Darren Wickham

22 Parkview Rd, Fairlight NSW 2094
Ph (H) 02 9977 1717 (W) 02 9255 7126 (Mob) 0408 900 095
Email: Darren_Wickham@watsonwyatt.com.au

6 May 2003

The Secretary

Senate Sdlect Committee on Superannuation
Parliament House

CANBERRA ACT 2600

Dear Madam,
Subject:  Inquiry Into Planning For Retirement

| refer to the call for submissionsfor the Inquiry Into Planning For Retirement. | appreciate that
| have missed your extended deadline for submissions, however, having just being made aware
of the Inquiry, | would be extremely grateful if the committee would consider my late submisson.

| am writing specificdly in relation to point (€) in the terms of reference “to examine ways to
assis older workers plan for their retirement”.

Statements of Projected Superannuation Benefits

One very effective method of assgting al workersto plan for their retirement is for the worker’s
super fund to provide them with a statement of projected benefit at age 65. The projections
could show the vaue of their lump sum benefit trandated into an annua income they could
expect over ther lifetime.

For older workers, providing a statement of projected benefits provides them with amore
redlistic expectation of their benefits at retirement and aso alows members approaching
retirement to adjust their persona contributions to ensure their benefits are adequate.

In the UK the regulator, the Financial Services Authority (FSA), requires that a benefit
projection statement be provided annudly for al accumulation style superannuation benefits
(“money purchase pensons’ as they are called).

The FSA, in conjunction with the Inditute of Actuaries (UK), has set standard assumptions that
alow actuaries and adminigtrators to cal culate these projected benefits.
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In the Appendix, | have included a mock up of what such a satement might look like in the
Audrdian context.

There would be no cost to the Government of this proposa as the cost burden would fall
primarily to fund adminigrators. Inevitably this cost would be passed on to membersin higher
fees. However, | believe it would be possible to contain this cost through the use of
standardised calculation factors. 1t would be very useful to examine the experience of the UK in
thisregard.

In any case, | believe the benefits of better planned retirement and more redistic worker
expectations outweigh the rdativey smd| additiond administration cost.

| would be ddighted to provide the Committee with any further information you might require.

Yours sincerdy

=

Darren Wickham
Fellow of the Indtitute of Actuaries of Austrdia’

* Please note the views expressed in this submission are my own and do not necessarily
represent the views of the Institute of Actuaries of Australia and its committees, nor do
they represent the views of my employer.
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Appendix — Sample Projection Statement

Your Projected Retirement Benefit

Date Statement Produced 1 July 2003

This statement is a guide to the amount of benefit that you might get when you retire. In this
statement, we refer to thisas an ‘illustration’.

Please read al of this statement. The notes on the next page explain more about the way your
illugtration has been calculated and what will decide how much your final benefit will be.

About you

Y our name: John Citizen

Y our date of birth: 1/1/1950

Y our Membership Number: 12345

The name of your super fund: The Very Good Superannuation Fund
The vaue of your account balance at 1/7/03 $100,000.00

Your future benefits
On the assumptions we have made we estimate that:
your lump sum benefit on retirement at age 65 will be $200,000.

with thislump sum you could roll it over and purchase an annuity giving you an
income of $12,000 per annum or $1,000 per month (beforetax) for the rest of your
life.

The amount of benefit is shown in today’s prices. Thisillustration is not a promise or guarantee that
when you retire you will receive the amount of benefit shown here. Thisis because theillustration
is based on the position in our records as at 1/7/03 and on a number of assumptions.

However, what actually happens may vary considerably from these assumptions, and so your
actual benefit when you retire may be significantly different from the amount shown here.
The longer the period from now till your retirement date, the more likdly it is that significant
differences will arise.

If you have any questions about your illustration you can phone us on: 1800 000 000
or you can write to us at: GPO Box 999999, Sydney NSW 2001

Thisillustration should not be used asthe only basisfor reviewing your superannuation
arrangements, or for deciding which super fund to choose. Because of this,

you should consider getting further information or advice before you review your superannuation
arrangements.
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Notes:

Thisillugtration is to help you plan for your retirement. It shows the amount of benefits that might be
payable when you retire, in today’s prices (so that you can see what you would be able to buy if
you had this amount of benefit now). We are required by law to provide it, and to use various
assumptions in our calculations.

Among other things, your final benefit will depend on:

when you actualy retire and start to take your benefit; we have assumed that your
retirement date will be 1/1/2015

the actua contributions made; we have assumed that you will continue to pay your
persona contributions at the rate of 3% of your sdary (by saary sacrifice)

the way your own fund is invested, and the investment growth it achieves; the way in
which we have assumed that your super fund is invested, and the investment growth we
have assumed it will receive, may not reflect what actualy happens between now and
when you retire

how much it costs to buy an annuity when you retire; the actua cost may be significantly
different from our assumption

whether you choose to buy afixed annuity or one that increases each year; we have
assumed that you will buy a annuity that will increase each year in line with inflation (the
Consumer Prices Index)

what alowance (if any) you make for a annuity for your wife - we have assumed that

when you retire you will be married to Mrs Citizen, who will receive a annuity equd to
half of your annuity if she survives longer than you do.

If you want to know more about the way your illustration has been worked out or the assumptions
we have made, see the ASIC projections assumption website (www.asic.gov.au/page_tba).
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