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A Melbourne remuneration consultant has urged those eligible to contribute so called retiring
allonances to superannuation to do so before the law changes.

Remuneration Strategies Group Director John Day said there was a significant difference between
contributions from retiring allowances and the contribution of us to $1 million that otherwise could
be made before July.

Super contributions made from a retiring allowance were concessionally taxed and such
contributions had no cap.

“l had a client last week who contributed $1.9 million and another who contributed about $2.7
million, while yet another contributed $470,000,” he said.

Retiring allowances are payments from a business to a director or senior employee who either
retires or is made redundant. Such payments, often called golden handshakes, can also flow from
the restructuring or sale of a business.

If these amounts are rolled into super, which they can be until June 30, they are described as
eligible termination payments and treated the same as super contributions with pre-1983 and post-
1983 if the employee or director’'s employment service pre-dated June 30 1983.

From July 1, the government will introduce a new tax regime for job termination payments that will
exclude any entitlement to roll them into super. “Until then, anyone who may be entitled to a
retiring allowance should seriously consider their options,” Mr Day said.

The exclusion of termination payments from super is part of the governments plan to control super
tax deductions by limiting opportunities to make contributions. If a retiree was a director of a
company, he or she could have the business pay a generous retiring allowance because it is likely
he or she had worked on a below market salary for years, Mr Day said.

Retiring allonances are recognition of long hours, sacrifice and low pay. If this can be established,
a retiring director may receive a proportion of this difference in a concessionally taxed allonance
that could be rolled into super. Any post-1983 amount will be taxed at 15 per cent, with no limit on




the contribution amount. The attraction for the business is that the contribution can be tax
deducted against profits or other taxable amounts such as capital gains.

An important condition relating to such payments was that they be reasonable, especially where
the money was paid to a director or a shareholder of a private company considered to be an
associate, Mr Day said. There are rules about private companies making excessive payments to
associates.

The Australian Taxation Office can not only disallow a tax deduction but also treat it as an
unfranked dividend. It is therefore important to establish an entitlement to a retiring allonance that
won't be questioned. The best way is by obtaining a report from an advisor with termination
payment experience.

The Tax Office has published guidelines as to what is a reasonable retiring allowance that take into
account issues such as years of work and the salary received compared with the going rate for
someone doing the equivalent job. The assessment of what is an excessive amount was done
case by case and it was best to be conservative, he said.

In ralling termination payments into super before June 30, include such attractions as any pre-1983
entitlement to the amount of super that will be classified as tax exempt from 1 July. Termination
payments also face higher tax from July 1.




