decision-making purposes, particularly in the area of unfunded superannuation arrangements.”  

The Government’s deliberate focus on long-term accrual costs over 45 years took no account of clawback through increased GST revenue, higher personal tax and lower outlays on social security until very recently. I note that Government now reluctantly acknowledges a total clawback figure of 30%. But even this figure is conservative because fair indexation would also generate an increase in GST revenue. And Government still ignores the fact that all compulsory member contributions were and are swallowed by consolidated revenue, to be used for Government’s short-term benefit rather than for offsetting the cost of DFRDB member benefits.

Government attempts to mislead and distort the annual budget costs of fair indexation have no doubt influenced the opinion of many members of Parliament and the public on the real costs of fair indexation. Former Finance Minister Tanner readily and reprehensibly admits in his new book, quoted in a 29 April 2011 newspaper, to these “standard tricks” (his words).

These long-term unfunded liability estimates are no more a measure of the true cost of indexation than they would be for the Age Pension or Medicare. How often do we see the Government trumpeting those figures?

ADSO estimates that fair indexation for all DFRB/DFRDB/MSBS military superannuation pensions would not exceed $16M in FY2011-2012, with an additional $176M over the forward estimates period before clawback. To suggest that fair indexation is unaffordable is nonsense. And if fair indexation is affordable for 3.3 million Australians on Age and other pensions, why is it unaffordable for 63,000 former members of the ADF?

So, What is the Solution?
The Future Fund was established to support the Government’s unfunded superannuation liabilities. Payment of Commonwealth superannuation liabilities will be from the Fund by 2020 – or earlier if fully funded – rather than from the annual budget. At December 2010, the Future Fund held $71.76 billion against a Target Asset Level of $106.7 billion. The Target Asset Level for the Future Fund is based on unfunded superannuation liabilities that assume an investment return of only 6%. However, the Future Fund's target rate of return on investments is 7.2%, 1.2% higher than the 6% long term bond rate and some 4.5% above CPI. Future Fund assets could grow to around $140 billion by 2020 at an assumed earnings rate of 7.2%p.a.

The differential of 1.2% between the basis for the unfunded superannuation liabilities and the target rate for Future Fund earnings is significant. It reveals the Future Fund’s capacity to not only fund current super-annuation liabilities but also demonstrates the Fund’s capacity to meet the cost of fair indexation if introduced in the short term, i.e. from 2011/12. Employing the Future Fund to fund the provisions of this Bill clearly limits any significant impact on the budget bottom line, allowing the Government to maintain fiscal responsibility. The ADSO submission to the Senate Inquiry on the Fair Indexation Bill contains a more thorough analysis of the real costs of equitable indexation. I strongly encourage you to read its submission.

Australia’s Retired Servicemen and Women Need Your Support
Military superannuation pensions must increase twice annually using the same method as the Age pension i.e. the greatest of CPI, PBLCI or MTAWE. We do not seek special indexation treatment despite the unique nature of military service, despite the discriminatory tax policy on DFRB/DFRDB benefits, and despite our compulsory contributions of 5.5% of pre-tax pay while in uniform. All I want is equity with my fellow Australians. The Fair Indexation Bill would restore adequate and fair indexation for DFRB/DFRDB recipients over 55 and is a welcome first step. 

Fair indexation is equitable. Fair indexation is affordable. Fair indexation would demonstrate to the Australian people that the Parliament recognises the unique nature of military service and takes its obligations to the ADF seriously. 

You can stop any more erosion of military superannuation pension purchasing power. I look forward to your advice that you will support the Fair Indexation Bill.

Yours sincerely,





(YOUR NAME)
(YOUR ADDRESS)
(YOUR ADDRESS)
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