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Section One  Executive Summary 
 
Recap of Stage One 
 
1.1 Stage One of the strategic review of the Retirement Benefits Fund (‘the RBF’) 

provided an analysis of the current state of the RBF and consideration as to the future 
options available, based on an assessment of the current and contemplated future 
costs and risks to the Tasmanian Government. 
 

1.2 The key findings from Stage One of the review were as follows: 

 The RBF has a high cost base when compared to a number of other funds within 
the superannuation industry, making the Accumulation Scheme (TAS) within 
the RBF expensive on a per member basis; 

 Given the transition to an outsourced administration model in 2011, the RBF 
has a large number of employees when compared to other similar 
superannuation funds within the industry. This is driven by the business model 
within the RBF, which is centred around providing the member with a personal 
service; 

 The RBF has a declining membership base, which will be further impacted by 
the auto-consolidation measures within the superannuation industry; 

 There is increased competition within the industry, particularly 
AustralianSuper, HESTA, retail master trusts and SMSF’s; 

 Despite having a documented business strategy, there has been limited 
development of a growth strategy and articulation of the RBF’s competitive 
advantage; and, 

 The significant unfunded liability within the Defined Benefit Schemes has 
restricted the ability of the RBF to obtain its RSE licence. 

1.3 Stage One of the review identified three potential options for the RBF going forward, 
which were: 

 Maintain the RBF in its current state; 

 Continue to pursue an RSE licence and attempt to grow the RBF to a scale 
required to be competitive, which will create the opportunity for mergers; 
and/or, 

 Consideration of alternative providers for the default (i.e. accumulation) 
members within the RBF, with the Tasmanian Government maintaining 
responsibility for the day-to-day activities of the defined benefit schemes. 
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1.4 Given the high costs of the RBF on a per member basis, declining membership, 
superannuation industry trends towards consolidation and scale and increasing 
regulation, PwC was requested to further explore the option of RBF no longer 
providing an accumulation product and selecting a new default fund, with the 
Tasmanian Government retaining responsibility for the defined benefits schemes. 
 

1.5 This report, therefore, will focus on the key issues to consider for the Tasmanian 
Government during the process of selecting a new default fund, highlighting the steps 
within the process and the structures that should be put in place to allow an 
appropriate decision to be taken in the best interests of the members of TAS. 
 

1.6 The report will also consider an appropriate organisational structure to provide 
defined benefit scheme services to members following the transfer of TAS accounts to 
a new default fund. 

 
Key Points Arising From Stage Two 
 
1.7 There is a market within the superannuation industry for the TAS and account-based 

pension accounts, which comprise a total value of approximately $3 billion as at 
23 February 2014. 
 

1.8 All existing TAS accounts should be transferred across to the new default fund, once 
appointed.  
 

1.9 Any entitlements of TAS account holders within the defined benefits section of the 
RBF will remain, with the new default fund and the RBF collaborating to establish 
appropriate protocols to administer those members with defined benefit entitlements, 
once relevant legislative amendments have occurred. 
 

1.10 For those defined benefit members that remain within the RBF, there will be no 
changes to their benefit entitlements. There may need to be legislative change to 
retain some of these benefit entitlements. 
 

1.11 Key factors that need to be agreed in order to commence the process for appointing a 
new default fund for the existing TAS and account-based pension members are as 
follows: 
 

 The appointment of a selection panel will be determined by the Tasmanian 
Government. Members would be drawn from the Tasmanian Government (i.e. 
Treasury) and the RBF; 
 

 The identification and agreement on a set of key evaluation criteria and their 
associated weightings; 

 

 The agreement on a list of superannuation entities to be invited to tender; 
 

 The development of a request for tender document; and 
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 The compilation of an information booklet, through a combination of hard-
copy documentation sent directly to the relevant parties and soft-copy 
documentation through the use of a data room. 

 
1.12 The majority of the RBF’s investments are those that are typically found in many 

superannuation funds and, therefore, any proposed segregation and transfer of assets 
is not expected to present any material issues. There are, however, some unique 
Tasmanian-specific assets which will potentially need to remain within the defined 
benefit-only RBF. 
 

1.13 Consideration will need to be given to the management of investments in the defined 
benefits-only RBF, with the options ranging from continuing with the current model 
to outsourcing all elements of the investment process to an implemented consultant. 
 

1.14 There will be tax implications relating to any member transfer and segregation of 
assets. It is important that further advice is obtained on the actual tax position 
specific to the RBF’s investments. It is also important to note that tax implications are 
commonplace in the transfer of accounts and assets between funds and should not be 
a deterrent to the process. 
 

1.15 Legislative and regulatory amendments will be required to provide for the selection of 
a new default fund and the transfer of TAS accounts to that fund whilst protecting 
members’ interests. Legislative and regulatory amendments will also be required to 
enable the ongoing administration of the defined benefits schemes in the absence of 
the TAS scheme. 
 

1.16 We envisage that the successor fund transfer principle in the Superannuation 
Industry (Supervision) Act 1993 will be adopted where possible, having regard to the 
RBF’s status as a public sector fund.  That is, members are to have equivalent rights 
before and after transfer. The final authority to implement the reform would rest with 
the Minister and this would be reflected in legislation. . 
 

1.17 Upon confirmation of a new default fund and the associated transfer of accumulation 
accounts out of the RBF, in the short-term it will be prudent for the existing Trustee 
model to remain, on a scaled-down basis. 

 
1.18 Based on our knowledge of similar funds within the superannuation industry, we 

envisage that, upon transfer of TAS accounts, in year one the appropriate headcount 
for the RBF in a defined benefit only world would be approximately 30 - 35 staff with 
the Board remaining in its current structure, subject to the relevant terms of office. 
This would represent a significant decrease from the 105 staff that currently exists (90 
permanent staff and 15 fixed term) and would result in a redundancy program. 
 

1.19 Within this staff number, it is critical that the appropriate identification and retention 
of key subject matter experts is undertaken to allow for the ongoing operation of the 
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defined benefit schemes. Maintaining member-facing consultants in Hobart will also 
be important from a member services perspective. 
 

1.20 We consider that financial planning should not be a business that the Government 
provides through the RBF in a defined benefit-only environment. We acknowledge 
that there are complexities within the defined benefit schemes but there is the 
opportunity for private sector financial planners to specialise, particularly considering 
the RBF’s accreditation project currently being undertaken for financial planning 
businesses within Tasmania. 
 

1.21 There will also need to be greater scrutiny around the cost structure of the defined 
benefit-only RBF, particularly in relation to current expenditure and the 
administration fee paid to Mercer in its current role as the key service provider. 
 

1.22 In the longer term, consideration should be given to the replacement of the current 
RBF Board with a Superannuation Commissioner, who would report to Treasury and 
would be supported by, say, ten to fifteen staff, with further functions outsourced 
where possible (e.g. accounting, insurance claims/processing).  

 
1.23 Once the RBF is largely paying pensions only, in ten years-plus time, it may be 

appropriate for it to operate within an agency of the Tasmanian Government. 
 

1.24 Historical costs of the RBF defined benefit scheme over the period 2011 – 2013, 
excluding investment management costs, have been between $19 million and $22.3 
million.  
 

1.25 We have reviewed these costs and believe that these could potentially be reduced to 
$12-14 million annually, (excluding investment management costs), with the 
additional one-off costs of transition, including redundancy costs, totalling up to $7-8 
million. These ongoing costs may drop further as the RBF progresses towards a 
pensions-only scheme. 
 

1.26 Within this future costs estimate, it will be important to commence negotiations early 
with Mercer in relation to the structure of the future administration fees. 
 

1.27 We considered the appetite to outsource the trustee function of the defined benefit-
only RBF. However, due to the existing unfunded liability within the defined benefit 
schemes, we deem it unlikely that there will be significant interest in external parties 
taking it on. 
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Section Two  Selection of a New Default Fund 
 
A new default fund 
2.1 The Association of the Superannuation Funds of Australia defines a default fund as 

being “a superannuation fund listed…which…has been selected by an employer and 
into which an employer must pay an employee’s superannuation contributions where 
the employee has not exercised choice of fund”. 
 

2.2 Although an employer may select a default fund, or a number of default funds, for 
their employees to select from, the individual employee is also entitled to choose their 
own superannuation fund. 
 

2.3 In the case of the Tasmanian Government, as established in the Public Sector 
Superannuation Reform Act 1999, the default fund for employees is the RBF, and 
more specifically, the TAS scheme. 
 

2.4 We note from the work performed during Stage One of this review that a number of 
members have exercised choice. RBF members also have accounts in place with funds 
such as AustralianSuper and HESTA. 
 

2.5 At any point, an employer is entitled to change the default fund(s) they have in place. 
For the Tasmanian Government to make such a decision, changes will be required to 
the underlying legislation. These changes will be considered later in this report. 
 

2.6 Based on membership data provided by RBF management, we note that as at 
23 February 2014 there were 60,361 accounts within TAS with a total value of $2.55 
billion. 
 

2.7 There are also 1,802 account based pension accounts, with a total value of $406.9 
million. It is proposed that these accounts would also form part of the transfer of 
accounts to a new default fund. 
 

2.8 We also note that there are significant linkages between TAS and the Defined Benefit 
schemes, with approximately 29,000 accounts ($1.53 billion) within TAS having 
entitlements relating to the defined benefit schemes.  

 
2.9 Based on our discussions with RBF management and the Tasmanian Government, we 

note that these linked entitlements present a potential layer of complexity in relation 
to the servicing of accounts.  We understand that these linkages between the TAS and 
defined benefit schemes can all be addressed through a combination of legislative and 
administrative approaches. These are considered in more detail in Appendix 4 of this 
report. 
 

2.10 However, such linkages would not prevent the Tasmanian Government from selecting 
a new default fund and undertaking a transfer of all the TAS accounts to this new 
default fund. 
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2.11 Considering the approaches that have already been received by the Tasmanian 
Government, the RBF and ourselves, from other superannuation entities within the 
industry, we are confident that there is a market for the transfer of the TAS accounts.   
 

2.12 For the purposes of this report, we have assumed that all the TAS accounts will be 
transferred to the new default fund, along with the account-based pensions. This is 
our preferred position. 
 

2.13 The two stages involved in outsourcing the TAS scheme are: 
 

 the selection of a new default fund for Tasmanian Government employees by 
the Minister; and, 

 Ministerial approval for the transfer of TAS accounts to the new default fund. 
 
2.14 The principle underlying the transfer of TAS accounts to the new default fund is that 

the new default fund will provide at least equivalent rights to those of the TAS account 
holders. This is considered in more detail later in this report. 
 

2.15 The maintenance of equivalent rights also needs to ensure that TAS members retain 
any rights they have in respect of retained benefit entitlements within the defined 
benefit schemes.  
 

Default fund selection process 
 
2.16 As demonstrated by the flowchart within Appendix One of this report, a typical 

approach to the selection of a new default fund involves three key stages. We have 
provided further details on these key stages in the following table: 
 
Default Fund Stage Key Characteristics of Stage 

Stage One: Identification of 

potential default funds and 

determination of shortlist 

 Selection panel agrees on approach to tender i.e. general 

expression of interest or a more targeted approach 

Stage Two: Issue request for 

tender and evaluate 

responses 

 Selection panel drafts and distributes tender document to 

potential default funds 

 Develop and distribute information booklet and access to 

associated data room 

 Provide opportunity to potential default funds to attend Q&A 

sessions, if required 

 Receive and evaluate request for tender responses, with report 

prepared in conjunction with the appointed advisor 

 Determine shortlisted funds for further consideration 

 

Stage Three: Interview 

potential default funds and 

make decision on new 

default fund 

 Shortlisted funds make presentations to the selection panel 

 Selection panel consider presentations, requesting further 

information where required 

 Selection panel make recommendation to Minister 

 Minister confirms new default fund 

 



 

 

 9 

2.17 Within Stage One of this process, we recommend that a more targeted approach is 
adopted, with a focus on those entities within the superannuation industry that have 
visible synergies with the RBF, that have a proven track record of providing 
superannuation products to their members and who have sufficient scale to ensure 
that they will remain viable within the industry into the future.  
 

2.18 The identification of the options would typically be performed by a selection panel, 
which would comprise the Tasmanian Government (Treasury) and the RBF.   
 

2.19 We have included an indicative timeline for the selection of the new default fund 
within Appendix Two to this report. We estimate that it may take up to a year to select 
the new default fund. 
 

2.20 As part of the transition timetable, decisions will need to be made around when the 
new default fund will commence receiving new members and new contributions, 
which we would recommend starts at the earliest opportunity, and then when the 
existing accounts within the accumulation scheme and the contributions for existing 
active account holders will occur. 
 

2.21 Specific consideration will need to be given to additional clauses, if any, that will need 
to be added to the new default fund’s trust deed and rules to reflect the unique nature 
of the RBF and the linkages between the TAS and defined benefit accounts. 

 
2.22 It may also be appropriate for an agreement/contract to be developed between the 

Tasmanian Government and the new default fund. For specific consideration within 
such a document would be: 
 

 the development of, and measurement against, performance criteria for the 
new default fund, which would provide some support behind the initial 
decision made were the new fund to change significantly within a short space 
of time post transition; 
 

 the development of scripts for administrators, flags in the administration 
systems and agreed protocols between the relevant service providers for those 
members who have legacy entitlements within the RBF defined benefit 
schemes; and 

 

 the ability to transfer former TAS account holders away from the new default 
fund if the agreed performance criteria are not consistently met for up to three 
years following transfer. 

Evaluation criteria for selection of a new default fund 
 

2.23 The evaluation criteria for the new default fund should be developed based on what 
are seen to be the key non-negotiables from a current TAS member’s perspective. 
RBF’s member survey data showed that TAS members rank as most important 
returns on investments, fees and charges and products and services. 
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2.24 The evaluation criteria differ within each default fund tender, however the key 
characteristics are generally similar across all tenders. 
 

2.25 Based on our discussions with the Tasmanian Government and RBF management, 
and based on our assessment of the current accumulation offering provided to 
members by the RBF, we have included in the table below the proposed evaluation 
criteria for consideration during this default fund tender process. 

 
Evaluation criteria Weighting (%) Key factors to consider 

Organisation 5  Reputable sponsoring organisation 

 Ongoing commitment to the provision of superannuation 

 Scale and ability to maintain competitiveness over time, including 

management of costs 

 Linkages to Tasmania, existing or intended 

Fees and charges 20  Competitive level of fees and charges 

 Similar fee structure to existing arrangements 

 Impact on transfer between divisions (where applicable) 

 Robust process for fee amendments 

 Appropriate level of reserves 

Investments 20  Most cost effective and efficient approach to establishing the most 

appropriate investment strategy for the new arrangement 

 A coherent philosophy and process for the selection of investment 

options and managers 

 Range of investment options, in particular an appropriate default 

option 

 Competitive investment performance 

Insurance 10  Ability to take on the administration of the existing insurance 

arrangements 

 If not, the ability to match or come close to the benefits offered by 

the existing arrangements 

 A coherent approach to the transition of members from the existing 

arrangement to the new arrangement 

Administration 10  Compliance with legislative changes and statutory obligations in a 

timely manner 

 Proven track record in administering superannuation 

 Rigorous administration procedures and effective administration 

systems 

 Call centre operations including staffing qualifications and 

experience, software, service standards and operating hours 

 Competitive service standards and proven performance against 

these standards 

 Experience with public sector superannuation schemes and 

members with linkages back to legacy defined benefit entitlements 

(some funds will have no experience?) 

 Ability to manage and administer non-standard member requests 

e.g. queries in relation to retained rights within the RBF 

Member services 15  Depth of member education program, in particular access to 

financial advice and planners 

 Range of effective communication channels to members, website 
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Evaluation criteria Weighting (%) Key factors to consider 

functionality including extent of member online access and online 

capabilities 

 Flexibility in relation to the ways members can withdraw benefits, 

including the range of post retirement products and advice 

 Range of ancillary members services and relationships provided 

Employer services 5  Effective payroll/HR interfacing 

 Assistance in the development and maintenance of an efficient 

contribution remittance process 

 SuperStream  readiness 

Contract and governance 10  Appropriate service level agreement 

 Appropriate liability clause 

 Appropriate contract review mechanisms 

 Appropriate termination conditions, including a willingness to 

agree to minimum performance conditions in the short-term and 

ability to SFT of Tasmanian Government employees in the future 

 Appropriate Trustee and Risk Management structure and processes 

 Measurable compliance culture 

Transfer process 5  Transition management team with appropriate knowledge and 

experience 

 Track record in managing transitions, particularly those involving 

members with retained benefits under legacy arrangements 

 Ability to agree to a reasonable and achievable timetable for 

transfer of accounts 

 Ability to accommodate an SFT 

Total 100  

 
2.26 Within the evaluation criteria identified above, it is important to note that there are 

no references made to benefit design. The only accounts that will be transferring into 
the new default fund are accumulation or account-based pension in nature and as 
such the principles behind the calculation of a member’s benefit entitlement remains 
unchanged and, as such, members will not be disadvantaged from a benefit design 
perspective.  
 

2.27 There is focus, however, on some of the key elements that underpin a member’s 
benefit entitlement, namely the level of fees and deductions taken from a member 
account. 
 

2.28 Based on discussions with the Tasmanian Government and RBF management, we 
note that within the above evaluation criteria some of the more significant individual 
matters for consideration are: 
 

 Scale and future commitment to the provision of superannuation services; 

 The ability of the new default fund to administer the existing insurance 
arrangements, or offer similar insurance benefits; 

 The ability of the new default fund to adapt their administration protocols to 
respond to former TAS member queries in relation to RBF defined benefit 
entitlements; 
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 Willingness to provide a local service and physical presence to members and 
employers; and, 

 Willingness from a contract perspective to be held accountable to the 
Tasmanian Government for performance against agreed criteria post transfer 
of accounts for a defined period, possibly up to three years. 

 
2.29 Based on the assessment of the evaluation criteria and comparative data, each 

superannuation entity that has submitted a proposal document would be awarded a 
rating in each key service area. It will be important that the selection panel has an 
agreed and documented definition of what meets expectations in advance of awarding 
their ratings. 
 

Transfer of member accounts 
 
2.30 Once a new default fund has been selected, the next stage is to transfer the TAS 

accounts to that fund. 
 

2.31 Two options for the transfer of accounts between superannuation funds are: 

 Obtaining unanimous consent from members; or, 

 Using a successor fund transfer (SFT), as provided for in the Superannuation 
Industry (Supervision) (SIS) Regulations 1993 (CW). This essentially enables 
the transfer of accounts to a new fund without the members’ consent, provided 
the members’ rights to benefits are properly protected. 

2.32 The SFT process has been used for all large scale transfers of members between (SIS) 
APRA regulated funds that have occurred in Australia in recent years.  
 

2.33 A new default fund for the TAS members will meet the SIS definition of a successor 
fund in relation to a transfer of benefits of a member from a fund (called the original 
fund) if it satisfies the following conditions: 

 the fund confers on the member equivalent rights to the rights that the 
member had under the original fund in respect of the benefits; and, 

 before the transfer, the trustee of the fund has agreed with the trustee of the 
original fund that it will confer on the member equivalent rights to the rights 
that the member had under the original fund in respect of the benefits. 

2.34 We understand that the bundle of rights for each individual member needs to be 
equivalent, rather than the bundle of rights across the membership as a whole.  
 

2.35 Under the Superannuation Industry (Supervision) Regulations 1994 (Cwth) the RBF 
is an exempt public sector superannuation scheme and is not required to comply with 
the Superannuation Industry (Supervision) Act 1993 (Cwth) (the SIS Act). However, 
under a Heads of Government Agreement (HOGA), the RBF is required to comply 
with the spirit of the Commonwealth Government’s retirement income policy as 
specified by the SIS Act and its Regulations. 
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2.36 The RBF is established under Tasmanian legislation, the Retirement Benefits Act 

1993. TAS is the Government’s current default fund established in the Public Sector 
Superannuation Reform Act 1999 (PSSR Act) and neither the RBF nor the Minister 
have the authority under this Act to transfer TAS accounts to a new default fund. 
 

2.37 We envisage that the successor fund transfer principle in the SIS Act will be adopted 
where possible, having regard to the RBF’s status as a public sector fund.  That is, 
members are to have equivalent rights before and after transfer. The final authority to 
implement the reform would rest with the Minister and this would be reflected in 
legislation.  
 

2.38 RBF would be represented on the selection panel for the new default fund. It would 
also have a role in advising the Minister on the transfer of TAS accounts to the new 
default fund. The PSSR Act requires the Minister to consult with the RBF and Unions 
Tasmania before any amendment to the Trust Deed for the TAS. 
 

2.39 Legislative amendments will be required to the PSSR Act and also to provide the 
Minister with the legislative authority to approve the transfer of TAS accounts to a 
new default fund and specify the role of the RBF and new default fund.  
 

Consideration of the RBF’s Investment Structure 
 

2.40 As at 31 December 2013, the RBF held assets valued at over $4.7 billion across TAS 
(approximately 50% of assets based on latest available data) Defined Benefit 
(approximately 40%), and Pension (approximately 10%) sections. 
 

2.41 Whilst the RBF comprises a number of different schemes and options, all the assets 
are pooled together. As such, there is currently no explicit segregation of the defined 
benefit, accumulation or pension assets. 
 

2.42 In order for the Tasmanian Government to transfer the TAS assets to a new default 
fund, the assets will need to be segregated to identify which would be transferred and 
which would remain within the Defined Benefit schemes. 

 
2.43 The majority of investments (more than 97%+) are those that are typically found in 

many superannuation funds and therefore their segregation and transfer are not 
expected to present any material issues. 

 
2.44 Whilst the majority of assets are consistent with those commonly held by 

superannuation funds, there is a small proportion of assets that may require specific 
consideration: 
 

 RBF manages a number of direct commercial mortgages on Tasmanian 
properties. Direct investments of this nature are not common amongst 
superannuation funds and the resources required to manage such a portfolio 
means it is unlikely to be an appealing investment to superannuation funds 
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going forward. It may be appropriate for this portfolio to remain within the 
management of the Defined Benefit schemes and not be transferred; 

 

 There are directly held properties in Tasmania, for example 21 Kirksway Place, 
66-80 Collins Street (the “Telstra Building”) and 144 Macquarie Street). 
Whilst holding direct property is commonplace amongst many 
superannuation funds, specific characteristics of the RBF’s holdings mean 
there are additional matters for consideration, such as debt financing and 
current renovation projects. It may be appropriate to maintain these 
investments within the Defined Benefit schemes under RBF Management; and 

 

 The RBF also holds a 49.9% share in Hobart Airport. Infrastructure assets, 
such as airports, are generally in high demand amongst superannuation funds 
(particularly industry funds), provided they can be acquired at an appropriate 
price. It may, therefore, be appropriate for this asset to become part of the 
portfolio to be transferred to the successor fund, rather than remaining with 
the Defined Benefit schemes.  

 
2.45 The proposed restructure of RBF is likely to result in stamp duty and income tax 

consequences on the transfer/disposal of assets.  Typically, the stamp duty and 
income tax consequences should not deter transfers from occurring but are factored 
into the cost benefit analysis of undertaking the transfer. 
 

2.46 Very broadly, stamp duty is levied on a state-by-state and territory basis on 
transactions involving land and entities which hold land or have an exposure to land. 
From an income tax perspective, prima facie, the disposal or transfer of assets will 
result in the realisation of a taxable gain/loss (both capital and revenue). 
 

2.47 We have not reviewed any of the investments to determine the income tax and stamp 
duty considerations.  We recommend that further advice should be obtained to 
determine the stamp duty and income tax exposure (that may be borne by members 
either directly or indirectly) either before or at the commencement of any potential 
Stage Three of this review.  The advice should also consider whether any steps can be 
taken to manage or mitigate some of the stamp duty and income tax risks and 
exposures through the transition process. 
 

2.48 It should be noted that it is likely that the potential new default funds under 
consideration will have experience in transitioning investments, and as part of the 
transition process they will be asked to confirm their approach to ensure it is 
managed in the most cost effective manner 
 

2.49 In addition to the assets identified above, to ensure a simpler segregation of assets, we 
would suggest that a materiality threshold be considered in determining how assets 
should be segregated.  For example, assets comprising less than 0.5% of total assets 
(or around $20m) could be transferred or retained, rather than split between two 
schemes.  
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2.50 The Tasmanian Government and the RBF could offer some flexibility with this 
approach should there be any assets that they specifically want to remain within the 
Defined Benefit schemes.  
 

2.51 For all other assets, we believe a reasonable starting point would be to segregate 
assets on a pro-rata basis, based on the required asset allocation of each scheme and 
option.  
 

2.52 Once segregated, assets could then be transferred “in-specie” (i.e. ownership of each 
asset/unit trust would be assigned to the successor fund) rather than needing to sell 
assets.  
 

2.53 The above comments assume that the successor fund can absorb some exposure to 
illiquid assets.  The optimal approach to segregation may depend on the nature of the 
successor fund e.g. industry funds can generally tolerate greater exposure to illiquid 
assets, compared with “for-profit” funds.  Also, larger funds may be able to “absorb” 
certain holdings and sell down over time. 

 
Segregation of assets 
 
2.54 For reasons identified above, we believe the overall approach to segregating assets 

would be to identify particular assets that should either be solely transferred or 
maintained within the Defined Benefit schemes.  The remaining assets could then be 
pro-rated based on asset allocation requirements.  
 

2.55 This would involve the RBF, in conjunction with the Tasmanian Government, 
undertaking a process to legally split or allocate the existing assets between the 
various schemes.   
 

2.56 Once this has occurred it could be transferred to a new default fund along with the 
TAS accounts. 
 

2.57 In the event that a successor fund deemed an asset to be inappropriate for the TAS 
scheme and the RBF was unwilling to hold it in the Defined Benefit scheme, it could 
be sold prior to any transfer. However, we do not expect that RBF would need to sell a 
material portion of assets, if any, prior to (or as part of) a transfer.   
 

2.58 This would be typical of most transfers whereby the assets would be transferred to the 
successor fund through an in-specie transfer, then they would manage any sales over 
time as appropriate. 

 
Legislative Change Required 
 
2.59 If the Government decides to move TAS accounts to a new default fund, legislative 

and regulatory change will be required to provide for the: 
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 amendment of  the RBF Act, the PSSR Act which establishes  the TAS as the  
default fund for the Tasmanian Government, and consequential amendments 
to other legislation; 

 Minister to select a new default fund for TAS account holders and for all new 
Tasmanian public sector employees; 

 Minister to approve the transfer of all TAS accounts to the new default fund; 
and 

 retention of any specific TAS account holders rights to defined benefit 
entitlements, where required; and 

 the ongoing administration of the defined benefits schemes in the absence of 
TAS.  

 
2.60 As noted above we envisage that the successor fund transfer principle –that each 

members has an equivalent bundle of rights before and after transfer – will be 
reflected in legislation. These legislative and regulatory changes will need to be 
enacted before the process to select a new fund commences in order to provide 
certainty to prospective new default funds prior to their commitment of resources 
responding to a tender. 
 

2.61 Within Tasmania, legislation has previously been enacted to provide for similar 
transfers such as the transfer of the State Fire Commission Superannuation Scheme to 
RBF in 2005 and the Tasmanian Ambulance Service Superannuation Scheme in 
2006.  
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Section Three  Forward Looking RBF 

 
Potential future governance framework 

 
3.1 If the defined benefit schemes are to remain with the RBF as Trustee, we would 

envisage that the existing Board would remain largely unchanged in the short-term.  
However, the RBF would require a significantly smaller number of employees, as 
referred to later in this report.  
 

3.2 In the longer term (i.e. year three and beyond), though, there may be scope for this to 
change and for the Board to be replaced in its entirety with a Commissioner of 
Superannuation, employed by the Tasmanian Government. 
 

3.3 This model will be increasingly appropriate for the defined benefit schemes as their 
members will be transitioning towards retirement and entering the pension phase. At 
this time there will be less extensive requirements in relation to governance, product 
development and investments than is seen with the defined benefit schemes’ current 
demographics. 
 

3.4 This Commissioner would then be supported by a small team that would look after 
any day-to-day activities that are required, for example: 
 

 Contract management and service provider monitoring; 

 Investment management activities, depending on the investment model 
adopted; and, 

 The application of Trust Deed and Rules and underlying legislation. 
 
This could take the form of a dedicated team, or could be serviced through existing 
functions within the Tasmanian Government e.g. procurement, policy, and would be 
dependent on retaining the relevant subject matter experts currently employed by the 
RBF. 

 
3.5 Considering an appropriate timeline for this downsizing of the RBF this may, 

therefore, look as follows: 
 

Timeframe Staff Numbers 

(FTE) 

Comments 

Positions as at 27 March 

2014 

105 This amount is comprised of 90 permanent 

staff and a further 15 fixed-term staff. 

One year following the 

transfer of TAS accounts 

(PWC) 

30 - 35 

 

 

The RBF operates as defined-benefit only 

and streamlines its operations, removing 

divisions such as financial planning, project 

management, strategy and downsizing other 

divisions such as HR, finance, investments. 

We would envisage that key subject matter 

experts and the member services team 

would be retained. 

Longer term i.e. three years 10 – 15 At this time, once processes have become 
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Timeframe Staff Numbers 

(FTE) 

Comments 

plus following the transfer 

of the TAS accounts  

standardised and key roles have been 

identified, it may be appropriate to remove 

the Board and appoint a Superannuation 

Commissioner, supported by a small 

number of superannuation specialists. This 

could include the outsourcing of key 

functions such as accounting and insurance 

claims/processing. 

 
We have considered this timeline further as part of our cost analysis undertaken later 
in this report. 
 

3.6 Looking beyond three years, out to ten years plus, once the RBF is largely paying 
pensions only it may be appropriate for it to operate within an agency of the 
Tasmanian Government, where it will act purely as a payroll function. 
 

RBF operating model now and in the future 
 

3.7 As noted above, the RBF is an exempt public sector superannuation scheme under the 
SIS Act. However, under a Heads of Government Agreement (HOGA), the RBF is 
required to comply with the spirit of the Commonwealth Government’s retirement 
income policy as specified by the SIS Act and its Regulations.  
 

3.8 Therefore, although the RBF does not hold an RSE Licence, it is currently operating 
as if it were an APRA-regulated fund. It operates under a framework that allows for 
in-principle compliance with APRA’s Superannuation Prudential Standards and 
Reporting Requirements. 
 

3.9 In order to ensure that this compliance is maintained, and to ensure that the RBF 
fulfils its commitment to face-to-face service for its members, the Trustee has adopted 
an operating model that consists of the five divisions of operations, investment 
management, finance, corporate support and governance and secretariat. Across 
these five divisions, as at 27 March 2014 there were 90 permanent staff and 15 other 
non-permanent staff. 
 

3.10 If TAS accounts are no longer part of the RBF the operating model will change (i.e. 
there would be no growth agenda) and as such a number of these divisions could be 
scaled back and the number of employees would decrease. 
 

3.11 We are of the view that the fee-for-service financial planning can be provided to the 
RBF Defined Benefit members in the external market rather than continue to be 
partly funded by the Tasmanian Government. This is particularly the case given the 
current project the RBF has underway to provide accreditation to external financial 
planners within the Tasmanian economy. This would also remove the risk to the 
Tasmanian Government from exposure to financial planning advice. 
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3.12 We do, however, believe that there remains a role for the super consultants to provide 
face-to-face member services to members, at least in the medium-term (i.e. one to 
three years). 
 

3.13 As shown in point 3.5 of this report, we propose that a more appropriate number of 
staff for the defined-benefit only RBF may be between 30 and 35. This would involve 
a further reduction in staff numbers from that proposed by RBF management in the 
areas of financial planning and member services, product, finance and investments, 
IT and facilities and HR and may look as follows: 
 

Division PwC-Proposed 

Staff Numbers 

General Manager 2 

Operations 12 – 15 

Investments and finance 8 -9 

Corporate support 8 -9 

Total 30 – 35 

 
3.14 This could reduce further in the longer-term (i.e. three years and beyond) with DB 

management undertaken through a superannuation commissioner, rather than a 
Board. 
 

3.15 It is important that an appropriate level of analysis and due diligence is performed 
over the existing employees within RBF and their current roles, responsibilities, skills 
and expertise to appropriately identify any subject matter experts and key staff that 
exist when finalising any new organisational structure.  
 

3.16 There are some complexities within the defined benefits sections of the RBF and it is 
important that the historical knowledge is maintained to support the ongoing 
management of member entitlements. 
 

3.17 The proposed staff numbers are not inconsistent with other defined benefit schemes 
within the industry. For example, based on our industry knowledge we are aware of a 
complex defined benefit scheme which is an externally administered fund, employs 
approximately 50 staff to operate a fund which has funds under management of $6.2 
billion, accumulation and defined benefit members and is actively pursuing a growth 
strategy. We are also aware of other funds similar to the RBF who are currently 
significantly downsizing their operations following a decision to outsource. 
 

3.18 By undertaking such a change in the operating model, there will be redundancy costs 
involved. We have been provided with a listing of the salaries and length of service of 
all the staff currently employed by the RBF and we note that: 
 

 There are 37 permanent employees, out of a total of 90, with full time 
equivalent salaries in excess of $100,000 

 There are a further five fixed term employees, out of a total of 15, with full time 
equivalent salaries in excess of $100,000 

 Of the total 105 staff members listed, 54 of them commenced prior to 2010 
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The new default fund may wish to appoint some of the RBF staff to ensure they have 
RBF-specific subject matter experts within the business and/or provide a Tasmanian 
presence. 
 

3.19 RBF has advised that the average redundancy payment is approximately $64, 000 per 
staff member.  
 

3.20 Other transition costs will include those related to the provision of professional 
services, administration and data provision and member communications. We 
estimate that these transition costs, including redundancy costs, could total between 
$7 - 8 million. 
 

3.21 The above calculations exclude annual leave, long service leave and superannuation 
entitlements, which are currently accounted for within the defined benefit Schemes. 
As at 30 June 3013, these leave balances totalled $1.23 million for all employees and 
the RBF’s total defined benefit liability for all employees is $17 million. 

 
Service providers 

 
3.22 We expect that member administration will continue to be outsourced in the short 

and long term. 
 

3.23 On the expectation that the members that remain with the RBF following the 
appointment of a new default fund will be defined benefit and pension members only, 
we would expect that the contract in place between the RBF and Mercer will require 
negotiation, from both a services and fee perspective. 
 

3.24 Based on our knowledge of administration contracts within the superannuation 
industry, we note that defined benefit and pension schemes are typically more 
expensive to administer than hybrid schemes, the accumulation members typically 
creating some economies of scale to a fund as a whole. 
 

3.25 Our initial, informal discussions with representatives from Mercer have indicated that 
the Tasmanian Government should expect to see an increase in the administration 
fees per member, on the basis that no accumulation members remain. 
 

3.26 However, we also note that the RBF administration contract was signed in 2011 and is 
now three years old. The transfer of the TAS accounts to a new default fund will 
provide the RBF with the opportunity to refresh the pricing structure and service 
levels to ensure it is in line with the prevailing market conditions. 
 

3.27 A key element of the negotiation of any new pricing structure will be the clear 
identification of those services that are to be provided by the administrator as 
opposed to those services that will still reside with the Trustee. 
 

3.28 Based on the RBF services catalogue provided to us by management, some services 
that are currently provided by the RBF could instead be undertaken directly by the 
administrator. These services include: 
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 Outbound calls to answer member queries; 

 Maintenance of applicable guidance notes and fund summaries; and, 

 Member newsletters and other media and marketing tools. 
 

3.29 Depending on the selection of the new default fund provider, the administrator may 
also need to develop additional protocols with the new administrator of the TAS 
accounts for the smooth administration of the approximately 29,000 accounts that 
have either retained or are eligible for a defined benefit entitlement with the RBF. 
This may add a degree of complexity when administering member benefits moving 
forward, although this is commonplace in the superannuation industry as members 
have multiple accounts with multiple funds. 
 

3.30  
 
                   < information withheld  due to being commercially sensitive > 
 
 
 
 

3.31 There are also other contracts in place within the RBF that will require review and 
consideration, following the appointment of a new default fund.  These are as follows: 
 

Service Provider Function Comments 

JP Morgan Custodian Contract is subject to an annual review, rather than having a specific 

expiry date. The future of the custodian will be somewhat dependent 

on the investment model adopted by the defined benefits-only RBF. 

CommInsure Life Insurer The existing insurance rate guarantee in place for RBF members 

expires on 16 December 2015, at which time CommInsure may seek 

to vary the policy terms.  

 

A significant change to the RBF could trigger such a variation. 

21 Kirksway Place RBF Premises This is currently leased out to the RBF for a further nine years and to 

Aurora, another Tasmanian Government business in the process of 

undergoing significant change, for a further seven years. 

 

The RBF’s office space requirements will decrease following the 

transition of the TAS accounts and a reduction in staff numbers and 

as such consideration should be given to sub-letting the existing 

space. There may be the potential to sub-let to the new default fund, 

were they to require space to develop a Tasmanian presence. 

 
3.32 There is also a significant contract, or multiple contracts, in place in respect of 

information technology services that need consideration, plus a number of other 
contracts that are not material in nature and could be terminated or managed on a 
rolling basis.  
 

 



 

 

 22 

Cost Analysis 
 
3.33 Over the previous three years, the costs associated with the operation of the defined 

benefit schemes within the RBF have been as follows: 
 

  2011 ($m) 2012 ($m) 2013 ($m) 

Defined Benefit Schemes expenses 19.0 19.5 22.3  

 
These costs, which are borne by the Tasmanian Government, have been allocated to 
the defined benefit schemes of the RBF based on the RBF management’s cost 
allocation model and include project costs associated with the defined benefit 
schemes. 

 
3.34 Based on our review of the costs of the defined benefit-only RBF, we believe that there 

are substantial cost savings that could be achieved. We have estimated the likely 
future costs of the RBF, as follows: 

 

Cost Area 

One Year 
PwC cost 

estimate ($m) 

Longer Term 
PwC cost 

estimate ($m) 

Staff costs 3.0 – 3.5 1.4 – 1.8 

Mercer base administration fees 3.2 – 3.5 2.5 – 3.0 

Mercer ancillary costs 2.8 – 3.0 3.2 – 3.6 

Other expenses 3.0 – 4.0 3.0 – 3.6 

Total 12 - 14 10 – 12 

 
 The assumptions that underpin the above cost estimates appear in Appendix Four. 
 

 
RBF Defined Benefit Investments 
 
3.35 Key options to consider in relation to the future management of defined benefit assets 

are as follows: 

 Continue with the approach of a combination of internally managed, directly-

held assets and those outsourced to professional investment managers; 

 Outsource the management of all assets to professional investment managers; 

 Contract the management of Defined Benefit assets to the successor fund 

provider; or, 

 Outsource all portfolios to an implemented consultant/fund-of-fund manager. 

3.36 Continuing with the current approach, whereby the majority of assets are outsourced 
to professional investment managers with the RBF also having discretion to hold 
assets directly, requires the greatest level of internal resources and is the most 
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flexible. It is also the approach adopted by many large Australian superannuation 
funds (particularly industry funds). 
 

3.37 Whilst the approach does provide flexibility, it may not be aligned with the 
Tasmanian Government’s strategy of reducing its day-to-day involvement in the 
management of assets and running a superannuation fund. 
 

3.38 An alternative approach is to entirely outsource the management of all assets to 
professional investment managers. This approach is still likely to require an 
investment team to provide due diligence on recommended investment managers and 
asset allocation but materially fewer resources than currently is the case. 
 

3.39 There would be less flexibility and less control over underlying assets but assets would 
be managed by professional investment managers thus giving a clear line of 
responsibility. This is the approach taken by many superannuation and government 
funds. Should this approach be adopted, directly held assets could be sold over time. 
 

3.40 As a third option, in addition to transferring the TAS accounts, a successor fund could 
also be tasked with managing the remaining Defined Benefit assets (on behalf of the 
RBF). 
 

3.41 This should retain any scale advantages and possibly reduce the requirement for asset 
restructuring.  The Tasmanian Government would still need to review its overarching 
investment policy for the management of Defined Benefit assets should this approach 
be adopted. 
 

3.42 It is likely that the nature of the successor fund selected will have a bearing on the 
merits of this approach.  For example, it is unlikely to be possible should an industry 
fund be appointed but more likely should a “for-profit” fund be appointed (as they 
will manage assets for a fee). 
 

3.43 The final approach for consideration is to appoint an implemented consultant (or 
fund-of-fund manager).  Under an implemented consulting arrangement: 

 

 The RBF Board (in conjunction with the Tasmanian Government) would be 
responsible for setting key risk/return parameters for the whole portfolio; 
 

 The implemented consultant would be responsible for decisions relating to the 
implementation of the asset allocation; 
 

 The implemented consultant would also be responsible for performance 
analysis and reporting; 
 

 Implemented consultants would charge an all-inclusive fee based on 
percentage of funds under management.  This fee would cover the advice that 
they give and the management of portfolios; and,  

 

 The RBF/Tasmanian Government could utilise the implemented consultants 
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scale to obtain competitive fees. 
 

3.44 This approach would minimise the level of involvement in investment decisions by 
outsourcing decisions relating to investment manager selection and termination.  It 
would give the Tasmanian Government and the RBF the least amount of control and 
flexibility but would be in line with the Tasmanian Government’s strategy of stepping 
away from the day-to-day management of assets and provision of superannuation. 
 

3.45 Should an implemented consultant be appointed, it is unlikely that an investment 
team would be required.  There would still need to be a point of contact within the 
RBF, with which the implemented consultant would liaise but it would not need to be 
a full time role due to the hours likely to be required.  It could be combined with 
another role or a part time role. 
 

3.46 The RBF currently holds a number of investments that are Tasmanian focused. As 
stated at point 2.46 of this report, we would envisage that these assets will remain 
with the defined benefit-only RBF. Looking forward, the appetite for further 
investment in Tasmanian assets will be dependent on the investment strategy 
adopted for the defined benefit schemes and the Tasmanian Government’s approach 
to the balance between investment performance and funding levels. 
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Appendix One: Stages in the Selection of a New Default Fund 
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potential default funds, 
assisted by appointed 
advisor 

Provide selected funds 
with a short 
questionnaire of, say, 
ten questions 
 

 

Evaluate returned 
questionnaires (based 
on TBD key evaluation 
criteria 

Determine shortlisted 
funds to participate in 
next stage (RFP) 

 
 

Provide selected funds 
Request for Proposal 
documentation 
 

 

Provide the selected 
funds with access to the 
data room 

Evaluate proposals 
received (based on 
evaluation criteria and 
weightings) 

 

Determine shortlisted 
funds to participate in 
next stage 
(presentations) 
 

 

Presentations by 
selected funds 

 

Re-evaluate, if required 
due to additional 
information from 
presentations 
 

 

Select preferred  
default fund 

Stage Three 

Stage Two 

Option to bypass 

remainder of Stage One 

and progress directly to 

Stage Two 

Recommend preferred 
default fund to Minister 
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Appendix Two: Indicative New Default Fund Timeline 
 
The following table details the key dates of an indicative timeline relating to the selection of a 
new default fund: 
 

Key Date Milestone Parties Involved 
July 2014 Decision to pursue selection of a new 

default fund for Tasmanian 
Government 

Minister 

August 2014 Selection panel confirmed Treasury and RBF 
management 

October 2014 
 

Relevant legislation passed through 
the Tasmanian Parliament 

Treasury and Minister 

Evaluation criteria and request for 
tender finalised 

Selection panel 

Limited tender candidates confirmed 
and request for tender issued 

Selection panel 

December 2014 Request for tender responses received Tender candidates 
January 2015 Responses reviewed, assessed and 2/3 

candidates shortlisted 
Selection panel and 
tender advisor 

February 2015 Interview the shortlisted candidates Selection panel 
March 2015 Decision made re: new default fund Selection panel and 

Minister 
ASAP after March 2015 All new accumulation members and 

contributions commence with new 
default fund 

Treasury and RBF 
management 

September 2015 (Successor Fund) Transfer of all RBF 
accumulation members to new default 
fund 

Treasury and RBF 
management 
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Appendix Three:  Linkages Between the TAS and the Defined 
Benefit Schemes 
 
The following linkages exist between the TAS and the defined benefit schemes: 
 

 The TAS scheme and the RBF’s defined benefit schemes are complementary in 
nature, for example, approximately half of the TAS members also have accounts 
within the RBF Contributory Scheme (‘CON’) or have entitlements to RBF-funded 
life pensions.  

 

 One of the conditions for entitlement to these life pensions is that a continuous 
financial interest be maintained in RBF.  This will not be the case for TAS 
members following transfer to a new default fund. For the TAS members’ rights 
to benefits to be maintained on their transfer to a new default fund an 
amendment to the Retirement Benefits Regulations will be required to remove 
the ‘continuous financial interest’ provision. The financial risk of these retained 
benefit entitlements will remain with the RBF.  

 

 The new default fund and the RBF will need to collaborate to develop business 
protocols for the provision of administration services to those TAS members who 
have these retained benefit entitlements, to ensure the associated enquiries are 
directed to the RBF and dealt with in an efficient and member-friendly manner. 

 

 Defined benefit account holders also have access to services as a result of the TAS. 
The main linkages include: 

 

 CON members who receive insurance benefits through the TAS scheme; 

 Account-based pension options for the surviving partners, aged 75 and 
over, of life pensioners; and, 

 Rollovers received from and paid out to other accumulation funds within 
the industry, as the RBF investment accounts will no longer be available 
as a holding account or as the default payment option for the defined 
benefit schemes. 

 

 We understand that options are available to address  the above linkages including 
through: 

 

 minor legislative and regulatory amendments; 

 the development of business protocols between RBF and the new default 
fund; and 

 potential negotiations with the proposed default fund as part of the 
transfer process. 
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Appendix Four – Assumptions Underpinning the Estimated 
Ongoing Costs of the Defined Benefit-Only RBF 
 
The following assumptions have been used in estimating the ongoing costs of the defined 
benefit-only RBF as disclosed at point 3.34 of this report: 
 

 The staff costs are based on an average salary of $100,000 which has been 
obtained from the current RBF payroll data. We have assumed that staff numbers 
will reduce to approximately 30 - 35 one year after the transfer of the TAS 
accounts, before further reducing to 10 - 15 in the longer term; 

 

 The Mercer base administration fees have been estimated using the base fees 
agreed within the signed administration agreement, updated for AWOTE, and the 
current defined benefit membership numbers. Future estimates have been 
developed based on adjustments for AWOTE and have also considered an 
expected decrease in the defined benefit membership (calculated using the 
number of defined benefit accounts that were closed during the year ended 30 
June 2013); 

 

 Given a lack of transparency in relation to the Mercer ancillary costs, we have 
developed cost estimates based on AWOTE increases and increased 
responsibilities as the RBF decreases in size, offset by an expected decrease in 
fund membership; and, 

 

 The other expenses estimate, which includes professional services fees, leasing 
costs and IT costs, is based on the listing of other expenses provided by RBF 
management and the application of its 70% factor, adjusted to remove all the 
discretionary expenditure already identified by the RBF and additional 
expenditure that could be saved (in areas such as board elections, information 
technology, staff uniforms) following the transfer of the TAS accounts. 

 


