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1. Executive Summary

1.1 The Tasmanian Government has requested that a strategic review of the Retirement Benefits

Fund (‘the RBF’) be undertaken to identify the most appropriate means for the Tasmanian

Government to provide superannuation for its employees and members of the RBF in the

future.

1.2 The RBF is a Tasmanian Government statutory authority currently operating as an exempt

public sector superannuation scheme and is Trustee of five partially funded Defined Benefit

Schemes and one fully funded Accumulation Scheme.

1.3 The current membership as at 30 June 2013, based on account numbers, stood at 94,000,

with funds under management of $4.3bn and the unfunded liability of the Defined Benefit

Schemes as at 30 June 2013 stood at $4.2bn.

Scope of Report

1.4 This report provides 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.

1.5 It is important to note that this report does not consider any changes to member benefit

design, as this was explicitly outside the scope of this review.

1.6 As provided for in the terms of reference for this review, this report has considered the

following key objectives:

 Protecting the interests of the members of the RBF;

 Minimising the financial risks to the Tasmanian Government from the operation of the
RBF; and,

 Ensuring the financial sustainability and productivity of the RBF.

1.7 In undertaking this review, the following matters have been specifically considered and

addressed in the report:

 Ensuring that the RBF continues to operate, as far as is practicable, in accordance with
the standards required of an APRA regulated fund;

 The most appropriate means for the Tasmanian Government to provide
superannuation for its employees and members of the RBF;

 The capacity and options for achieving long term economies of scale in operational
costs;

 The impact of current and future Australian Government superannuation reforms and
trends in the Australian superannuation industry;

 Information included in the Board’s draft strategic plan 2012-15 (and subsequent
strategic plan 2013-16);

 The benefits and costs to the Tasmanian Government and the RBF’s members
associated with each option identified; and,

 Any likely regulatory or legislative issues.
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Overview of Approach

1.8 To understand the RBF’s current operating model, demographics and financial position we:

 Held meetings with key stakeholders, specifically the CEO of the RBF, the RBF’s

Board, executive management of the RBF and relevant trade union representatives;

 Reviewed a significant amount of RBF documentation and gained a further

understanding of the structure of the RBF through a presentation provided to us by

the executive management team dated 28 March 2013;

 Undertook follow-up meetings with the RBF’s executive management and the Board

dated 30 May and 1 June 2013;

 Considered the current financial models in place within other, similar superannuation

funds and benchmarked accordingly, using publicly available information and

knowledge we have of the industry;

 Held various meetings with representatives of the Department of Treasury and

Finance (Tasmania);

 Met with Mercer to discuss the arrangements in place in respect to the outsourcing of

the administration function of the RBF; and,

 Reviewed appropriate Tasmanian Government documentation e.g. 2013 and 2014

budgets, current RBF reporting to the Department of Treasury and Finance

(Tasmania).

Key observations and findings of the review

Background to the review

1.9 The superannuation industry within Australia is currently undergoing a significant amount of

regulatory and legislative change e.g. the development of APRA Superannuation Prudential

Standards and Data Reporting Standards, Superstream, MySuper.

1.10 The RBF, which is the default fund for the Tasmanian Government, has also undergone a

significant amount of change since 2008, moving from an in-house administered

superannuation fund to one with a wholly outsourced administration model (administered by

Mercer), and also embarking on the application process for an RSE License as requested by

the Tasmanian Government.
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1.11 Following an extensive review by APRA, the RBF submitted a draft license application to the

regulator in March 2012. In response to this application, APRA notified the RBF that, in

addition to the required legislative amendments already identified to meet APRA’s

governance, Board constitution and member benefit payment requirements, an RSE license

could be granted subject to the following two additional matters:

 The inclusion of a termination/wind-up provision in the RBF’s governing legislation;
and,

 The provision of a funding plan that meets APRA’s requirements regarding the

unfunded liability of the defined benefit schemes.

1.12 If the RBF was able to secure an RSE license and, subject to Tasmanian Government

agreement, if further legislative amendments could be made to the RBF’s governing

legislation, this would enable the RBF to receive superannuation guarantee contributions

from non-public sector employers.

1.13 Without a change in the Act, the RBF’s membership base will continue to decline and the

average age of the membership will increase. Members will continue to leave the RBF, either

to consolidate their existing superannuation interests as a result of terminating employment

within the Tasmanian public sector or to seek alternative, more competitive and enhanced

product offerings, and its funds under management will be unable to grow to an appropriate

level to achieve and maintain scale.

1.14 However, the Tasmanian Government, due to pressures arising from a constrained Budget

position and to ensure intergenerational equity by spreading the funding burden over time,

has made the policy decision to only fund the emerging cost of the superannuation liability,

and as such is not able to meet APRA’s requirements for issuing the RSE license to the RBF.

1.15 Regardless of the funding constraints detailed above, we also understand from our discussions

with the RBF’s executive management that it has been constrained in its capacity to develop a

clearly articulated growth strategy given the uncertainty surrounding the Review process.

However, the RBF has sought to improve its competitive advantage through a project based

program of change directed at product and service enhancement and seeking strong

investment returns. Notwithstanding this, it is not clear what competitive advantage RBF

may have, particularly given its relatively small scale in the broader superannuation industry.
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Performance of the RBF

1.16 The key statistics of the RBF over the period 2011 – 2013 are as follows:

30/6/2011 30/6/2012 30/6/2013

Membership (account numbers) 105,167 101,053 94,000

Funds under management $3.86 b $3.94 b $4.33 b

Unfunded liability $4.0 b $4.1 b $4.2 b

Total expenditure $31.8 m $32.5 m $40.7 m

Accumulation expenditure (as a %
of total expenditure)

33.0% 39.8% 45.2%

Staff numbers 155 118 118

1.17 When compared to other accumulation funds within the superannuation industry, the RBF is

expensive on an administration cost per member per week basis reflecting its aim to provide a

greater level of personal service to members. The key drivers of the RBF’s recurring

expenditure are salary costs and the outsourced administration cost, and the RBF has also

incurred significant project costs in recent years.

1.18 This is unlikely to improve going forward, with the RBF budgeting for continued growth in its

expense cost base in the 2014 financial year. Whilst there is scope for growth in expenses to be

subsidised through existing reserves in the short term, this is not a viable strategy in the

longer term. As such, member fees may need to rise to cover the shortfall between the RBF’s

expenses and the member fees currently charged. The proposed auto-consolidation of

members within the superannuation industry is likely to further reduce the RBF’s cost-

recoveries.

1.19 Given the size of the RBF from both a total membership and funds under management

perspective, it has significant employee numbers when compared to other superannuation

funds within the industry, with salary costs accounting for 39.8% of total recurring

expenditure. This is particularly the case given the administration function is now fully

outsourced to Mercer, which we would have expected to have been a catalyst to lower the

internal cost base to a further extent than has been the case.

1.20 The other significant expenditure is the administration fees paid to Mercer, which account for

36.7% of total recurring expenditure. Based on our discussions with both the RBF and Mercer

management, we understand that this is driven by the complex nature of the RBF (although it

is not clear that the RBF is any more complex than other public sector defined benefit

schemes) and the additional services that Mercer has provided since their appointment.

1.21 We note that each superannuation fund is unique in its approach to servicing its members and

that the RBF itself has a commitment to maintaining its history and continuing to provide a

personal service to its members in Tasmania. However, we would consider that current

employee numbers look high when considering the size of the RBF membership and the
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nature of the RBF and comparing this to our knowledge of other funds within the industry.

We would also, therefore, recommend that consideration be given to performing a review of

the existing organisational structure, which RBF management has indicated it intends to

perform during the financial year ending 30 June 2016.

1.22 We also note that, historically, other State Governments have reviewed their superannuation

arrangements and amended their superannuation models accordingly e.g. the development of

FirstState Super in New South Wales and VicSuper in Victoria as APRA-regulated, public offer

superannuation funds, the Western Australian Government running a tender to outsource

their superannuation administration and abolishing its financial planning department.

1.23 The Australian superannuation industry is diverse and competitive, with many options

available to employers and members alike. Given there is no market failure within the

industry and superannuation services can be provided to Government employees through the

development of choice, there is no longer a compelling reason for Governments to remain as

superannuation providers. Where the Government is considering remaining in the

accumulation sector and attempting to grow, a clear competitive advantage would need to be

demonstrated and evidence of a significant benefit to both members and the Government be

evident.

1.24 On consideration of the matters raised within this executive summary, we have considered the

options available to the Tasmanian Government for the future provision of superannuation

benefits to its employees. These options include:

 Maintaining the RBF in its current state;

 Continuing to pursue an RSE license and attempt to grow the RBF to a scale required

to be competitive; and,

 Consideration of alternative providers for the accumulation members within the RBF,

with the Tasmanian Government maintaining control of the day-to-day activities of

the defined benefit schemes.

Option one: Maintain the RBF in its current state

1.25 The Tasmanian Government could maintain the Fund in its current state, paying ongoing SGC

contributions into the Accumulation Scheme for those members who are eligible whilst

continuing to meet the ongoing financial requirements of the Defined Benefit Schemes as they

fall due.
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1.26 The following table highlights the key advantages and disadvantages associated with this

option:

Advantages Disadvantages
No requirement to amend the existing governing
rules of the RBF.

Doesn’t address the strategic challenges for the
RBF identified, such as a lack of economies of
scale.

Reinforces the commitment of the Tasmanian
Government to the provision of superannuation
benefits to its employees and members.

There remains a lack of clarity around the core
value proposition of the RBF to its members.

Minimises disruption to members and RBF staff. Static or shrinking membership base driven by
restrictions on who can be members, the aging
profile of the existing membership and the
expectation of low growth in the number of
Tasmanian State Sector employees going forward.

Retains ‘local’ service provider and the provision
of face-to-face financial planning advice.

Direct costs to members budgeted to continue to
increase over time.

Maintain any benefits from pooling the funds of
both schemes, however this would not be
significant in the context of genuine scale within
the industry.

Inability to collect SGCs from the broader
industry market will limit the attractiveness and
the competitiveness of products and services.

Retains and builds on the current operating
model and therefore minimises one-off
transaction costs that would be incurred by a
decision to pursue options 2 or 3.

The lack of transparency that exists within the
existing cost allocation methodology will
continue, unless a full review of the expenditure
model of the RBF is undertaken.

Maintains local investment presence. Does not address the lack of organisational focus
on cost control.

No requirement to review and split the
investments, reducing any potential investment
costs and associated tax matters.

Continued perception that the Tasmanian
Government accepts regulatory responsibility for
the Accumulation members and guarantees the
safety of members’ funds.

1.27 Whilst maintaining the RBF in its current state minimises disruption for RBF members, the

Tasmanian Government and the RBF’s employees, it would do little to address the strategic

challenges that face the organisation. Were the RBF to continue with its current business

model, its competitiveness is likely to be steadily eroded, with members facing increased

costs.

Option two: Remain under State legislation but proceed with RSE licensing and
commence the acceptance of SGCs

1.28 This option is based on the RBF remaining under the current State legislation and, subject to

some amendments being required to the Act, proceeding with its application for an RSE

license. If the RBF was able to secure a license, it would provide the Fund with the

opportunity to start accepting SGCs from existing members of the Fund who have now left

Tasmanian public sector employment and from non-State sector employees.
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1.29 Under this option, the RBF would be subject to the regulatory requirements of APRA, ASIC

and Austrac. There would, however, be continued reporting to the Tasmanian Government in

its role as sponsoring employer.

1.30 This would place the RBF in direct competition with other superannuation funds to attract

non-State sector employees to become members of the RBF.

1.31 The following table highlights the key advantages and disadvantages associated with this

option:

Advantages Disadvantages
Removes constraints on attracting external
members

Requirement for the Tasmanian Government to
adopt a funding plan for the Defined Benefit
liability, which may have major financial and
budgetary implications for the State.

May improve ability to retain existing members. Requirement for the Tasmanian Government to
agree to the inclusion of a winding up provision
in the relevant governance documents, which
would mean the Government no longer has full
control over the funding of the liability in certain
circumstances.

Enables mergers to be considered as a further
way of growing the funds under management and
membership base, which may benefit the
members by obtaining greater economies of scale
and reducing the per member costs.

The Tasmanian Government will relinquish all
elements of control over the RBF’s governance
structure and strategic direction, although there
would still be an element of control with regards
to the Defined Benefit Schemes in the role of
sponsoring employer.

Minimises disruption to members and RBF staff. The RBF will remain expensive on a cost per
member basis. It is unlikely that the ability to
receive external SGC in itself will lead to
sufficient scale to reduce these costs per member.

Retains ‘local’ service provider and the provision
of face-to-face financial planning advice. Local
investment presence maintained.

Whilst the ability to accept external SGCs would
remove a constraint, it does not in itself provide a
competitive advantage.

Maintain any benefits from pooling the funds of
both schemes, however this would not be
significant in the context of genuine scale within
the industry.

There is currently no evident value proposition
that would attract large numbers of new members
to the RBF.

Maintains local investment presence. With the Tasmanian Government still associated
with the RBF, there is a reputation risk to the
Government by extending the reach of the RBF
into a market that exhibits no signs of failure e.g.
the Tasmanian Government may be assumed to
be responsible for the superannuation of people
outside of the public sector.

No requirement to review and split the
investments, reducing any potential investment
costs and associated tax matters.

A merger may only be a short-to-medium term
solution, as the industry continues to undergo
consolidation under the new regulatory regime to
the extent that only funds with assets greater
than $10 billion can remain competitive.
Should any merger be considered, there will be
significant costs and effort involved in
rationalising service providers, organisational
structures and products.

1.32 For this option to be successful, a clear business strategy and competitive advantage is

required to compete effectively within the industry. Even with a clear value proposition in

place, organic growth would be unlikely to provide the scale of growth required.
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1.33 Regardless of the competitiveness issue, and as highlighted in the table at point 1.33, there are

a number of significant constraints that exist to the RBF securing an RSE license. For this to

be a viable option, these constraints would need to be resolved. Given the challenging fiscal

climate, this appears unlikely in the foreseeable future.

Option three: Tender the default fund status for the Tasmanian Government
and transfer the pure Accumulation members to a new default fund

1.34 The Tasmanian Government could take the decision to no longer provide an Accumulation

superannuation fund for its employees and members and instead look to appoint a new

default fund for the payment of SGCs and the ongoing provision of Accumulation

superannuation services to members and new employees of the Tasmanian Public Sector.

Potential options could include funds where there may be existing synergies in membership

and/or services e.g. Tasplan, HESTA, the Mercer Superannuation Trust.

1.35 The Defined Benefit Scheme and associated Accumulation balances that remain, which would

comprise approximately 22,000 members based on the 30 June 2013 Mercer administration

report, could either be run by the existing Trustee and management, on a significantly smaller

scale, or consideration could be given to bringing it within the responsibilities of a relevant

Tasmanian Government department. The Tasmanian Government could also consider

outsourcing the ongoing responsibilities to a corporate trustee, focusing instead on the

management of that relationship.

1.36 The following table highlights the key advantages and disadvantages associated with this

option:

Advantages Disadvantages
Allows Government to test the market to
determine whether a more competitive, cost
effective supplier of superannuation services,
exists for its employees.

Loss of any economies of scale currently enjoyed
from running the Defined Benefit and
Accumulation schemes within the one fund.

Over the longer term, significant cost savings may
be achieved on a per member basis through the
greater economies of scale obtained through
joining another fund.

The level of local presence within the Australian
superannuation industry would reduce.

Reduces the future commitment of the
Tasmanian Government to the provision of
superannuation, with the focus shifting to the
payment of contributions to the new default fund
and the payment of pensions and the run-off of
the Defined Benefit Schemes.

Running a tender and undertaking a transition
for a new default fund will incur time and costs.

The simplification of the structure of the RBF
would provide transparency, and the potential for
a reduction, of overheads and operating costs.

A reduction in scale may increase some costs for
the Defined Benefit Schemes, costs which are
funded by the Tasmanian Government.

Future projects currently in the pipeline within
the RBF will no longer need to occur.

We would expect to see an organisational
restructure of the RBF, which would inevitably
result in staff reductions.

Bringing the Defined Benefit Schemes in-house,
provides the opportunity for the Tasmanian
Government to have greater control over costs
and member communication within the defined
benefit schemes.

Were the control of the Defined Benefit Schemes
to be brought in-house, the current
superannuation industry knowledge gap would
need to be addressed.
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Moving Accumulation Scheme members to a
different default fund will require a well
developed communication strategy.
The Tasmanian Government, as principal
employer, would no longer have any control over
the default provider of the Accumulation
members’ superannuation.

1.37 To be competitive within the accumulation sector of the superannuation industry, a fund

needs to obtain scale to ensure it is gaining suitable cost economies and also needs to be

innovative from a marketing and product development perspective. Defined benefit

superannuation is not driven by the same competitive pressures, so by segregating the two

elements of the RBF, focus could be given to these differing characteristics, with no blurring of

costs and more transparent reporting.

1.38 There would be the loss, however, of any existing economies of scale (however, this is of minor

significance in the context of achieving true industry scale) and there would be disruption to

RBF members and employees. If this option is taken into consideration, it is important that

prior to making any decision regarding this option that a full cost-benefit analysis is

performed, to ensure that the RBF’s existing membership base is better off from the

perspective of member benefits and service delivery.

1.39 Change within the superannuation industry has been ongoing in recent years, with fund

consolidation occurring with increased frequency. Provided that members are satisfied that

they are no worse off under a proposed change, there is typically minimal member

engagement within the process, reflecting the general level of apathy within the industry.
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2. Future Industry Challenges
Who is remaining?

2.1 In 1982-83, 82 per cent of fund members within the superannuation industry were covered

by defined benefit funds. This has since fallen significantly due to the introduction of

award superannuation and later superannuation guarantee contributions. As a result,

accumulation funds have become increasingly popular, and per the APRA annual

superannuation statistics at 30 June 2012 total assets across the superannuation industry

were split 82.7% towards accumulation accounts and 17.3% towards defined benefits.

2.2 This decline in defined benefit funds has taken place for a number of reasons, which

include:

 Employers no longer offering this type of benefit design and the existing schemes

being closed to new members.

 Members wanting greater control of their investment decision making, at a time

where history demonstrated that greater investment returns can be derived in the

longer term by investing in growth options.

2.3 The most recent superannuation industry statistics released by APRA, for the period to 30

June 2013, highlighted that the industry was comprised as follows:

Superannuation fund by type Assets ($ billions)

Mar
2012

June
2012

Sep
2012

Dec
2012

Mar
2013

June
2013

%

Corporate 57.0 56.1 58.3 57.8 60.3 61.7 3.9

Industry 264.5 267.3 281.2 294.7 311.4 323.2 20.6

Public sector 218.1 222.7 232.3 236.9 247.2 256.8 16.3

Retail 376.9 371.4 385.8 398.1 415.0 422.4 26.9

Small APRA funds 1.9 1.8 1.8 1.8 1.7 1.7 0.1

Single-member ADFs 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Self-managed super funds 428.6 432.8 453.2 473.9 496.2 505.5 32.2

Total 1,347.0 1,352.1 1,412.6 1,463.2 1,531.8 1,571.3 100.0

Superannuation fund by type Number of entities

Mar 2012
June
2012

Sep 2012 Dec 2012 Mar 2013
June
2013

%

Corporate 123 122 119 119 114 108 0.02

Industry 56 56 56 56 54 52 0.01

Public sector 39 39 39 38 37 38 0.01

Retail 136 135 133 131 128 127 0.03

Small APRA funds 3,199 3,201 3,216 3,242 3,251 2,950 0.58

Single-member ADFs 74 74 74 74 74 63 0.01

Self-managed super funds 469,102 477,461 487,953 497,542 503,320 509,362 99.34

Total 472,729 481,088 491,590 501,202 506,978 512,700 100.00
Source: APRA superannuation statistics as at 31 March 2013 and 30 June 2013.
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Public Sector

2.4 The public sector schemes have not experienced significant movement in membership

numbers when compared to the other sectors. The exception is the accumulation style

funds such as Public Sector Superannuation Accumulation Plan (PSSAP), FirstState Super

and VicSuper which have emerged and grown in the last twenty years. We anticipate these

funds to continue to grow as they take on new Commonwealth and State Government

employees. It is important to note that both FirstState Super and VicSuper are both APRA-

regulated public offer schemes, which means they are open to the general public to join.

Both of these funds have scale advantages due to their large membership base.

2.5 We note that in recent times there has been some consolidation within this sector, for

example Australian Government Employees Superannuation Trust (AGEST) merging with

AustralianSuper. We also note that there have been funds in this sector actively seeking

merger partners e.g. VicSuper’s recent merger discussions with Vision Super.

2.6 The established defined benefit public sector funds are typically closed to new entrants

(except for Military Super) and are administered in-house or by entities established for the

sole purpose of providing administration services to those funds. The defined benefit

funds are perceived to be complex to administer due to having been established many

years ago and Governments having made changes to benefit entitlements over those years.

Further complexity is added with members moving between public sector departments,

moves which challenge the record-keeping capabilities of the funds. In addition, there are

complexities associated with the unfunded nature of many of their benefits.

2.7 As a result of this complexity, and state governments and their trustee boards reviewing

their existing administration arrangements, there has been a trend within the public sector

funds to outsource their administration functions to specialist industry providers. Recent

examples include the RBF moving its administration from in-house to Mercer and the

Western Australian Government Employees Superannuation Board (GESB) currently

undertaking an administration tender.

2.8 We expect further state governments to consider their options as well as their board’s

revisiting the cost of maintaining administration systems up-to-date and in-house.

Corporate Funds

2.9 The introduction of Registrable Superannuation Entities (RSE) licensing in 2005 had the

greatest impact on this sector of superannuation funds. The RSE licensing required

trustees to have a Risk Management Strategy (RMS) in place, plus a Risk Management

Plan (RMP) for each fund that they are trustee for.

2.10 In addition, there are numerous policies that need to be developed and implemented with

regards to running a fund. These include fit and proper person, outsourcing, strategic plan,

compliance plan etc. It became a requirement for the RMS and RMP to be reviewed by the

Board on an annual basis and subject to external audit. This continues to be the case
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following the impending implementation of MySuper and the associated APRA

Superannuation Prudential Standards, which commenced on 1 July 2013.

2.11 Many corporate funds did not consider it core business to maintain the stand-alone

employer sponsored superannuation fund which included anywhere from six to ten

employees undertaking trustee responsibilities. Many corporate funds could not provide

the value added services (web capabilities, education, investment options, flexible

insurance etc) in a cost efficient manner and decided to outsource the entire fund to either

a master trust and/or industry fund.

2.12 A complete outsource meant that the employer had no trustee responsibilities, no

decisions regarding investment options (except for defined benefit categories of

membership where the employer retains the risk for funding) and administration services

provided to members. The employer was left to basically remit contributions and provide

payroll and human resource data to the administrator.

2.13 The stand-alone corporate funds that have remained, typically, have the following profile:

 Large in size ($750 million plus in assets).

 Aligned to multinational organisations that are paternal towards their

superannuation offerings and see it as part of the broader HR offering.

 Predominantly defined benefit with accumulation membership categories and

retained benefit categories (for members that have left the employer but prefer to

leave their account balance within the fund).

 Prior to the global financial crisis had funding surplus, now some are in funding

deficit positions and employers are having to develop funding strategies to meet

shortfalls.

 Administered by outsourced service providers, with a handful of large stand-alone

funds that are self-administered.

2.14 Stand-alone corporate funds are typically administered by outsourced service providers.

These include:

 Mercer

 Russell Investments (administration business only, which has now been acquired by
Link Market Services)

 Pillar

 Plum Financial Services

 Stand-alone self administered corporate funds are not common but it is worth noting
that Telstra Super remains in-house administered.

2.15 We envisage that the corporate funds will continue to diminish in number for the reasons

outlined above, as well as the recent implementation of MySuper and APRA

Superannuation Prudential Standards, but will be influenced by their funding position.
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Many of the defined benefit funds have had their funding surpluses (assets exceeding

member balances) diminish due to the downturn in global share markets, although we

acknowledge that for the year ended 30 June 2013 superannuation fund returns will be at

their highest since the global financial crisis

2.16 Recently, for example, within the industry we have seen Shell (net assets of $800m) and

IBM (net assets of $1.4b) outsource their superannuation funds to Plum Master Trust and

AustralianSuper respectively.

2.17 At a minimum, we may see some outsource the trustee role to professional trustees as part

of a staged process towards a complete outsourced arrangement to a master trust and/or

industry fund.

Industry Funds

2.18 Industry funds have grown their funds under management and a number are now being

viewed as large financial institutions in their own right. We attribute their success to:

 Successful marketing campaign in recent years.

 Introduction of choice of funds legislation.

 Influence of unions in industrial relations negotiations.

 Strong investment performance relative to retail products due to their investment in
unlisted assets (i.e. infrastructure projects) that have appreciated in value.

 Competitive costing structures through their economies of scale.

2.19 Industry funds are typically administered by outsourced service providers. The larger

administrators include:

 Superpartners

 Link (who have acquired the administrators FuturePlus, PSI Management and
Russell)

 Pillar

 Mercer.

2.20 In addition, there is a number of industry funds that are self administered. This means that

the fund has in-house capabilities for administering member records. The larger industry

funds include:

 SunSuper

 UniSuper

 LUCRF

 Auscoal.

2.21 We have seen a trend over the last two years of industry funds merging and we envisage

this will continue. Industry funds are merging for two reasons: the pursuit of economies of

scale; and, the latest award changes which only mention certain industry funds (as the

default fund). This will impact industry funds not included in the awards from potential

growth in membership. Examples we have already seen in the industry include
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WestScheme and AustralianSuper, AGEST and AustralianSuper, Healthsuper and

FirstState Super, CareSuper and Asset Super.

Retail Sector

2.22 Superannuation funds in the retail sector are often referred to as “for profit funds” and are

owned by large financial institutions. For the purpose of this review we will focus on the

wholesale sector which would be considered more relevant than the “mum and dad”

investor. Hence, we refer to master trusts that have taken on a number of corporate funds

over the last eight years.

2.23 The master trust service offering is a complete outsourced solution for corporates as it

provides the following service/capabilities:

 Trusteeship

 Diverse range of investment options for members

 Administration

 Flexible insurance arrangements

 Ancillary services (access to home loans, financial planning, member education etc).

2.24 Similar to the industry fund sector, the retail sector will continue to grow (due to the

number of members already captured) and be subject to rationalisation. Rationalisation

will take place for reasons consistent with those outlined above for industry funds. The

following is a snapshot of the larger product providers in this sector:

 Mercer Super Trust (Mercer Australia)

 AMP

 OnePath (ANZ Bank)

 MLC/Plum (National Australia Bank)

 Macquarie

 BT/Asgard (Westpac)

 CBA/Colonial.

2.25 When it comes to administration all product providers self administer. Most of the

product providers can administer defined benefit members and have successfully taken on

corporate funds with defined benefit categories of membership. However the more

complex defined benefit memberships have tended to be administered by the more

established administration houses referred to above.

2.26 It is worth noting that Mercer has featured as an administrator of corporate and industry

funds as well as a provider of a master trust service.
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Other considerations

2.27 As highlighted at points 2.19, 2.20 and 2.24 of this report, there are a number of different

administration models adopted by funds within the superannuation industry. Similar to

the industry funds sector, there has been a trend towards consolidation within the

superannuation administration industry with a number of key players dominating the

market.

2.28 The key differentiator within the superannuation administration industry is increasingly

the technology utilised and the underlying IT systems used to administer superannuation

funds. The dominant administrators are investing significant amounts in either the

development of new administration platforms (e.g. AAS and Superpartners) or the upgrade

of existing systems to ensure ongoing compliance with the changing legislative and

regulatory environment.

2.29 There are a number of legislative and regulatory changes currently being implemented

within the superannuation industry, namely:

 The incremental increase of SGC from 9% to 12%, with the initial increase to

9.25% effective from 1 July 2013;

 The introduction of the new APRA Superannuation Prudential Standards, effective

from 1 July 2013;

 The enhancement of the existing APRA data reporting requirements, effective

from 1 July 2013; and,

 The development of Superstream, which will assist in automating the receipt of

contributions and movement of member balances between funds and provide

greater consolidation of member accounts within the industry.

2.30 Self managed superannuation funds continue to be the fastest growing fund type within

the superannuation industry, with over 500,000 funds and $496 billion of funds under

management as at 31 March 2013. This is expected to grow as fund members seek to obtain

more control over their superannuation and the underlying investments.

2.31 For industry funds to compete with the growth in self managed superannuation funds they

are developing new products and enhancing their offerings, examples including the

development of direct investment options, pooled superannuation trusts, term deposits

and post-retirement products.

2.32 The key challenge to the industry, however, is the continued lack of member engagement,

despite the significant regulatory and legislative changes designed to enhance member

communications and member knowledge.
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Summary of the Future Industry Challenges

2.33 In summary, our observations around the key challenges facing the industry in the future

are as follows:

 Increased competition between existing funds following the implementation of

MySuper and the associated APRA Superannuation Prudential Standards

requirements.

 Continued trend towards fund mergers and consolidation within the industry.

 Conversion of those defined benefit schemes that remain to accumulation schemes.

 Obtaining economies of scale and the cost savings that have been suggested as being

possible within the Cooper Review, especially based on the expectation that meeting

the ‘Stronger Super’ recommendations will lead to significant up-front costs being

incurred by superannuation funds.

 Continued reduction in the number of administrators that have the capability to

specialise in the administration of defined benefit schemes, which will potentially

impact on the quality of service and the competitiveness of the price.

 Driven out of the implementation of MySuper, superannuation prudential standards

and data reporting requirements, an increasing focus on transparency around fund

costs, related party transactions and governance, resulting in additional time being

spent by, and placing additional costs on, trustees.

 Continued lack of member engagement within the superannuation industry.

 Continued shift of Fund members to their own self-managed superannuation funds.

 Continued growth in life expectancies and the resultant aging of the population,

placing a greater strain on both the superannuation and the welfare systems.
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3. The RBF
The current Tasmanian superannuation industry

3.1 Based on our understanding of the Tasmanian superannuation environment, we understand

that there are currently three main locally owned and operated superannuation funds in

Tasmania, namely:

 The RBF, providing superannuation to Tasmanian Government employees;

 Quadrant Superannuation Scheme, initially providing superannuation to Tasmanian

local government council employees. Quadrant became open to non-local government

employees in 1998; and,

 Tasplan, which is a Tasmanian public-offer fund.

3.2 Given the introduction of choice and competition within the industry, however, all Tasmanian

residents now have the opportunity to join most funds within Australia. Of the main

superannuation funds within Australia, we understand that HESTA, AustralianSuper and the

retail superannuation funds all have a noticeable and competitive presence within Tasmania.

Competition for scale will remain significant going forward within the industry, so for

accumulation schemes an ongoing marketing and communication program will be a required

cost of doing business both to retain current members and to attract potential new members.

3.3 Within the industry we note that there is an increasing trend towards consolidation, and

based on informal discussions held within the industry we further note that this has also come

under consideration within the Tasmanian superannuation funds.

Current legislative framework and the role of the Tasmanian Government in
superannuation

3.4 As an employer, the Tasmanian Government has historically provided superannuation

arrangements for its employees through the services of the RBF. At a minimum, the

Government must:

 Provide access to a default superannuation fund for employees who do not make

an active choice in respect of their superannuation provider;

 Meet its SGC obligations for Accumulation Scheme members; and,

 Meet the emerging costs of the Defined Benefit liability over time.

3.5 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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3.6 The Retirement Benefits Act 1993 is the governing Act that sets the corporate governance

framework for the RBF and describes the roles and responsibilities of the Board. This is

supplemented by the Retirement Benefits Regulations 2005.

3.7 The Board currently consists of seven Directors and, like other superannuation funds in the

industry, currently operates with a Risk and Audit Committee, an Administration and

Remuneration Committee and a Member Insurance Committee within its structure. These

Directors represent both the members and the Government in equal representation, with the

President presiding in a non-voting capacity.

3.8 Prior to compulsion within the superannuation industry, there was no alternative approach to

the provision of superannuation other than to develop a fund for employees, which was the

approach adopted by Governments and most major employers.

3.9 However, with the development of compulsion within the industry and the presence of

competition it is no longer necessary for Governments and major companies to be a provider

of superannuation within Australia, other than to provide choice of fund to employees and a

default fund for those that don’t make a choice for their compulsory superannuation

contributions i.e. the provision of Accumulation superannuation for Tasmanian Government

employees can now be met by the market.

3.10 As such, there is the potential to suggest that the Government does not have any inherent

advantage over the market in the provision of these services, particularly given the limited

market failure that has been seen within the Australian superannuation industry.

RBF structure

3.11 The RBF is a Tasmanian Government statutory authority operating as an exempt public sector

superannuation fund and was established in 1904.

3.12 Membership is available to people working for a Tasmanian public sector employer and their

spouses and members who leave the Tasmanian public sector may, on satisfying certain

conditions, continue to contribute to an Investment Account.

3.13 The RBF manages six Schemes, comprising of one Accumulation and five Defined Benefits

Schemes as follows:
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Fund section Description Member details

Tasmanian
Accumulation
Scheme (TAS)

Accumulation Scheme, providing a range of retirement
benefit options including lump sum, account based pension,
life pension, or a mix of these options. The TAS is open to
Tasmanian public sector employees, superannuants,
Members of Parliament, Statutory Officers and spouses of
RBF members.

There were 62,370 TAS
members at 30 June 2012.

RBF Contributory
Scheme (CON)

Defined Benefit Scheme, providing a range of retirement
benefit options including lump sum, account based pension,
life pension or a mix of these options. The CON is a scheme
for Tasmanian public sector employees who commenced
employment before 15 May 1999. CON was closed to new
public sector employees from 15 May 1999.

There were 22,262
members at 30 June 2012
comprising 13,907
Compulsory Preserved
Account members, 141
family law – non-member
spouse accounts, 3,673
post 94 members and
4,541 pre 94 members.

State Fire Service
Superannuation
Scheme (SFSSS)

Defined Benefit Scheme providing a lump sum benefit.
Members who roll their benefits into the RBF Investment
Account may take a lump sum, an account based pension or a
mix of these options. The SFSSS was closed to new members
from 1 July 2005 and membership is generally limited to
Tasmanian Fire Service employees who started employment
prior to 1 July 2005.

There were 107 members
at 30 June 2012.

Tasmanian
Ambulance Service
Superannuation
Scheme (TASSS)

Defined Benefit Scheme providing a lump sum benefit.
Members who roll their benefits into the RBF Investment
Account may take a lump sum, an account based pension or a
mix of these options. The TASSS was closed to new members
from 30 June 2006 and membership generally limited to
permanent employees of the Tasmanian Ambulance Service
who started employment before 30 June 2006.

There were 150 members
at 30 June 2012.

Parliamentary
Retiring Benefits
Fund (PRBF)

Defined Benefit Scheme providing a lump sum benefit.
Members who roll their benefits into the RBF Investment
Account may take a lump sum, an account based pension or a
mix of these options. PRBF was closed to new public sector
employees from 1 July 1999.

There were seven
members at 30 June 2012.

Parliamentary
Superannuation
Fund (PSF)

Defined Benefit Scheme provides a life pension. A Member
on retirement has a once off right to commute either 100% or
50% of their life pension entitlement to a lump sum payment.
PSF was closed to new public sector employees from 11
November 1985.

There was one member of
the PSF at 30 June 2012.

Source: RBF Submission to RBF Strategic Review, April 2013. Note that the above member numbers do not include pensioners.

3.14 There are differing risks and considerations dependent on whether a member is within an

accumulation or a defined benefit scheme i.e. the final benefit to the member within an

accumulation scheme is fully funded but is dependent on the performance of the investment

markets and the level of contributions, whereas in a defined benefit scheme the benefit

received by the member is based on a formula that is documented within the scheme’s trust

deed and rules (based on years of service and, typically, final average salary) and is funded by

the sponsoring employer.

3.15 Therefore, in an accumulation scheme, the risks lie primarily with the member and the focus

of the member is around investment returns, costs and level of service. In a defined benefit

scheme, however, there is minimal member focus on the investment returns and costs as

these factors don’t impact on the final benefit received. The risk in the case of defined benefits
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is borne by the sponsoring employer through the payment of the underlying expenses and the

ongoing benefit liabilities. In the case of the RBF, this sponsoring employer is the Tasmanian

Government, which remains directly responsible for any changes to the costs associated with

both the ongoing running of the defined benefits and the unfunded defined benefit liability.

3.16 It should be noted that some defined benefit members will typically also make their own

additional contributions into an accumulation account, which is the case within the RBF. In

these cases, the member is typically more engaged with their superannuation and have their

eyes firmly fixed on the pension phase of their superannuation lifecycle.

Recent Fund developments

3.17 The pursuit of an RSE Licence began in October 2008, when it was announced by the then

Premier that the Tasmanian Government would undertake the necessary reform process

for the RBF to become a fund regulated by APRA.

3.18 We note from our discussions with the RBF and from our review of various policy

documents, Board reporting and the organisational chart that a significant amount of work

has been undertaken by the RBF to ensure that it is operating as an APRA-compliant fund

and the documentation we have seen is consistent with other such funds within the

superannuation industry who maintain this status.

3.19 In October 2011, a post-implementation review was performed by APRA to assess the

RBF’s RSE readiness, during which minimal matters were identified for resolution, and

subsequent to that the RBF lodged a draft license application in March 2012.

3.20 Based on our discussions with management, we understand that the feedback on this

application was that, in addition to the required legislative amendments already identified

to meet APRA’s governance, Board constitution and member benefit payment

requirements, an RSE license could be granted subject to the following two additional

matters, specifically:

 the inclusion of a termination/winding-up provision in the RBF’s governing legislation;

and,

 the provision of a funding plan that meets APRA’s requirements regarding the unfunded

liability of the defined benefit schemes.

3.21 However, at that time the Tasmanian Government, due to the pressures arising from a

constrained Budget position, and to ensure intergenerational equity by spreading the

funding burden over time, had already made a policy decision to only fund the emerging

cost of the superannuation liability. This in turn led to the Government decision in August

2012 to defer proceeding with APRA regulation until such time as it could undertake a

strategic review of the RBF to properly consider its options for the long term objectives

regarding the RBF and to assist the Government in identifying the most appropriate

means for it to provide superannuation for its employees and members of the RBF in the
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future. We have provided further information in respect of the RBF’s RSE license journey

within Appendix A of this report.

3.22 Prior to 2 May 2011 the RBF was administered in-house. At that date, the RBF outsourced

its member administration services to Mercer, an element of the previously mentioned

RSE license application readiness process, which has been a significant and complex

project.

3.23 Since the outsourcing of the administration function occurred, management has turned its

attention to other initiatives, included within these business plans referred to above, which

have included the following elements:

 The relocation of the RBF’s operations in November 2012 from its old premises at 39

Sandy Bay Road to its current location at 21 Kirksway Place;

 As part of this relocation, significant investment was made in the RBF’s IT systems and

infrastructure;

 Review of the RBF’s asset allocation and investment strategy, culminating in restructures

to asset classes and a reduction in the investment fees being charged to members;

 The implementation, in December 2012, of a suite of new insurance coverage, moving

from being self-insured to appointing CommInsure as Group Life Insurer; and,

 Current initiatives underway include the development of a direct investment option for

the RBF’s members and a new member fees structure, which is being developed as part

of the development of a MySuper product. As part of this MySuper development,

management are also considering the viability of a lifecycle investment option, which

involves investing members funds in different investment options based on their age and

de-risking their investment as they approach retirement i.e. in their early years, a

member’s superannuation will be invested with a higher weighting towards ‘growth’

investments such as equities and over time gradually shift more towards a more

conservative investment strategy such as cash and fixed interest.

3.24 As a consequence of the efforts to attain an RSE Licence, the RBF has improved many of its

internal processes and product offerings resulting in the RBF accumulation scheme

attaining positive ratings from various superannuation industry sources, including a ‘5

Apples’ rating from Chant West and a ‘Gold’ rating from Super Ratings. However, these

achievements do not address the strategic challenges being faced by the organisation.
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Organisational structure

3.25 As at 30 June 2013, the RBF employed 118 staff. These staff are split across the RBF as

follows:

Fund department Staff numbers

CEO’s office 2

Operations 47

Finance 13

Corporate support 42

Investment management 7

Governance and secretariat 7

Total 118

Source: RBF Organisational Chart, 30 June2013.

3.26 The RBF has its own in-house financial planning team, which is placed within the

Operations department. This complements the superannuation consultants’ team, split

between Hobart and Launceston, and the call centre (RBF Enquiry Line) that is in place at

Mercer. We understand from our discussions with Mercer that there are approximately ten

call centre staff that are dedicated to the RBF.

3.27 As mentioned within point 3.22 of this report, up until April 2011 the RBF was

administered in-house. In-house administered superannuation funds typically require a

larger employee base, and when outsourcing occurs this lends itself to an associated

decrease in the workforce. The table below highlights this decrease in the staffing levels

following the decision to outsource the RBF’s administration function:

Year Staff numbers

2008/9 186

2009/10 176

2010/11 155

2011/12
(including project staff)

118

As at 30 June 2013
(including project staff)

118

Source: RBF presentation to PwC, Monday 29 April 2013, updated for 30 June 2013 information.

3.28 For the purposes of this report, we believe that the most appropriate employee numbers to

use for comparison of the RBF is the total employed, which as referred to within point 3.25

was 118 as at 30 June 2013.
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3.29 For the purposes of benchmarking employee numbers at the RBF, we have selected a

sample of nine superannuation funds within the industry and have compared the relative

employee number positions as at 30 June 2012 as per the table below (the names of the

funds have been withheld due to the employee numbers not being publicly available

information).

RBF Fund A Fund B Fund C Fund D Fund E

Fund Type Hybrid Accum Accum Hybrid Hybrid Accum

Administration Outsourced Outsourced Outsourced In-house Outsourced In-house

FUM ($m) 3,941.6 19,572.1 1,612.1 535.6 4,851.1 3,059.3

Staff numbers 118 105 18 28 48 109

Members 96,199 754,386 109,188 7,959 52,248 184,880
Members per
employees 815 7,185 6,066 284 1,089 1,696
Employee costs as a %
of total costs, where
available 39.8% N/A 25.2% N/A 34.9% 38.4%

RBF Fund F Fund G Fund H Fund I

Fund Type Hybrid Hybrid Hybrid Accum Accum

Administration Outsourced Outsourced In-house Outsourced In-house

FUM ($m) 3,941.6 46,773.7 16,750.9 10,231.9 9,246.0

Staff numbers 118 235 150 167 208

Members 96,199 1,901,653 159,065 1,007,637 253,828
Members per
employees 815 8,092 1,060 6,034 1,220
Employee costs as a %
of total costs, where
available 39.8% N/A 53.2% 18.5% N/A

Source: industry knowledge and relevant financial statements as at 30 June 2012.
N/A has been used where we have been unable to obtain sufficient detail of the fund’s expense structure
The RBF membership number has been amended to reflect the duplicate accounts identified in May 2013.

3.30 As can be seen from the tables above, for all but one fund within the benchmarked funds

(Fund C), the RBF has a lower member per employee numbers than is typically seen

elsewhere within the industry i.e. the RBF has a high relative number of employees for the

size of its membership.

3.31 As can also be seen from the tables above, the RBF’s employee costs as a percentage of

total administration/operating costs is also high when compared to other funds within the

industry, the only fund with a higher percentage being Fund G, which has significant in-

house operations.

3.32 Based on our discussions with the RBF, we understand that the employee numbers are

based on the number of staff that is required to maintain the existing business model that

is in place within the RBF at the current time, this business model being that of an RSE

licensed fund that maintains its own in-house financial planning business and

superannuation consultants team.
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3.33 We also note from our discussions with both the RBF and Mercer that the RBF has a

history of providing personal, face-to-face contact with its membership and that, as a

generalisation, the RBF’s Defined Benefit membership base has typically been more, and

continues to be more, active with regards to their own engagement than may be seen

elsewhere within the industry.

3.34 However, now that the RBF has chosen to adopt an outsourced administration model we

would expect that more member queries would be directed to Mercer than RBF directly,

reducing the level of face-to-face member contact required at the RBF level. The level of

member contact that doesn’t directly involve RBF employees is demonstrated by an

analysis of the member contacts per month following the administration transition, as per

the table below:

<Information withheld due to being commercially sensitive>

Source: Mercer monthly administration reports and management data.

3.35 This same level of data collection was not available prior to the outsourcing of the

administration services, so we are unable to make any direct comments about any changes

in the method or volume of member contact since outsourcing was completed. However,

we do note from the above data that since the administration transition there appears to

have been a shift more towards the usage of the RBF’s web-site and e-commerce as a

means of obtaining information and undertaking member transactions.

3.36 We also know based on our discussions with management, and from our knowledge of the

industry, that members in general are seeking financial advice external to superannuation

funds, particularly through the major banks within Australia, which provide additional

scale through their product offerings. As mentioned within section two of this report, there

is also an increasing trend of members, based on advice from their accountants and

financial advisors, shifting towards self managed superannuation funds and the added

flexibility that they are perceived to provide.

3.37 Whilst we note that each superannuation fund is unique in its approach to servicing its

members and that the RBF has a commitment to maintaining its history by continuing to

provide a personal service to its members in Tasmania, we would consider that the current

employee numbers look high when considering the membership numbers and nature of

the RBF and comparing this to our knowledge of other funds within the industry,

particularly considering the appointment of Mercer as Fund administrator and the
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apparent shift away from face-to-face member services.

3.38 We understand from our discussions with management that a review of the services

performed inhouse relative to those performed by Mercer is planned to occur during the

financial year ending 30 June 2014 to ensure there is no duplication of effort.

Membership demographics

3.39 As stated at point 3.13 in this report, the RBF is responsible for six Schemes, comprising

one Accumulation Scheme and five Defined Benefits Schemes.

3.40 It should be noted that as part of this review the analysis will be based on actual account

numbers, rather than unique members. As such, the membership numbers used within

this report will include members with multiple accounts. For the purposes of this review,

we will apply the account numbers directly as member numbers.

3.41 The total membership of the RBF, based on account numbers, as at 30 June 2013 per the

Mercer administration report was 94,000. The following table shows the total membership

of the RBF split by scheme type, as well as the relevant comparative numbers as at the

years ended 30 June 2011 and 2012.

Section Member numbers

30 June 2013

Member numbers

30 June 2012

Member numbers

30 June 2011

Defined Benefit 22,075 (23.5%) 23,458 (23.2%) 26,130 (24.8%)

Accumulation 61,281 (65.2%) 67,346 (66.7%) 69,110 (65.7%)

Pension 10,644 (11.3%) 10,249 (10.1%) 9,927 (9.5%)

Total Fund membership 94,000 101,053 105,167

Year-on-year movement -7,053 (-7.0%) - 4,114 (- 3.9%) N/A

Source: Mercer monthly administration reports.

3.42 In May 2013, in conjunction with Mercer, the RBF performed an account consolidation

exercise and identified 4,854 members with duplicate accounts. These duplicate accounts

were removed as part of this exercise, hence the significant reduction year-on-year within

the Accumulation Scheme between 30 June 2012 and 30 June 2013. We have not amended

the 30 June 2011 and 2012 membership numbers in the table above to reflect the

identification of these duplicate accounts.

3.43 Based on information provided by the RBF as at 31 December 2012, there were 16,963

Defined Benefit members who also have Accumulation accounts. These members, in effect,

are double counted within the above Accumulation member numbers. As such, the actual

member numbers within the RBF would be closer to 77,000.

3.44 As can be seen from the table above, the RBF’s membership is declining on an overall

basis. We also note, based on data provided by the RBF, that there are over 40,000
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members with inactive accounts, i.e. members that do not currently have any contributions

being deposited on a regular basis. There are also 14,000 accounts with balances below

$1,000 and as such we expect that the upcoming auto-consolidation legislation will have a

significant impact on the membership profile of the RBF, arguably to a greater extent than

other funds due to it being unable to accept superannuation guarantee payments when

employees leave the Tasmanian public sector. The auto-consolidation legislation, which

has not yet passed through Federal Parliament, will require the ‘active fund’, based on

information provided to them by the ATO, to consolidate their member’s accounts where

that member has a balance below $1,000 in another fund.

3.45 In the financial analysis performed within this section of the report we have not stripped

out these double-counted or inactive members, due to us not having the same level of

granularity for membership information from the other comparable industry funds.

However, it can be said that were we to adjust the number of members within the RBF to

reflect these double-counted or inactive members it would significantly increase the cost

per member per week for the RBF, which would further highlight any cost inefficiencies

within the RBF. We should also note that other funds within the industry are likely to be

impacted in a similar manner.

3.46 <Information withheld due to being commercially sensitive>

3.47 <Information withheld due to being commercially sensitive>

3.48 There has also been a decrease in the number of Accumulation members within the RBF

over the period highlighted above, with the Accumulation membership falling by 1,764

members (- 2.6%) between 30 June 2011 and 30 June 2012 and by 1,211 members (- 1.9%)

between 30 June 2012 and 30 June 2013 (when the removal of the duplicate member

accounts is factored into this assessment).

3.49 Based on discussions with the RBF, one of the key reasons for this decline in membership

is the RBF’s inability under the Retirement Benefits Act 1993 to accept SGCs from

members who have left public sector employment. Such a factor may encourage members

to transfer out their existing account balance to other funds, with the aim of simplifying

their superannuation arrangements. This is also a factor that is likely to be exacerbated

when members seek advice from independent financial advisors and not use the in-house
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financial planning business.

3.50 <Information withheld due to being commercially sensitive>

3.51 <Information withheld due to being commercially sensitive>

3.52 <Information withheld due to being commercially sensitive>

<Information withheld due to being

commercially sensitive>

Source: Mercer administration report, June 2013.

3.53 <Information withheld due to being commercially sensitive>

3.54 <Information withheld due to being commercially sensitive>

3.55 <Information withheld due to being commercially sensitive>
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Defined Benefit Schemes and their funding position

3.56 As per the 30 June 2013 draft financial statements, the Defined Benefit Schemes totalled net

assets of $1.6 billion. This was split between the five schemes as follows:

Scheme Member

numbers

Net assets

($m)

Accrued

benefits ($m)

Unfunded

surplus/liability

($m)

RBF Contributory Scheme (CON) 21,817 1,569.9 (5,791.4) (4,221.5)

State Fire Service Superannuation Scheme
(SFSSS)

103 17.9 (19.3) (*) (1.4)

Tasmanian Ambulance Service
Superannuation Scheme (TASSS)

149 37.7 (*) (34.8) (*) 2.9

Parliamentary Retiring Benefits Fund
(PRBF)

5 2.8 (4.5) (1.7)

Parliamentary Superannuation Fund
(PSF)

1 4.0 (15.7) (11.7)

Total 22,075 1,632.3 (5,865.7) (4,233.4)

Source: All balances taken from draft RBF financial statements for the year ended 30 June 2013 with the exception of those
with (*), whose balances have been taken from the latest actuarial valuations.

3.57 As per the table above, the unfunded liability position of the Defined Benefit Scheme as at

30 June 2013 totalled $4.2 billion. This unfunded liability is required to be met by the

Tasmanian Government. All five Schemes are closed to new members. Per the 2012-13

Tasmanian Budget, ‘the State Actuary projects that the superannuation liability will

continue to increase over the next ten years as the peak cohort of members retire, then

gradually decline over the following five to six decades.’

3.58 A factor to be considered in relation to the future of the defined benefits schemes is that

more than 50% of the RBF’s defined benefit membership is expected to have reached

retirement age by 2020. This means that the primary sustainability concerns for the

Tasmanian Government can be expected to be ensuring that the Contributory Scheme

Pension entitlements are met on an ongoing basis and that the cost of administering the

remaining Defined Benefit schemes remains as low, and sustainable, as possible.

3.59 Based on our discussions with Mercer and our analysis of the existing member

demographics available for the Contributory Scheme (the youngest member of the

Contributory Scheme being in their 30’s per the latest actuarial valuation available), it is

envisaged that the Contributory Scheme of the RBF will remain in existence until around

2080.

3.60 Up until the 2012-13 Budget, the Tasmanian Government operated a superannuation

provision account (SPA) to provide for the payment of the employer share of

superannuation benefits for defined benefit members.
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3.61 However, as part of the process of developing the 2012-13 Budget, and due to the

prevailing financial and economic environment, the Treasurer approved funding the

emerging cash cost of the defined benefits liability directly from the Consolidated Fund.

3.62 This approach reflects the Government’s key responsibility of meeting the emerging cost as

and when it arises, while also increasing the financial transparency of the Government’s

superannuation arrangements.

3.63 As a consequence, there is currently no funding plan in place for the unfunded liability of

the Defined Benefits Scheme, and given the fiscal position of the State Government, this is

unlikely to change in the near future.

Financial analysis

3.64 As at 30 June 2012, per the Tasmanian Audit Office ‘Auditor-General’s Report on the

Financial Statements of State Entities’ the RBF had total funds under management of $3.9

billion and incurred expenditure of $32.5 million.

3.65 At 30 June 2013, based on RBF’s financial statements, the RBF’s funds under management

had grown to $4.33 billion. This growth was primarily driven by the positive investment

returns prevalent throughout the period.

3.66 The main focus of this review from a financial perspective has been on the level of

expenditure incurred by the RBF. Per the financial statements for the year ended 30 June

2013, the RBF incurred expenditure of $40.7 million, which indicates an $8.2 million year-

on-year increase. This increase is due primarily to project costs during the year, which

totalled $10.8 million and included expenditure on projects such as IT, new insurance

arrangements and data cleansing.
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3.67 The full breakdown of the expenditure of the RBF for the year ended 30 June 2013 is

comprised as follows:

2013 ($'000) %

Salaries and related payments 11,927 29.3%

Material and supplies 338 0.8%

Member communication and marketing 486 1.2%

Communication 487 1.2%

Property services 948 2.3%

Travel 218 0.5%

Information systems 1,191 2.9%

Human resources 479 1.2%

Consultants/service providers 1,733 4.3%

Compliance 300 0.7%

Low value pooled assets 36 0.1%

Financial planning - 206 -0.5%

Internal investment cost recovery - 1,471 -3.6%

Depreciation/lease fee 148 0.4%

Mercer administration fee 10,981 27.0%

Miscellaneous 122 0.3%

Fund expenses 2,213 5.4%

Total recurring operating costs 29,930 73.5%

Project costs 10,771 26.5%

Total expenditure 40,701 100%
Source: RBF financial statements and RBF Operating Expenses Report for the year ended 30 June 2013.

3.68 As previously highlighted within point 3.30 in this report, given the size of the RBF from

both a total membership and funds under management perspective, the RBF has a higher

number of employees when compared to the superannuation industry as a whole, with

salary costs accounting for 39.8% of recurring total expenditure (excluding project costs).

This is particularly the case given the RBF’s administration is now fully outsourced, which

we would have expected to have been a catalyst to lower the internal cost base to a greater

extent than what has been achieved. However, the in-house financial planning service and

in-house superannuation consultants contribute to the high salary costs.

3.69 The other significant source of expenditure is the administration fees paid to Mercer,

which account for 36.7% of total Fund recurring expenditure (excluding project costs).

3.70 As can be seen in the table at point 3.67, project expenditure made up 26.5% of total

expenditure by the RBF in 2012-13. Included within these projects was one-off expenditure

on IT, data cleansing and the new insurance project.

3.71 The Defined Benefit Schemes expenses are met by the Tasmanian Government, whilst the

Accumulation Scheme expenses are met by the members. Therefore, the RBF’s overall

expenditure needs to be allocated across the two Schemes. From the financial year ended

30 June 2013, the total administration costs of the RBF are intended to be split 44.5%

towards the Accumulation Scheme and 55.5% towards the Defined Benefit Schemes.
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3.72 The actual splits for the years ending 30 June 2011 to 30 June 2013 were as follows:

2011
($m)

2011
(%)

2012
($m)

2012
(%)

2013
($m)

2013
(%)

Defined Benefit Schemes expenses 19.0 59.8 19.5 60.0 22.3 54.8

Accumulation Scheme expenses 12.8 40.2 13.0 40.0 18.4 45.2

Total expenditure 31.8 100.0 32.5 100.0 40.7 100.0
Source: RBF financial statements and RBF Operating Expenses Report for the years ended 30 June 2011 to 2013.

3.73 This allocation across the Defined Benefit and Accumulation Schemes is based on an

activity based costing model that has been developed by the RBF. The key drivers within

this activity based costing model are, from an internal expenses perspective, interviews

that were held with 30 staff within the RBF’s operations department and, from an external

expenses perspective, on a detailed services breakdown provided by Mercer.

3.74 We have discussed the activity based costing model at a high level and have held meetings

with the RBF to further understand the process behind the development of this model and

we note that there are some potential limitations within the model, for example all staff

costs are currently allocated based on the findings from the interviews held with the

operations department but the activities of the operations department may not be

indicative of the activities of the whole workforce of the RBF.

3.75 RBF management have indicated that a full review of the activity based costing model will

be performed during the financial year ended 30 June 2014.

3.76 As part of this review, we have benchmarked the current costs of the RBF against a sample

of other funds within the superannuation industry, based on publicly available information

(i.e. annual reports and financial statements available on the relevant web-sites). This

benchmarking has been performed in the following two tables, the first looking at a sample

of six hybrid superannuation funds on a whole of fund perspective and the second looking

at a sample of four superannuation funds purely on an Accumulation fund basis (to be

consistent with the tables at point 3.29 of this report, we have withheld the names of the

funds used as comparatives).
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RBF Fund G Fund K Fund L
2011-

12
2010-

11
2011-

12
2010-

11
2011-

12
2010-

11
2011-

12
2010-

11

Fund type Hybrid Hybrid Hybrid Hybrid

Administration Outsourced In-house Outsourced In-house

Administration costs and other
expenses ($m) 32.5 31.8 32.3 28.2 7.9 9.5 34.8 35.8
Total funds under management
($m) 3,941.6 3,863.1 16,750.9 17,332.3 4,699.9 5,207.4 11,605.6 11,465.2

Membership numbers 96,199 100,313 116,828 118,539 33,042 33,123 104,667 103,294

Admin costs per member per
year 338.21 316.97 276.47 237.90 238.58 287.93 332.48 346.58
Admin costs per member per
week 6.50 6.10 5.32 4.57 4.59 5.54 6.39 6.67

Admin costs as a % of FUM 0.83 0.82 0.19 0.16 0.17 0.18 0.30 0.31

Direct investment expenses 14.8 14.9 58.7 52.9 72.6 25.8 54.2 46.8
Direct investment expenses as a
%age of total FUM 0.37 0.38 0.35 0.31 1.54 0.50 0.47 0.41

Source: 30 June 2012 annual reports and financial statements.

3.77 Based on the analysis performed in the tables at point 3.76, it is evident that based on

available information the overall administration cost of the RBF on a per member per week

basis is on a par when compared to most other hybrid funds within the industry, with the

exceptions of Fund C (which has low member numbers and, therefore, relatively few scale

advantages) and Fund D (which has a large number of individual sub-plans and benefit

designs).

3.78 It should be noted, however, that the RBF’s administration expenses for the year ended 30

June 2013 (as per the table at point 3.67 of this report) have increased to $40.7m. This

increase is primarily due to the projects that have taken place during the year.

RBF Fund C Fund D Fund J
2011-

12
2010-

11
2011-

12
2010-

11
2011-

12
2010-

11
2011-

12
2010-

11

Fund type Hybrid Hybrid Hybrid Hybrid

Administration Outsourced In-house Outsourced In-house

Administration costs and other
expenses ($m) 32.5 31.8 5.5 5.6 26.7 23.5 71.1 67.2
Total funds under management
(FUM) ($m) 3,941.6 3,863.1 535.6 522.3 4,851.1 4,770.8 32,394.0 29,874.9

Membership numbers 96,199 100,313 7,959 7,890 52,248 51,744 471,673 468,053

Admin costs per member per
year 338.21 316.97 692.80 715.46 511.02 454.16 150.74 143.57
Admin costs per member per
week 6.50 6.10 13.32 13.76 9.83 8.73 2.90 2.76

Admin costs as a % of FUM 0.83 0.82 1.03 1.08 0.55 0.49 0.22 0.22

Direct investment expenses 14.8 14.9 0.3 0.2 20.2 20.6 97.1 86.3
Direct investment expenses as a
%age of total FUM 0.37 0.38 0.06 0.04 0.42 0.43 0.30 0.29
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3.79 This would increase the administration cost per member to $433 per year and $8.33 per

week, based on the membership numbers as at 30 June 2013 (94,000 members), which is

much less competitive when compared to the other funds listed in the previous tables.

3.80 It should also be highlighted that the other funds included within the benchmarking

performed above are also likely to have incurred project costs over and above the business-

as-usual operating costs (particularly given the significant regulatory and legislative

changes that are currently taking place within the superannuation industry). We do not

have access to this information for the other funds, and as such we have used the total

administration costs as an appropriate benchmark for all funds, including the RBF, and

have not excluded any known project costs.

3.81 Consistent with trends across the industry, any further reductions in member numbers due

to regulatory factors such as auto consolidation, or the continued trend of declining

members generally, would further increase the costs per member.

3.82 It should also be noted that the Contributory Scheme is considered by both RBF and

Mercer management as being complex, on the basis of the underlying benefit calculations

that are performed by the administrator.

3.83 We have not undertaken a review of the benefit design that underpins the RBF’s

Contributory Scheme arrangements within this scope. However, we note based on our

knowledge of the industry that Defined Benefit schemes can prove difficult to administer

and that there are limited options available from an administration perspective. Whilst we

note that there are more complex superannuation funds within the industry, we

acknowledge that the complexity of the RBF’s benefit structure is a key driver in its

ongoing operating costs. We also note that Mercer is one of the major providers of Defined

Benefit administration services within the industry

3.84 Based on the numbers in the table above, it is noticeable that the RBF has high

administration costs and other expenses when considered as a percentage of funds under

management, which would suggest that there are further economies of scale that could be

obtained by the RBF

3.85 Based on our initial discussions with RBF management, we noted that the current cost

base was considered to be appropriate and there were no planned changes being

considered to the existing business model or cost structure. Subsequent to these

discussions, however, we understand that management is considering ways in which costs

can be reduced.
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3.86 We have also considered the expenses of the RBF at just the Accumulation Scheme level,

for which the members directly bear the expenses. This analysis has been performed in the

following table:

RBF Fund B Fund A Fund M Fund E
2011-

12
2010-

11
2011-

12
2010-

11
2011-

12
2010-

11
2011-

12
2010-

11
2011-

12
2010-

11

Fund type
Accumulation

Only
Accumulation Accumulation Accumulation Accumulation

Administration Outsourced Outsourced Outsourced Outsourced In-house

Administration costs and other
expenses ($m) 13.0 12.8 10.0 9.5 65.4 58.7 35.4 32.5 14.5 14.0
Total funds under
management ($m) 2,467.7 2,371.8 1,612.1 1,531.6 19,572.1 18,299.3 5,929.4 5,963.0 3,059.2 2,907.8

Membership numbers 62,492 64,686 109,188 108,626 754,386 724,867 288,531 291,932 184,880 185,828

Admin costs per member per
year 207.31 198.05 91.79 87.84 86.64 80.96 122.69 111.33 78.43 75.34
Admin costs per member per
week 3.99 3.81 1.77 1.69 1.67 1.56 2.36 2.14 1.51 1.45
Admin costs as a %age of total
FUM 0.52 0.54 0.62 0.62 0.33 0.32 0.60 0.55 0.47 0.48

Direct investment expenses 9.3 9.1 2.6 3.9 69.8 72.1 26.0 36.3 21.9 22.5
Direct investment expenses as
a %age of total FUM 0.38 0.38 0.16 0.25 0.36 0.39 0.44 0.61 0.72 0.77

Source: 30 June 2012 annual reports and financial statements.

3.87 Looking at the RBF purely from an Accumulation perspective, the benchmarking

performed indicates that the RBF is significantly more expensive on a per member per

week basis than other Accumulation funds within the industry, regardless of their relative

funds under management.

3.88 We should also note that the administration costs associated with the Accumulation

scheme within the RBF increased to $18.4m for the year ended 30 June 2013, on the basis

of the RBF financial statements for the year then ended. This increases the cost per

member to $300.01 per annum and $5.77 per week. We do note that these administration

costs include one off project costs of $5.1m.

3.89 Another important aspect when looking at the ongoing operating costs of the RBF is the

level of fees actually charged to the members and the extent to which they cover the costs

incurred. We note from our discussions with the RBF that there is a project underway to

review the fee structure of the Accumulation Scheme and assess its competitiveness within

the market.



37

3.90 The following analysis was prepared by the RBF for its December 2012 Board meeting,

highlighting the current fee structure within the Accumulation Scheme and providing

comparison to other funds within the industry:

Fund Name Admin Fee
Fees on a balance of

$50,000
Member

Fee
Admin

Fee
Inv
Mgt

Admin
Fee

Inv Mgt
Fee Total

% of
Member

$ per
week %

Fee
% $ $ $ Balance

RBF - 0.45 0.61 225.00 305.00 530.00 1.06

HESTA 1.25 0.12 0.69 125.00 345.00 470.00 0.94

Tasplan 1.50 0.25 0.63 203.00 315.00 518.00 1.04

Quadrant - 0.65 0.72 325.00 360.00 685.00 1.37
MySuper
Median 1.35 0.23 0.61 185.20 305.00 490.20 0.98

Source: RBF’s Board Paper ‘Tasmanian Accumulation Scheme Fee Review’ dated 5 December 2012.

3.91 It should be noted that the fees in the table above were correct as at December 2012 and

that following the implementation of MySuper there may have been some changes to the

comparative funds’ fee structures. As previously mentioned within this report, we also note

that the RBF is currently reviewing its fee structure going forward.

3.92 The table at point 3.90 highlights that the RBF is currently more expensive for members

than the median MySuper funds within the industry. However, this should be considered

against the actual costs incurred by the RBF on a per member basis, as per the table below:

2011-12 ($) 2012-13 ($)

Average balance in the RBF is 33,000 33,000

Pay annual fees of 148.50 148.50

Costs per member 207.31 300.01

Surplus/deficit per member -58.81 -151.51
Source: Fund Board Paper ‘Tasmanian Accumulation Scheme Fee Review’ dated 5 December 2012 and
Fund financial statements for the years ended 30 June 2012 and 30 June 2013.

3.93 Per the table above, for a member with the average member balance of $33,000 the RBF is

subsidising, through its reserves, the ongoing costs per member by $58.81 per annum for

the year ended 30 June 2012 and by $151.51 for the year ended 30 June 2013.

3.94 This indicates that unless either the membership of the Accumulation Scheme increases or

the average balance increases then the RBF will be operating at a loss on a per member per

annum basis and will need to either subsidise members through its reserves or amend their

cost structures upwards. Such a cost increase would make the RBF less competitive within

the industry and, as a result, more unattractive to members going forward

3.95 The continued erosion of these reserves would also limit the RBF’s ability to fund any

further one-off projects or commit to any compensatory payments that may be required

into the future, should any member benefit issues arise.
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3.96 The tables at point 3.76 and 3.86 of this report also indicate that the RBF manages its

investment costs effectively and is competitive in the industry from an investment

expenses perspective.

3.97 It should also be noted that the recent investment performance within the RBF has been

strong, with SuperRatings ranking all of RBF’s member investment choice options within

the first quartile for the year ended 30 June 2013 and the majority of these options within

the first two quartiles across the three, five, seven and ten year investment returns.

3.98 As briefly highlighted within point 3.15 of this report, investment returns are of significant

importance to accumulation fund members and as such it is an important factor when a

member is making a decision as to which fund to place their superannuation with. As such,

it is important that the RBF continues to place its focus on the investment strategy and

continue to look for ways to drive down its investment costs without compromising

returns.

3.99 Were the Tasmanian Government to decide to outsource its default fund (i.e. the

Accumulation Scheme) or merge it with another fund it would also be important to

understand the impact that this could have on both the investment costs and returns, as

the RBF’s investment portfolio would need to be segregated between the two schemes and

may negatively impact on both the costs and the returns, at least in the short-term.

3.100 Considering that the RBF’s Defined Benefits Schemes are now closed to new members, any

future growth will come through the Accumulation Scheme and as such it is important that

strategies are put in place to provide a competitive cost per member per week to both

attract and retain members.

3.101 Based on our knowledge of the industry, we note that superannuation funds are making

significant enhancements to their own in-house investment capabilities and reducing their

reliance on external service providers within the investments space, reducing investment

expenses in the process e.g. AustralianSuper.
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Summary

3.102 The RBF’s membership levels are in decline, due to a static or shrinking membership pool

(Tasmanian public servants) and increasing competition for members from other

providers. The RBF is restricted in how it can respond to these challenges as the existing

governing rules prevent the RBF from accepting SGCs fr0m non-government employers,

which reduces the RBF’s ability to compete in the industry and retain its members when

they leave their government roles.

3.103 The RBF faces further challenges from regulatory changes that will increase its compliance

costs and substantially lower its membership base (auto consolidation). These factors will

continue to drive costs higher over time, while the membership base will decline resulting

in a smaller membership base over which to spread costs.

3.104 The RBF has made good progress in undertaking initiatives to enhance its product offering

to members and has put the necessary framework in place to obtain an RSE license, which

was the strategic direction set by the Government at the time and was seen as a way of

addressing falling membership numbers.

3.105 However, the ability to obtain an RSE license is restricted by the existing unfunded

liability, the fiscal position of the Tasmanian Government and the policy of funding

entitlements on an emerging basis from the Consolidated Fund. In addition, due to the

financial risks involved the Government is not prepared to agree to the inclusion of a

winding up provision (required by APRA), which may place certain timing restrictions on

the Government’s requirement to fully fund the defined benefit liability in certain

circumstances.

3.106 When considered against other superannuation funds within the industry, given its size in

terms of both funds under management and membership, the RBF has a high cost base

and, as such, is expensive to members on an administration cost per member per week

basis. Due to the range of factors referred to above, this already high cost base is also likely

to steadily rise over time.
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4. Options available to the Tasmanian Government

4.1 The objective of this review is to identify the most appropriate means for the Tasmanian

Government to provide superannuation for its employees and members of the RBF in the

future.

4.2 The previous section of this report provided background on the RBF’s current operations

and infrastructure.

4.3 The focus of this section is to build on the analysis performed in the previous section and

provide some options for the future structure of the RBF and the provision of

superannuation to the employees of the Tasmanian Government.

4.4 We have identified the following three options for the Tasmanian Government to consider,

highlighting the advantages and disadvantages of each:

 Maintain the RBF in its current state;

 Remain under State legislation but proceed with RSE licensing and commence the

acceptance of SGCs; and,

 Tender the default fund status for the Tasmanian Government and transfer the

Accumulation members to a new default fund.
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Option one: Maintain the RBF in its current state

4.5 The Tasmanian Government could maintain the RBF in its current state, paying ongoing

SGC contributions into the Accumulation Scheme for those members who are eligible

whilst continuing to meet the ongoing financial requirements of the Defined Benefit

Schemes as they fall due.

Advantages

4.6 Were this to be the case, there would be no requirement for the Tasmanian Government to

adjust the existing governing rules of the RBF.

4.7 This would reinforce the Tasmanian Government’s commitment to providing

superannuation to its employees and members. The RBF will remain as one of the key

providers of superannuation within Tasmania and continue to promote Tasmania within

the superannuation industry and more broadly within the financial services industry.

4.8 This would also minimise any disruption to the RBF’s membership and its staff.

4.9 The RBF will also maintain its ability to provide face-to-face financial planning advice to

its members. This remains a key focus of management, providing a more local approach to

their services.

4.10 Based on the current investment strategy, and our discussions with management,

maintaining the RBF in its current state will also maintain a presence in local

infrastructure and the community.

4.11 The current economies of scale within the RBF, arising from pooling investments and

having members with both Defined Benefit and Accumulation balances, would be

maintained.

4.12 There would be no requirement to review and split the investments, ring-fencing to align

with the Defined Benefit and Accumulation Schemes. This would reduce any potential

investment costs and associated tax matters that would be incurred should the investments

be split.

4.13 This option retains and builds on the current operating model and therefore minimises

one-off transaction costs that would be incurred by a decision to fully outsource.

4.14 The RBF is currently resourced to operate in line with the requirements of an RSE licensee.

The Tasmanian Government has indicated that it is unlikely to alter its current policy

settings to pursue an RSE license. Therefore, under this scenario the RBF would be

required to review its current level of operations and maintain a more scaled-back

structure, whilst ensuring the appropriate level of vigilance over ongoing compliance and

governance requirements.
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Disadvantages

4.15 Within a superannuation fund, organic growth is typically obtained through a combination

of positive investment returns and positive net cashflows (driven by contributions and

transfers-in). Whilst we note that the RBF’s investment options have performed strongly in

recent times, based on the existing demographics of the RBF, primarily the falling

membership numbers, and the ever-increasing levels of competition within the

superannuation industry, we believe that there is limited opportunity for continued and

significant growth within the RBF under its current operating structure. The RBF will

continue to be unable to collect external SGCs and will remain dependent purely on

population growth within Tasmania and, more specifically, the future growth within public

sector employment. As such, we envisage that the option of maintaining the status quo is

only viable in the short-term as future growth based purely on public sector employment

growth is not sustainable in the longer term based on continued growth in the RBF’s cost

base.

4.16 Whilst the Tasmanian population is growing, with an overall population growth of 8.4%

over the period 2001-2011, this population growth is slowing. This trend, along with the

expected limited growth in public sector employment, is likely to exacerbate the trend of

falling membership within the RBF.

4.17 The following table highlights the movement in public sector employment in Tasmania

over the last ten years.

Year
Total employee

numbers Growth
10 year
growth

Jun-12 27,451 -4.04% 15.59%

Jun-11 28,606 -5.42%

Jun-10 30,245 0.79%

Jun-09 30,008 3.62%

Jun-08 28,960 1.44%

Jun-07 28,548 1.75%

Jun-06 28,057 3.78%

Jun-05 27,034 8.92%

Jun-04 24,820 2.94%

Jun-03 24,112 1.53%

Jun-02 23,748 N/A
Source: State Service Commissioners Annual Reports, 2002 – 2012.

4.18 The table at point 4.17 shows that whilst average growth in this employment sector has

been positive over the period, there has been negative growth over the most recent two

years.

4.19 We also note, based on the 2013-14 State Budget (Tasmania), that forecast population

growth for the period 2013 – 2017 is 0.4% per annum.

4.20 Based on our review of the RBF’s membership statistics over the previous eight years,

using account numbers as the basis, it can be seen that in the graph below that the
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movement in the RBF’s account numbers correlates directly with the movement in the

public service employee numbers over the same period. We should also note, however, that

part of this downward trend has arisen from account consolidation exercises.

Source: State Service Commissioner’s Annual Reports, Mercer administration reports and RBF annual reports.

4.21 Based on discussions with the Tasmanian Government, we note that there is limited

movement expected in employment levels within the Tasmanian public sector. Therefore,

looking forward, we have performed a sensitivity analysis based on how the RBF may be

impacted were the Tasmanian public sector employment levels to remain unchanged, to

increase by 2.5% per annum and to decrease by 2.5% per annum

Whole of RBF

With 2.5% employment growth Current 2014 2015 2016 2017 2018 2019 2020

RBF membership 94,000 96,350 98,759 101,228 103,758 106,352 109,011 111,736

Assumed admin fees ($m) 29.93 31.40 32.94 34.55 36.24 38.02 39.88 41.83

Derived cost per member per week ($) 6.12 6.27 6.41 6.56 6.72 6.87 7.04 7.20

With 2.5% employment decline

RBF membership 94,000 91,650 89,359 87,125 84,947 82,823 80,752 78,734

Assumed admin fees ($m) 29.93 31.40 32.94 34.55 36.24 38.02 39.88 41.83

Derived cost per member per week ($) 6.12 6.59 7.09 7.63 8.20 8.83 9.50 10.22

With employment unchanged

RBF membership 94,000 94,000 94,000 94,000 94,000 94,000 94,000 94,000

Assumed admin fees ($m) 29.93 31.40 32.94 34.55 36.24 38.02 39.88 41.83

Derived cost per member per week ($) 6.12 6.42 6.74 7.07 7.41 7.78 8.16 8.56
Source: Membership levels as at 30 June 2013, administration costs per the RBF financial statements for the year ended 30
June 2013 (excluding project costs) and budgeted administration cost increases per the RBF’s Board Paper ‘Tasmanian
Accumulation Scheme Fee Review’ dated 5 December 2012.
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4.22 Based on the analysis performed in the table at point 4.21, on the assumption that the

RBF’s recurring expenditure will increase at 4.9% per annum (as derived from page 9 of

the RBF’s Board Paper ‘Tasmanian Accumulation Scheme Fee Review’ dated 5 December

2012), were the RBF to grow its membership base purely on the movement in the

Tasmanian public sector’s employment the derived administration cost per member per

week will continue to increase and is likely to become increasingly uncompetitive within

the industry.

4.23 The table below illustrates the impact the same scenarios have on the accumulation section

of the RBF, and highlights the same issue.

Accum only

With 2.5% employment growth Current 2014 2015 2016 2017 2018 2019 2020

RBF membership 61,281 62,813 64,383 65,993 67,643 69,334 71,067 72,844

Assumed admin fees ($m) 12.46 13.07 13.71 14.38 15.08 15.82 16.60 17.41

Derived cost per member per week ($) 3.91 4.00 4.09 4.19 4.29 4.39 4.49 4.60

With 2.5% employment decline

RBF membership 61,281 59,749 58,255 56,799 55,379 53,994 52,645 51,328

Assumed admin fees ($m) 12.46 13.07 13.71 14.38 15.08 15.82 16.60 17.41

Derived cost per member per week ($) 3.91 4.21 4.53 4.87 5.24 5.64 6.06 6.52

With employment unchanged

RBF membership 61,281 61,281 61,281 61,281 61,281 61,281 61,281 61,281

Assumed admin fees ($m) 12.46 13.07 13.71 14.38 15.08 15.82 16.60 17.41

Derived cost per member per week ($) 3.91 4.10 4.30 4.51 4.73 4.97 5.21 5.46
Source: Membership levels as at 30 June 2013, administration costs per the RBF financial statements for the year ended 30
June 2013 (excluding project costs) and budgeted administration cost increases per the RBF’s Board Paper ‘Tasmanian
Accumulation Scheme Fee Review’ dated 5 December 2012.

4.24 We should also note that the analyses performed in the previous two tables do not factor

into the numbers that the RBF will also be expected to continue to lose members to other

funds who are able to receive SGCs from any employer or from future auto-consolidation

of members following the implementation of Superstream.

4.25 These analyses highlight that if the RBF is to continue in its current state then it will need

to revisit its existing cost structure to reduce costs and seek to be competitive within the

industry to prevent the continued loss of members.

4.26 Maintaining the status quo may lead to the perception that the Tasmanian Government

stands behind the current operating model and governance model of the RBF, inclusive of

investment decision-making, potentially reinforcing an expectation from members that the

Government is responsible for any shortcomings in this model.
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Actions required

4.27 If the Government was to decide that this option was the most appropriate option for it to

pursue, we recommend that the following areas be considered further:

- The existing cost structure will need to be reviewed and reductions sought in the

significant expenses e.g. Mercer administration costs, staff costs.

- The activity based costing model should be reviewed and refined to ensure that a

more accurate division of costs between the Defined Benefit and Accumulation

Schemes are achieved.

- The current organisational structure should be reviewed and an assessment of the

key functions performed.
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Option two: Remain under State legislation but proceed with RSE licensing and
commence the acceptance of external SGCs

4.28 In theory, the RBF could remain under the current State legislation and, subject to some

amendments being required to the Act, proceed with its RSE license application, which

would provide the RBF with the opportunity to start accepting SGCs from existing

members of the RBF who have now left Tasmanian public sector employment.

4.29 Under this option, the RBF would be subject to the regulatory requirements as laid down

by APRA, ASIC and Austrac, with future compliance required with regards to the new

Superannuation Prudential Standards and reporting requirements as a minimum.

4.30 The existing Act would remain, underlying the ongoing operation of the RBF from an

historical perspective and acting as the RBF’s trust deed and rules.

4.31 There would also be continued reporting requirements to the Tasmanian Government, in

its role as sponsoring employer of the RBF.

4.32 This would also place the RBF into direct competition with other superannuation funds

within the industry, competing for the SGCs from eligible members and, potentially,

beyond.

4.33 This option could be taken one step further to the extent that the Accumulation and

Defined Benefit Schemes could be formally split, with the Accumulation Scheme being

‘hived-off’ and run by the existing management structure as a separately RSE-licensed

superannuation fund and the Defined Benefit Schemes being run by the Tasmanian

Government. Were this approach to be adopted, the majority of the advantages and

disadvantages listed on the following pages would remain applicable.

Advantages

4.34 Whilst this option would not, in itself, provide the level of scale required for the RBF to be

competitive, it may improve the RBF’s ability to retain existing members and seek new

members. It would also allow RBF to merge with other funds.

4.35 From an internal perspective, the RBF is already largely RSE compliant and would just

need to ‘push the button’ provided that the other constraints on the receipt of a licence

could be resolved (defined benefit funding plan etc), therefore the additional costs required

in obtaining the license would be minimal.

4.36 This would reinforce the Tasmanian Government’s commitment to providing

superannuation to its employees and members. It would also provide a continuation of the

local presence that the RBF believes is a significant strength.

4.37 The current economies of scale within the RBF, arising from pooling investments and

having members with both Defined Benefit and Accumulation balances, would be

maintained. However, this is unlikely to be a significant factor in comparison to achieving
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genuine scale within the industry.

4.38 This option retains and builds on the current operating model and therefore minimises

one-off transaction costs that would be incurred by a decision to move TAS members to

another fund.

4.39 The RBF would be able to seek growth by having the ability to accept external SGCs and

this would enhance its ability to retain members. Based on a paper prepared by the RBF,

its long-term aspiration would be to achieve total funds under management of

$10.1 billion, which would be achieved through a combination of retaining members,

reactivating currently inactive members who may have left the public sector and attracting

a greater number of spouse members. It should be noted, however, that obtaining an RSE

license does not provide scale and guarantee growth in itself. Such growth, and the

achievement of the RBF’s aspiration, would be dependent on achieving several key targets

relating to reducing exits, retaining members that leave Tasmanian Government

employment, targeting existing inactive clients and attracting new members and spouses.

4.40 This would also open the RBF up to merger discussions with other RSE licensed

superannuation funds. This option would increase the RBF’s pool of potential members,

but would raise other considerations for the Government.

4.41 Based on discussions with the RBF and union representatives within this review, some of

the key stakeholders would prefer that Tasmania maintain its own superannuation fund,

which will provide local service and a perception of a stronger involvement in local

investment. As such, an option could be for the RBF to consider merger discussions with

the other two main superannuation funds within Tasmania, namely Tasplan and

Quadrant. The following table indicates what the size of this combined Tasmanian fund

would currently look like:

As at 30 June 2012 RBF Tasplan Quadrant Total

Administration costs and other expenses ($m) 32.5 10.0 5.5 48.1

Total funds under management ($m) 3,941.6 1,612.1 535.6 6,089.2

Membership numbers 96,199 109,188 7,959 213,346

Admin costs per member per year 338.21 91.79 692.80 225.32

Admin costs per member per week 6.50 1.77 13.32 4.33

Admin costs as a %age of total FUM 0.83 0.62 1.03 0.79

Direct investment expenses 14.8 2.6 0.3 17.7

Direct investment expenses as a %age of total FUM 0.38 0.16 0.06 0.29
Source: Fund annual reports, 30 June 2012.

4.42 The table above highlights that a combined Tasmanian fund would immediately achieve

greater scale, creating funds under management of over $6 billion and membership

numbers in excess of 213,000. Were the merger to take place purely at the Accumulation

level, based on the 30 June 2012 annual reports this would create a fund with funds under

management of $4.5 billion.
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4.43 Based on a high level analysis, it would be difficult to contain costs to the levels currently

enjoyed by the members of Tasplan. However, the above table incorporates both the

Defined Benefit and Accumulation members of both the RBF and Quadrant, and the fees

and costs could be structured to ensure that no members are significantly worse off. There

would also be synergies and economies of scale that would reduce the total cost base going

forward e.g. one Trustee Board, one set of service providers.

4.44 To accommodate such a merger, the investment assets of the funds involved could be

consolidated into a vehicle such as a pooled superannuation trust (PST), which would

allow the members to continue to gain economies of scale from the investments being held

as one total pool rather than being separated. However, developing a PST would incur

twice the level of costs for members, with PST’s being liable for APRA levies and the

professional fees associated with audits and regulation. It may, therefore, be more cost

effective to consider splitting the RBF assets between Defined Benefit and Accumulation

were the option of a merged Tasmanian superannuation fund to be adopted.

4.45 We should, however, note that such a merger may only be a short-to-medium term

solution, as the industry continues to undergo consolidation under the new regulatory

requirements developed by APRA to the extent that only funds with assets greater than $10

billion can remain competitive. It may be that a further merger would be required in future

years to ensure that the appropriate scale can be obtained, the acceptance of SGC alone is

not likely to provide sufficient scale. As such, a more prudent approach may be to merge

into a larger fund in the first instance and avoid the future duplication of costs.

4.46 We should also note that such a merger should not be contemplated purely on the basis of

geography, as there may be greater potential synergies with funds on the mainland than

through the development of a sole Tasmanian fund. The current scale of investing by the

RBF in the local environment and infrastructure may also be attractive to other funds, and

local service to members could be maintained by the development of regional service

centres, which funds such as HOSTplus have already undertaken in places such as the Gold

Coast.

Disadvantages

4.47 To obtain the RSE license, the Tasmanian Government would be required to develop a

funding plan that would document how it proposes to reduce the existing unfunded

liability. We note from our discussions with the RBF and representatives of the Tasmanian

Government that there was previously a documented funding policy in place. However,

there are fundamental differences between this previous funding policy and APRA’s

requirements for a funding plan, including a clear plan to restore the Fund to a fully

funded position, with milestones for achieving the plan. In any case, a revised policy

position has been adopted in light of the State’s changed budgetary circumstances and in

order to spread the cost of the liability over time. It appears unlikely that the Tasmanian
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Government would consider adjusting this policy stance in the foreseeable future.

4.48 The Tasmanian Government would also need to amend the Act to allow for the receipt of

SGCs and also to incorporate a winding-up provision, in line with the requirements of the

SIS Act. This acts as a further significant constraint in adopting this Option as the

Tasmanian Government would not be willing to place itself in a position where the defined

benefit liability could be crystallised, however unlikely this may be.

4.49 Under this option, the Tasmanian Government would also lose any element of control it

currently has over the governance structure and strategic direction of the RBF, despite the

fact that the defined benefit liability would remain the Government’s largest existing

financial liability. The RBF would instead become reportable to APRA and ASIC.

4.50 In order to receive SGCs for default members, the RBF would need to lodge a MySuper

license application. There is currently a project in place within the RBF to prepare for this,

with a fee review also taking place at the time of preparing this report. The RBF remains

expensive on an administration cost per member basis when compared to the industry. It

is unlikely that the ability to receive external SGC will lead to sufficient scale to

significantly reduce costs on a per member per week basis.

4.51 Were the Tasmanian merger option to be considered, each of the funds utilise different key

service providers, at the administrator, custodian and life insurer roles. As such, there

would be some cost and effort involved in identifying the appropriate provider for each

role, as well as looking at existing internal roles and streamlining accordingly to ensure the

organisational and cost structures are appropriate.

4.52 We note from our industry experience that in order for a fund merger to be successful all of

the key stakeholders need to be in agreement, which is something that has been a

challenge in proposed mergers in the past.

4.53 The RBF would continue to be linked to the Tasmanian Government in its role as the main

sponsoring employer. There is, therefore, a heightened risk to the Tasmanian Government

by extending the reach of the RBF into a competitive industry that, to date, has shown

minimal signs of market failure. The Government would be accepting an increased level of

risk without a corresponding return and benefit to members in the long term and a

perpetuation of the expectation of Government “support” should it be required by virtue of

its ongoing involvement.
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Actions required

4.54 If the Government was to decide that this was the most appropriate option for it to pursue,

the following actions will need to take place:

- The Tasmanian Government will need to develop and implement a funding plan in

relation to the unfunded liability.

- The Tasmanian Government will need to amend the Retirement Benefits Act 1993

so that the RBF can accept SGCs and to allow a winding-up provision to be

included.

- The RBF will need to apply for a MySuper license in order to continue to receive

default SGCs.

- The RBF will also need to formally develop and articulate its competitive

advantage and devise appropriate marketing campaigns to reach out and attract

further contributions from its existing membership base.

- Consideration should be given by the RBF as to potential merger partners going

forward.

- We recommend that the existing cost structure be reviewed and reductions sought

in the significant expenses e.g. Mercer administration costs, staff costs.

- The activity based costing model should be reviewed and refined to ensure that a

more accurate division of costs between the Defined Benefit and Accumulation

Schemes is achieved.
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Option three: Tender the default fund status for the Tasmanian Government
and transfer the pure Accumulation members to a new default fund

4.55 Given that other market based alternatives exist, the Tasmanian Government could take

the decision to no longer provide an Accumulation superannuation fund for its employees

and members and instead look to appoint a new default fund for the payment of SGCs and

the ongoing provision of superannuation services to members.

4.56 Were such a decision to be taken, the Tasmanian Government could run a tender for the

new default fund status, identifying some potential suitable candidates, and perform a

successor fund transfer of the current standalone Accumulation Scheme members, leaving

the Defined Benefit Scheme members and those with both a Defined Benefit and

Accumulation Scheme interest within the RBF. Examples of some funds where synergies

may already exist include Tasplan, HESTA and the Mercer Super Trust.

4.57 The Tasmanian Government has previously conducted successor fund transfers for certain

defined benefit schemes. For example, in 2006 the State Fire Commission Superannuation

Scheme and the Tasmanian Ambulance Service Superannuation Scheme were both

transferred to the RBF from separate scheme trustees due to an increasing regulatory

burden.

4.58 The Defined Benefit Scheme that remains, which would comprise approximately 22,000

members based on the 30 June 2013 Mercer administration report, could either be run by

the existing Fund Trustee and management, on a significantly smaller scale, or

consideration could be given to bringing it within the responsibilities of a relevant

Tasmanian Government department. Alternatively, the Tasmanian Government could also

consider outsourcing the ongoing responsibilities to a corporate trustee, focusing instead

on the management of that relationship.

4.59 Legal and tax advice would need to be obtained by the Tasmanian Government in relation

to any proposed structural model particularly around the RBF investments to ensure that

member equity is maintained.

4.60 It should also be noted that in 2012 the Australian Government passed legislation that has

extended the window of opportunity for merging super funds to receive Capital Gains Tax

relief until 2 July 2017. There can be no guarantee that the Australian Government will

extend this window of opportunity any further in future years.

4.61 The investments of the RBF are currently held as a consolidated pool of investments for

the whole Fund, with no segregation between the Defined Benefit and Accumulation

Schemes. Were the Accumulation members to be transferred to another fund, the

investments would need to be separated, with those relating to the Accumulation members

being transferred into the destination fund accordingly. This would require some analysis,

with an appropriate transition plan being developed to either transfer assets on an in-

specie basis, which would avoid transaction costs, or through their sale.
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4.62 The Tasmanian Government could try and include the Defined Benefit Schemes within the

tender, however given the size of the unfunded liability it is unlikely that there would be

any interest in this section of the RBF from other superannuation funds.

4.63 It is important to note that this option constitutes a transfer of member’s interests from the

RBF to another superannuation fund within the industry. There is no value attached to the

RBF and, as such, there would be no sale proceeds arising from this transaction. This is

consistent within the industry, which is operated where members have choice and may be

regularly subject to changes within their provision of superannuation services.

Advantages

4.64 Over the longer-term, we would envisage that there would be significant cost savings to

Accumulation scheme members through the greater economies of scale obtained through

joining another fund, based on the nature of the RBF’s current cost structure.

4.65 We have performed an analysis in the table below highlighting the best case scenario for

Accumulation Scheme members were this section of the RBF to merge with one of the

funds that the RBF see as being their main competitors:

RBF If merge with

2011-12 Tasplan HESTA

Current Accumulation membership numbers 62,492 109,188 754,386

Existing admin costs per member per year 207.31 91.79 86.64

Existing admin costs per member per week 3.99 1.77 1.67

New membership numbers 171,680 816,878

Current administration costs and other expenses ($m) 10.0 65.4

New admin costs per member per year ($) 58.24 80.06

New admin costs per member per week ($) 1.12 1.54

Admin cost saving per member per year ($) 149.07 127.25

Admin cost saving per member per week ($) 2.87 2.45
Source: Annual reports for the year ended 30 June 2012.

4.66 Per the table above, it is estimated that the RBF’s Accumulation Scheme members could

save up to $2.87 per week in administration costs by merging into a competing fund.

4.67 This analysis is, however, based on the assumption that the receiving fund’s administration

costs and other expenses remain unchanged following the acceptance of the RBF’s

members. In reality, this would not be the case, although only a small increase would be

expected on the receiving fund’s ongoing, day-to-day cost base (i.e. excluding one-off

transition costs) through the member administration cost stipulated within their own

administration contracts (which we do not have access to for the purposes of this review).

Fixed costs, however, would reduce on a per member basis.
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4.68 Such a move reduces the future commitment of the Tasmanian Government to the

provision of superannuation, with the Government able to focus on the payment of

contributions to the new default fund and the run-off of the Defined Benefit Schemes. This

will provide the Tasmanian Government with one less significant business to focus on,

reducing the level of risk it faces.

4.69 While the Government would be reducing its exposure to the superannuation sector, this

change would be taking steps to protect employees interests by moving to a more

competitive, sustainable superannuation fund.

4.70 Future projects that are currently either underway or in the pipeline will no longer need to

occur, which will allow the RBF to focus on the provision of benefits to members whilst

also reducing the future cost base of the RBF.

4.71 Were the control of the Defined Benefit Schemes to be brought within a department of the

Tasmanian Government this would provide the opportunity for greater control of the

remaining elements of the RBF e.g. investment strategy, ability to negotiate administration

fees, greater understanding of the risk and compliance requirements and content

management with regards to ongoing member communications. However, there would still

be a reliance on Mercer as the administrator of the RBF, and there would be a need to

negotiate a new contract for these services. This would also likely be the case with regards

to the RBF’s custodian, JP Morgan.

4.72 Even if the Tasmanian Government did not proceed with this option, just by making the

initial enquiries the Government may be able to determine whether a more competitive,

cost effective supplier of superannuation services exists for its employees.

Disadvantages

4.73 Although the Tasmanian Government would have the ultimate decision regarding a new

default fund, this would require buy-in from the current Trustee to agree to the change (on

the basis that the Trustee has a fiduciary duty to act in the best interests of the members).

4.74 While some of the value of the project work undertaken in recent years would be lost,

much of this work has ensured that the RBF is in a position to contemplate such a move

and would be necessary to ensure a smooth transition to a new structure in any case.

4.75 The level of local presence within the Australian superannuation industry would reduce

and the Tasmanian investment focus may also reduce, although we should also note that

superannuation funds will always look at potential infrastructure investment

opportunities.

4.76 The Tasmanian Government, as principal employer of the Accumulation Scheme, would

have reduced control in comparison to the existing model. This may not be a concern

however, as no unfunded liability exists with Accumulation members.
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4.77 It will be an ongoing challenge to maintain economies of scale within the Defined Benefit

Schemes, with the implied cost per member likely to be driven up by some factors such as

investment costs. However, these costs could be offset by other savings or through the

adoption of a different approach. Investment costs, for example, could be managed

through a review of the existing investment strategy and a potential transition to indexed

investments or an implemented consulting approach.

4.78 The Tasmanian Government would be required to run a tender and undertake a transition,

both of which will incur time and costs.

4.79 We would expect to see a more streamlined organisational restructure for the RBF, if this

option were to be adopted.

4.80 This could include bringing the day-to-day management of the RBF in-house within the

Tasmanian Government, with the day-to-day administration remaining with Mercer to

ensure that the ongoing risks are managed accordingly. We note that other entities exist

and operate effectively within the Tasmanian Government to serve specific purposes. This

model could be supplemented by the appointment of an independent corporate trustee

who would manage the Defined Benefit Schemes on a day-to-day basis and would liaise

with a relationship manager within the Tasmanian Government where appropriate.

4.81 Were such an approach to be adopted, consideration may be given to employing some of

the RBF’s existing staff as subject matter experts to manage the RBF on that day-to-day

basis, which would ensure consistency of approach and maintenance of Fund knowledge

and prevent any knowledge gaps that could potentially exist following the transfer of

control to the Tasmanian Government.

4.82 Member, employer and community communications will need to be managed very

carefully, as there would be the potential for member dissatisfaction if members do not

comprehend the benefits of the tender. The benefits of such a change would need to be

clearly articulated to the community as a whole, although in the broader context within the

industry changes in ownership of superannuation funds are an increasingly common

occurrence and there is generally limited interest from fund members, reflecting the

general level of apathy within member engagement levels as a whole.
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Actions required

4.83 If the Government was to decide that this option was the most appropriate option for it to

pursue, the following actions will need to be considered:

- Commencement of discussions with the RBF Trustee and management to ensure

agreement and co-operation throughout the process.

- Determine with a greater degree of accuracy the costs that are involved in the

management of the DB schemes.

- Determine with a greater degree of accuracy the potential investment cost

synergies that would be lost and how this could be best offset in a new structure.

- Fully investigate the tax and legal implications of pursuing this option, including

the impact on key contractual arrangements such as the Mercer outsourcing of

member administration.

- Develop an appropriate management structure for the Defined Benefit Scheme

which could remain within the Tasmanian Government’s control through the RBF

being retained as a separate ‘business’, or brought in-house within the

Government, or an independent corporate trustee could be appointed.

- Develop an understanding of the tendering process, considering the costs

associated and the timeframes required.

- Appoint a team to run the tender process and as part of this identify potential

default fund providers.

- Upon completion of the tender process, undertake a successor fund transfer/bulk

transfer of members to the new default fund.
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Appendix A: The RBF’s RSE license journey

In the State of the State Address in 2008, the then Premier of Tasmania, the Hon David Bartlett,

proposed that the RBF seek to obtain an RSE Licence in order to create greater credibility for the

RBF and Tasmania in the wake of the global financial crisis.

The first stage of this process involved APRA undertaking a review of the RBF to identify where it

needed to undertake work to obtain the license. As part of this review, APRA identified a number of

shortcomings which the Tasmanian Government and the RBF sought to work through over the next

few years. Many significant milestones and improvements to business operations were achieved, as

highlighted within section three of this report.

As this process progressed, however, it became apparent that to obtain an RSE license would require

specific commitments from the Tasmanian Government in respect to the defined benefit liability

that raised concerns. These concerns involved the development of termination or wind up provisions

within the Act and a requirement to fully fund the liability, or at a minimum, have a plan to do so in

a reasonable timeframe, which could lead to a circumstance where the Government could be

required to fully fund the liability. These steps were required to ensure that the RBF would comply

with the ongoing requirements of an RSE licensed superannuation fund, ensuring consistency with

other RSE licensed defined benefit funds. At this stage, the Tasmanian Government had already

made a policy decision to only fund the emerging cost of the superannuation liability.

Following further consideration of these requirements, in August 2012 the Tasmanian Government

advised the RBF that complex policy and regulatory issues had arisen and that they had decided to

defer proceeding with APRA regulation in order to properly consider its options.

The Government opted to undertake a strategic review of the RBF to assist the Government to

identify the most appropriate means for it to provide superannuation for its employees and

members of the RBF in the future. This report is the first step in providing the Government with

appropriate contextual and industry information regarding those challenges and opportunities.
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Appendix B: Terms of Reference

Scope

Given a decision by the Government to defer APRA licensing of RBF, provide advice to the

Government on options for the future strategic direction for the RBF taking into account the following

key objectives:

 protecting the interests of members;

 minimising the financial risks to the Government from the operation of the RBF; and

 ensuring the financial sustainability and productivity of the RBF business.

In undertaking this review, the following matters are to be specifically considered:

 ensuring the RBF continues to operate, as far as is practicable, in accordance with the standards

required of an APRA regulated Fund;

 the most appropriate means for Government to provide superannuation for its employees and

members of the RBF;

 the capacity and options for achieving long term economies of scale in operational costs;

 the impact of current and future Australian Government superannuation reforms and trends in

the Australian superannuation industry;

 information included in the RBF Board’s draft Strategic Plan 2012-2015;

 the benefits and costs to the Government and RBF members associated with each option

identified; and

 any likely regulatory or legislative issues.

The legislated entitlements of members or any change to these entitlements is not within the scope of

this review.

Consultation

In undertaking this review consultation will be undertaken with the Board and Senior Management of

the RBF and the Tasmanian Department of Treasury and Finance. It also is expected that consultation

will be undertaken with representatives of Tasmanian public sector unions.


