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Background to the Australian system
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Brief history of the Australian superannuation system

Compulsory super
(SG) introduced at
3% (increasing to 9%
by 2002); super
coverage extended
to 72% of employees;
super assets ~ $148
billion

32% of private sector
employees covered;
superannuation
added to industrial
awards; super assets
~ $41billion

1987 1988 1992

Benefit payment tax
reduced by 15% to
offset the
introduction of a 15%
tax on contributions;
a15% tax on
investment income
was also introduced
(system moves from
EET to TTT)
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APRA established as
the prudential
regulator of super
funds; the following
year SMSFs are
established for the
self employed

Simpler Super
reforms announced;
reasonable benefit
limits abolished; all
benefit payments tax
free (system now

World Bank endorses
3 pillar system:
compulsory super,
Age Pension,
voluntary savings; SIS
Act introduced to
regulate super; 80%
of employees made
super contributions
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Choice introduced;
employees able to
select their own
super fund for SG
contributions; 90% of
employees covered;
super assets ~ $763
billion / 85% of GDP

Caps on
contributions to
superannuation were
introduced; super
assets reach S1
trillion (1,153
billion); greater than
100% of GDP for the
first time (119%)



Productivity
Commission reviews

Brief history of the Australian mission revi
erriciency an

superannuation system competitiveness of
super system; Royal Compulsory portability

Commission of super introduced;

established to contribution rules

investigate misconduct relaxed (work test,
in financial services bring forward, spouse

industry; Age Pension contributions); early

eligibility age starts to access to super (for

gradually increase to COVID-19 financial

relief); Putting

age 67 from 2024;
means test taper rates Members Interests
First (PMIF) changes

APRA’s prudential increased from
framework focused 1/1/2017; pension implemented; Member
balance cap introduced

from 1/7/2017

Age Pension adjusted
from 25% of MTAWE
to 27.7% for singles
(41.76% for couples)

on governance and Outcomes (MO)
measures introduced

risk management

2009 2011 2013
Stronger Super MySuper products New means test rules Your Future Your Super
reforms announced, introduced as default introduced for (YFYS) changes
focused on product nominated longevity products ' |mp!ementeq,
operations and by employer from 1/7/2019; including Stapling,
. ; . Underperformance
efficiency including Protect Your Super ,
default PYS) ch Test, Member’s Best
new derauit super _( Jc anges. Financial Interests
products implemented; (MBFI) duty; Design
number of funds and Distribution

Obligations (DDO)
introduced along with
new Internal Dispute

reduced to 207
(down from 1,511 in
2004); super assets ~
$2.9 trillion / 150% of Resolution (IDR)
GDP mechanisms;
Retirement Income
Covenant consultation
to be implemented in
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Mercer CFA Institute Global Pension Index 2021

Covers 43 retirement income systems measuring adequacy, sustainability and integrity:

Grade Index Value

Systems

A >80

Iceland
Netherlands
Denmark

B+ 75-80

Israel
Norway
Australia

B 65-75
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Finland
Sweden

UK
Singapore
Switzerland
Canada
Ireland
Germany
New Zealand
Chile

& Australia

Australia’s retirement income

system comprises a means-tested
age pension (paid from general
government revenue); a mandatory
employer contribution paid into
private sector arrangements (mainly
DC plans); and additional voluntary
contributions from employers,
employees or the self-employed paid
into private sector plans.

The overall index value for the
Australian system could be
increased by:

* moderating the assets test on

the means-tested age pension to
increase the net replacement rate
for average income earners

+ reducing the level of household

debt
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+ introducing a requirement that

part of the retirement benefit be
taken as an income stream in most
circumstances

increasing the labour force
participation rate at older ages as
life expectancies rise

* introducing a requirement to show

benefit projections on annual
statements

The Australian index value increased
from 74.2 in 2020 to 75.0 in 2021
primarily due to an increase in

the household savings rate in the
adequacy sub-index.

Legislating for Retirement Incomes



Why is retirement income policy important?
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Retirement Themes — the retired population is growing ...
Roughly doubling over the next 15 years

2020

2025

500 250 0 250 500 500
Members ('000)

2030

250 0 250 500
Members ('000)

2035

500 250 0 250 500 500
Members ('000)
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250 0 250 500
Members ('000)
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.... and they will retire with more super
Those in “the middle” will grow from % of retirees to around %

Per cent Per cent
100 100
$1,000,000 +
90 90
80 80
70 $500,000 to $749,999 20
Proportion of superannuation balance 60 60
ranges at retirement
50 $250,000 to $499,999 50
(2020 dollars, AWE deflated)
40 40
30 30
Below $250,000
20 20
10 10
0 0
2020 2025 2030 2035 2040 2045 2050 2055 2060

Year
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The ASFA Comfortable Standard

health, vitality and connection in retirement

The minimum annual cost of a comfortable retirement.

) Singles .

$44,818"

Couples

$63,352°

Daily essentials Staying fit
Housing and healthy

* Council rates
= Water, electricity, gas
* Insurance
* Internet/telco subscription
* Home repairs and maintenance -
fix leaking roof/repair plumbing
+ Replace broken household appliances
* Run air conditioner or heater

* Health insurance

* Pharmacy

+ Doctor/specialist visits
= Exercise

(e.9. aqua aerobics, yoga,
bowls, dance class)

Groceries

* Fresh food

* Pantry staples ~

« Toiletries %

Transport

* Bus/train tickets

* Petrol

= Car ownership, insurance
and maintenance/repairs

Clothing and footwear
« Replace worn-out items
* Modest wardrobe updates

.

Australia’s trusted retirement
savings companion since 2004

Staying socially

engaged

* Movies

= Streaming services
= Day tours - galleries/exhibitions
» Attending sports games
* Visit to local club

* Haircuts

*For retirees aged 65-85 who own their own home.

© 2021 Deloitte Consulting. Deloitte Touche Tohmatsu.
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Connecting
with family

= Computer

* Mobile/home phone

= One domestic flight
per year

* One international flight
every seven years

June quarter 2021

Legislating for Retirement Incomes
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Paper to the Australian Gender
Economics Workshop (2018)
- Grattan Institute

“Single women who are retired and
do not own their own home are the
group most likely to rely almost
solely on the Age Pension, and are
at the greatest risk of poverty in
retirement.”
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IS A COMFORTABLE RETIREMENT OUT OF
REACH FOR THE AVERAGE AUSTRALIAN?

- University of Melbourne (2016)

“Federal government changes to the Age Pension assets
test will reduce retirement incomes of a surprisingly large
proportion of the Australian population.”

“Under the new rules, only 51 per cent of couples will be on
track to be able to retire comfortably. For singles, the
changes to the assets test have almost no effect, with 37
per cent, rather than 38 per cent, projected to achieve a
comfortable living standard in retirement.”




How single retirees spend their money RIR: “Average

Age Pension $25,000 pa

ASFA Modest $29,000 pa

Working-life
Taxable Income”

Lower 30% < $48k
Higher 20% > $113k

Median ~ $68k
2019-20 dollars

Renter $35,000 pa

ASFA Comfortable $45,000 pa
Renter $51,000 pa

Over age 85 ~ 4% less
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How will we balance the Covenant objectives

© 2021 Deloitte Consulting. Deloitte Touche Tohmatsu. ~~ CONFIDENTIAL

Legislating for Retirement Incomes

13



Objective for superannuation (2016)

The Superannuation (Objective) Bill was
introduced to Parliament in 2016 to
establish the primary objective of the
superannuation system:

“To provide income in retirement to
substitute or supplement the age pension.”

Unfortunately, this bill lapsed in Parliament, leaving some
uncertainty about the overall pathway to better retirement
outcomes.

Retirement Income Framework (2016-17) explored the key
issues with CIPRs.

First Retirement Income Covenant position paper (2018).

New Means Test rules for lifetime income streams effective
from 1 July 20109.
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Retirement Income Review (2020)

Adequacy

Whether the system allows for
Australians to achieve an
adequate standard of living in
retirement

Sustainability

Whether the system can
continue to meet its objectives
into the future and maintain
broad community support

© 2021 Deloitte Consulting. Deloitte Touche Tohmatsu.

Equity

Whether the system produces
fair outcomes for different
groups of Australians

Cohesion

Whether the incentives across
the system reinforce or conflict
with the system’s objectives
both before and during
retirement

Legislating for Retirement Incomes
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Trustee obligations

© 2021 Deloitte Consulting. Deloitte Touche Tohmatsu.

Legislative developments
and heightened community
expectations will impact

how retirement solutions
are designed and brought
to market

It will be important for funds to prepare and take action early

CONFIDENTIAL
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Retirement Income Covenant (202 1) Trustees will need to formulate a strategy to provide members with

a path to achieve their retirement income objectives by 1 July 2022.

The proposed retirement income strategy principles are:

* Trustees are required to formulate, review regularly, and give effect to a retirement income strategy for the retired members of their
fund, and the members of their fund approaching retirement. The strategy can be formulated for:

— all members in generality, or Funds must use data to assign members

— cohorts of members in generality, as identified by the trustee. correctly to the cohort strategies.

* The strategy should outline how the trustee intends to assist their members to achieve the following objectives:
— maximise their retirement income (considering the Age Pension and any other relevant income support payments)

— manage risks to the sustainability and stability of their income MiEfi e ie Tredlveion 6f mew

— have some flexible access to savings during retirement. products to manage retirement risks

* The strategy should identify how trustees intend to assist their members to balance these objectives, and whether the trustee’s
intended assistance is likely to increase or decrease the retirement incomes of their members.

Funds will need to engage members

using technology, tools and guidance
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Setting the retirement income strategy is a balancing act

Maximising expected retirement income

Not everyone has the same
needs and wants (i.e. utility

function)

Trade-offs will need to be

- made between competing @

Maximising objectives
income

Flexibility and Managing

liquidity risks
Having flexible access to expected funds
during retirement Managing expected risks to the

sustainability and stability of expected
retirement income
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It needs a holistic framework

Ongoing process to obtain more relevant Advice/guidance strategy
. . . Public calculator
information about members and calibrate

. : . . Member calculator
their solution (continuous personalisation) Call-centre and adviser-assisted

Tailored member statements

Cohorts Product fit Strategy assessment

End to end Covenant Readiness

Cohorting approach

is data-dependent, Mass-customisation
could be automated with ML /

regression techniques

Other considerations

Compliance with Covenant

Product suite targeted at
cohorts, using a building
block approach

* Retirement income strategy
* Strategy assessment
* Strategy review

Account-based Longevity

. - Age Pension
pension protection layer g€ Fensio

© 2021 Deloitte Consulting. Deloitte Touche Tohmatsu.
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Objectives for retirement income products

Living Standards

Increase individuals’” standard
of living by facilitating risk
pooling — providing security of
income for life and the
potential for higher income in
retirement

© 2021 Deloitte Consulting. Deloitte Touche Tohmatsu.

Longevity Risk Efficiency

Increase the availability and Increase the efficiency of the
choice of products that superannuation system so that
efficiently manage longevity it can better meet its proposed
risk objective

CONFIDENTIAL

Empower

Empower trustees to provide
members with an easier
transition into retirement

Legislating for Retirement Incomes
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Types of retirement income products

Product Brief description

A3 ] Provides a guaranteed regular income stream, starting immediately, for life, regardless of market performance or length of life. May or may not be indexed
Lifetime annuity < ARG

Provides a guaranteed income stream for a fixed term. May have a residual capital value (RCV) of anywhere between 0% to 100%, so has the ability to

Fixed term annuit .
y emulate a term deposit.
Provides a guaranteed regular income stream, starting at some pre-determined point in the future, for life, regardless of market performance or length of

Deferred lifetime annuity life. May or may not be indexed to inflation.

Provides a lifetime income stream, starting immediately, linked to market performance, regardless of length of life. Generally, the guarantee provided is

Investment-linked annuity linked to a certain number of units that are invested in an underlying fund.

Group self-annuitisation scheme Similar to a lifetime annuity but with no guarantee and income dependant on underlying investments and the survivorship pool.

Variable annuity A guaranteed income stream linked to market performance with some downside protection. The investor pays an explicit fee for the guarantee.

Declared rate investment option An account-based pension investment option that provides members with short-term certainty by having a declared rate each year so members know what
(in ABP) they will receive.

Capital protected investment option An account-based pension investment option that provides members with downside market protection while capping maximum performance. The

(in ABP) guarantee is usually funded through the investment management fee and is set at a level commensurate with the volatility of the underlying investment.

An account-based pension investment option that provides members with a fund that has a specific focus on income-generating assets, with no guarantee

High yield investment option (in ABP) or declared rate. Members will be aware that the investment option’s aim is purely to generate income.

Bucketing strategy An account-based pension investment option that provides members with a rebalancing strategy that aims to provide exposure to higher growth assets
(in ABP) while simultaneously having cash available for drawdowns and to withstanding market downturns.
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Balancing the objectives with different retirement income products

Have some flexibleaccessto
savings during retirement

Layering
strategies-
ABP + GSA/

annuities

Lifetime/
deferred
annuities

Manageriskstothe
sustainability and stability of

Investment
-linked
annuities

© 2021 Deloitte Consulting. Deloitte Touche Tohmatsu.

retirementincome / \

Market-
invested
GSA
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Account-based
pensions
(including
bucketing

strategies)

Variable
annuities

Maximise retirementincome

Structured
investment
option

Legislating for Retirement Incomes
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How do we guide members through the complexity?
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The need for help and guidance at retirement

“We have some responsibilities for making sure that they don’t walk out the door with a big pot and head to the first person who
has, you know, a pot of beans to sell them, and then you just wave goodbye to them and say, good luck.”

Investment Magazine, 11 June 2021

© 2021 Deloitte Consulting. Deloitte Touche Tohmatsu. CONFIDENTIAL Legislating for Retirement Incomes
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Many opportunities to support customers on their retirement journey

Opportunity 1 Opportunity 2 Opportunity 3
Helping customers Helping customer to Helping customers to
to find the right navigate through a track income in
retirement transition retirement

progSct
OPPORTUNITIES o o o O o

o O o o o
PRE ACTIVE PASSIVE FRAGILE
RETIREMENT RETIREMENT RETIREMENT RETIREMENT

ENJOYING FINANCIAL GETTING OVER THE ANXIOUS DAYDREAM i THE NEW PURSUING LIVE RECEIVE
THENOW : AWAKENING i  PLANNING HUMP TO REALITY i BEGINNING PASSIONS SIMPLER SUPPORT
Starts first job.  Talks to trusted Checks current Finalises retirement Ends career Contributes to Completes Reduced
individuals for status of financial readiness with employment.  society by any needed independence
Begins advice and goals. trusted expert. taking on downsizing or due to poor
compulsory lessons. Activates passion decluttering health.
Super Decides money retirement projects, of
contributions Kids leave home required for income via volunteering or  possessions. Receives aged
(1992). and financial retirement, combination  part time work. care through
burden is makes plans to of pension, Updates a facility or
Money focus decreased. get there & super, Pursues wealth family
shifts to contacts financial personal interests transfer plans ~ member.
providing for AEhEETs, savings and including based on
family. investments. travel, circumstance
PURSUE THE REDUCES continued changes.
MOMENT OF HEALTH AND DEBT Iearning and
MORTALITY MONEY PLAN BURDEN hobbies.
Becomes aware of Actively increases Pays off the
own mortality contributions to super mortgage.

through a health
event or death of a
loved one.

© 2021 Deloitte Consulting. Deloitte Touche Tohmatsu.

pre retirement.

Assesses health and
thinks more consciously.

Reduces monthly
expenditures.
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Deloitte.

Retiree profile
Base case

o0 i Starting balance: $563,953 > Initial product allocation

$65,000
$60,000

= = ss0500 $563,953

$45,000
ACCOUNT-BASED PENSION

$40,000

$35,000
$30,000
INVESTMENT-LINKED ANNUITY

$25,000
$20,000
$15,000
$10,000
$5,000
$0

67 68 69 70 71 72 73 74 75 76 77 78 79 80 81 82 83 84 85 86 87 8 89 90 91 92 93 94 95 96 97 98 99 100 101 102 103 104 105

Age

B Account-based pension L

B Investment-linked annuity POOR AVERAGE STRONG
@ Age Pension

Annuity income settings Account-based pension asset allocation

Initial allocation: 0% 0%

Deferral period: 0 years 0 years Conservative

Age Pension
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Retiree profile
Retire early

o0 i Starting balance: $479,720 > Initial product allocation

$65,000
$60,000

= = ss0500 $479,720

$45,000
ACCOUNT-BASED PENSION

$40,000

$35,000
$30,000
INVESTMENT-LINKED ANNUITY

$25,000
$20,000
$15,000
$10,000
$5,000
$0

62 63 64 65 66 67 68 69 70 71 72 73 74 75 76 77 78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 100

Age

B Account-based pension L

B Investment-linked annuity POOR AVERAGE STRONG
@ Age Pension

Annuity income settings Account-based pension asset allocation

Initial allocation: 0% 0%

Deferral period: 0 years 0 years Conservative

Age Pension
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Retiree profile
Career break

o0 i Starting balance: $484,402 > Initial product allocation

$65,000
$60,000

- T $484,402

$45,000
ACCOUNT-BASED PENSION

$40,000

$35,000
$30,000
INVESTMENT-LINKED ANNUITY

$25,000
$20,000
$15,000
$10,000
$5,000
$0

67 68 69 70 71 72 73 74 75 76 77 78 79 80 81 82 83 84 85 86 87 8 89 90 91 92 93 94 95 96 97 98 99 100 101 102 103 104 105

Age

B Account-based pension L

B Investment-linked annuity POOR AVERAGE STRONG
@ Age Pension

Annuity income settings Account-based pension asset allocation

Initial allocation: 0% 0%

Deferral period: 0 years 0 years Conservative

Age Pension
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Retiree profile
Retire early + career break

-

o0 i Starting balance: $407,105 > Initial product allocation

$65,000
$60,000

= = ss0500 $407,105

$45,000
ACCOUNT-BASED PENSION

$40,000

$35,000
$30,000
INVESTMENT-LINKED ANNUITY

$25,000
$20,000
$15,000
$10,000
$5,000
$0

62 63 64 65 66 67 68 69 70 71 72 73 74 75 76 77 78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 100

Age

B Account-based pension L

B Investment-linked annuity POOR AVERAGE STRONG
@ Age Pension

Annuity income settings Account-based pension asset allocation

Initial allocation: 0% 0%

Deferral period: 0 years 0 years Conservative

Age Pension
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Retiree profile
Base case

$70,000
$65,000
$60,000
$55,000
$50,000
$45,000
$40,000
$35,000
$30,000
$25,000
$20,000
$15,000
$10,000
$5,000
$0

i Starting balance: $563,953 > Initial product allocation

paBEacEsst $389,128
i

ACCOUNT-BASED PENSION

$174,825

= $50,500

INVESTMENT-LINKED ANNUITY

67 68 69 70 71 72 73 74 75 76 77 78 79 80 81 82 83 84 85 86 87 8 89 90 91 92 93 94 95 96 97 98 99 100 101 102 103 104 105

Age

B Account-based pension L

B Investment-linked annuity
B Age Pension

POOR AVERAGE STRONG

Annuity income settings Account-based pension asset allocation

Initial allocation: 0% 31%

4‘_

Conservative

Deferral period:

0 years ® 11 years

Age Pension
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Retiree profile
Retire early

o0 i Starting balance: $479,720 > Initial product allocation

$65,000
$60,000

= = ss0500 $340,601

$45,000
ACCOUNT-BASED PENSION
$40,000
139,119
$30,000 ) J
$25,000 INVESTMENT-LINKED ANNUITY
$20,000
$15,000
$10,000
$5,000
$0 62 63 64 65 66 67 68 69 70 71 72 73 74 75 76 77 78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 100
Age

B Account-based pension L

B Investment-linked annuity POOR AVERAGE STRONG

B Age Pension

Annuity income settings Account-based pension asset allocation
Initial allocation: 0% @ 29%
Deferral period: 0 years ® 11 years Conservative

Age Pension




Four significant trends shaping retirement needs

Understanding these trends is critical to defining future customer propositions that are compelling and
reflect the evolution of customer needs and expectations.

RETIREMENT IS
CHANGING

Australians are living longer than ever
before

Australians are likely to spend more time in
retirement than previous generations with life
expectancy increasing 4 years by 2050. There
is greater need to begin early planning for

retirement.

Retirement is an active
multi-staged transition

Retirement is shifting from a linear pathway of
learning, working and retiring to a multi-
staged transition involving components of
working, learning and resting, all occurring

before retirement.

Australians are more
technology enabled

Increasing digital and technology literacy with
70% of current seniors completing daily
internet searches. Retirees are increasingly
leveraging technology-enabled income
opportunities such as driving an Uber or

renting a spare room.

Insights generated through Deloitte’s recent D5 Retiring Australians open innovation research.

© 2021 Deloitte Consulting. Deloitte Touche Tohmatsu.
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Open data enables a
broader conversation

The broader accessibility and distribution of
customer data enables a growing number of
differentiated service and experience offerings
to meet customers’ needs. Open banking is an
immediate opportunity to build customer data
and insight.

Legislating for Retirement Incomes
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Five customer insights will shape future offerings

An acceptance of technology

“I'm happy to keep up with technology now — it really makes your
life better. | just need someone to show me”

Staying healthy
THE NEEDS AND

DESIRES OF RETIRING
AUSTRALIANS ARE
EVOLVING

"Before | retire, | need to focus on my health so that | can do all of
the active things | planned to do”

Fear of running out
"I don't know how long | will live - the scariest thing about
retirement is not having enough”

Retirees are more confident than past Leaving a legacy

generations, but common challenges remain.
"The number one thing for me is to make sure that my family is

going to be alright and taken care of”

Proactive relationships

o

"I'always have to be the one to call them and | wish they would come

@lgé@

to me with opportunities that | might qualify for”

Insights generated through Deloitte’s recent D5 Retiring Australians open innovation research.

© 2021 Deloitte Consulting. Deloitte Touche Tohmatsu. CONFIDENTIAL Legislating for Retirement Incomes



BRIDGE TO TOMORROW

2023 INTERNATIONAL
CONGRESS OF ACTUARIES

28 MAY - 1 JUNE 2023 - SYDNEY

Catch the moment -
Become a sponsor
of ICA2023

Be heard around
the world - Submit
your abstract by
31 March 2022!

« 4

TITTN

R s Gty
In addition to the ‘traditional’ ;
sponsorship channels,
ICA2023 will be broadcast

to actuaries around the
world via a state of the

The Actuaries Institute

Australia and the I1AA
are looking for abstracts
with originality, a path
to further research and
real commercial and
practical value.

art digital platform that's
‘live’ one week before the
Congress — and for 30
days afterwards. So you
reach a vastly bigger
audience - and for
weeks rather than days.

. = -
Milliman

Gold Sponsors

As the world seeks to absorb the costs,
lessons and recovery opportunities
thrown up by COVID-19.

Find out more: ica2023.org

You can build your own sponsorship packages to get maximum value from the

hybrid structure, including — virtual booth facilities with ‘real’ sales interaction — Deloitte.

lead generation and nurture — even 1:1 chats with delegates.
Contact Jules Gribble, Chair Sponsorship Sub-Committee: jules.gribble@ica2023.org @ Swiss Re Gen Re
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