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Background

» This presentation outlines the case for ongoing funding of the Superannuation Consumers’ Centre.

» The Centre was established in 2013 as an ACNC registered company limited by guarantee and is governed
by a three member board.

« The Centre received its first $2.5 million in funding in August 2018 from a community benefit payment arising
from Enforceable Undertakings between two funds (CBA and ANZ) and ASIC in relation to mis-selling
superannuation. It has appointed a Head of Advocacy and has the support of consumer body CHOICE
during its establishment phase.

» This idea of a Superannuation Consumers Centre was first raised by CHOICE as a contribution to the
Cooper review.

« CHOICE and other consumer groups raised the need for ongoing funding to the Productivity Commission
Efficiency and Effectiveness of Superannuation review and the Financial Services Royal Commission.

* In 2012 a CHOICE led Establishment Committee together with a number of pro-bono partners produced a:
- Business case
- Three year business plan
- Endowment plan
- Legal requirements including formalising company and ACNC registration

* This document updates the 2012 business case and endowment plan.
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Summary of this report

Australia’s superannuation industry suffers from a lack of consumer trust, questions around competition and structural
impediments to consumer engagement.

The Productivity Commission has found causes of poor outcomes in the confusing array of products, too many of which are
chronically underperforming, and the Financial Services Royal Commission has revealed entrenched conflicts of interest.

This has resulted in consumers not being able to make the most of their retirement savings.

We see three interventions that would help address this situation
— Advocacy

— Assistance

— Education

The financial services regulatory framework requires a strong consumer voice to bring consumer perspectives into complex,
high-stakes policy debates

There are a number of consumer and industry bodies today, but none has a superannuation focus or the right combination of
consumer-focused knowledge, independence and accessibility.

The Superannuation Consumers’ Centre will fill this gap and provide a range of key advocacy, assistance, and education
services for Australian consumers.

The Centre must be large enough to have its voice heard amongst the superannuation industry lobby groups, to do this it
requires a comparable annual budget of $8-12 million.

An endowment fund of $118-176 million established from Government, the industry levy and fines and penalties from breaches
of superannuation law will be required to give the Centre an adequate, sustainable and independent basis to operate
(appendix 2).

Now is the right time to create a strong consumer voice to assist in restoring trust and resolving the issues impacting the
sector

Consumers, government and industry will all be significant long-term beneficiaries of the Centre’s establishment.
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Section 1 | The problem
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The Productivity Commission has found too many consumers are in
underperforming funds

Nearly 5 million accounts are in underperforming funds Consumers are unsure where to turn to for advice

The wide dispersion in fund performance over the long-term has large implications for
members’ retirement incomes. For example, a typical full-time worker in the median fund
in the bottom quatrtile (in terms of investment performance) over their lifetime would retire
with a balance 53 per cent (or $635 000) lower than if they were in the median top-

quartile fund.
6
47 9.8 million member 67 % -
funds above —
3 benchmark $448 billion in asset:

Who do you
Asset trust to manage
managers your savings?

3%
-3 funds 197 bill 30%
k 2 underperform

ORetail ©lndustry ©Corporate ©Public Sector

Annual net returns
relative to BP2 over 12 years (%)
=

Yourself

Description: Performance relative to individual funds’ benchmark portfolios, 2005-2016 Size
of circles indicates the size of each fund’s assets under management
Source: Productivity Commission analysis of APRA data and financial market index data Source: Oliver Wyman Global Consumer Survey 2011
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Consumers face three key challenges in the sector

Challenges for consumers

Limitations of
competition

Conflicts
of interest

System design
iIssues
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Some consistent underperformance issues

Where consumers have choice they are confronted with a confusing
array of options, often leading to poor decision making

Default system contributing to consumer disengagement

Cases of potential conflict of interest uncovered by the Royal
Commission

Some trustees appear not to have acted in members best interests

The creation of unintended multiple accounts (about 10 million)
A large volume of lost, inactive and unpaid superannuation and
consumers defaulted into poor performing funds



Limitations of our retirement savings system hurt all stakeholders

Potential impact of consumer challenges

Consumers

 Smaller retirement balances
due to:

— Underperforming default
and choice products

— Poor add-on insurance
cover design

— Less optimisation of costs
and taxes

— Proliferation of duplicate
accounts

— Less likely to make
beneficial voluntary
contributions
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Greater retirement funding
need due to smaller personal
balances

Undermines public
confidence in the
Government/regulators
competence to regulate

Smaller financial services
taxation revenue base

Reputational impact on
Australia’s positioning as a
financial centre

Industry

» Lower flows into the system
and therefore lower funds
under management

« Broader damage to industry
reputation and standing

 Shift of asset allocations
to lower margin
(e.g. passive) or no margin
(e.g. SMSF) products

» Missed opportunities to
deepen customer
relationships — e.g. with
post-retirement products




We see three key interventions that would help restore trust and
Improve outcomes

Intervention

What is it?

How will it help?

* Bringing a consumer focused
evidence based approach to
Government policy
and industry practice

* Ensuring more balanced and consumer oriented outcomes

Advocacy on matters of importance
* Targeted research and analysis  Second order benefit from awareness raising/education
* Providing a consumer perspective
on emerging super issues
* Triage and referral services
for consumers experiencing * Helping consumers navigate the complexity of the system
Assistance problems with their super « Helping regulators enforce and improve the rules by
» Gathering and disseminating supplementing their intelligence gathering capabilities
intelligence on risks and issues
* Provision of information
and awareness raising
« Turning complex product data * Influencing consumers to act in their own interests in
Education analysis into easily understood managing their super

consumer tested information

 Leveraging social media to
facilitate peer-to-peer education

Helping consumers make better decisions
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B [ Assistance | [ Education ]

Superannuation is constantly being refined to better meet its purpose, yet the
policy debate is devoid of a strong consumer voice

1993 1995 2006 2012 2017 Future issues
+ Superannuation Industry | [+ Small account and lost member « Compulsory cashing rules abolished FoFA . Life Insurance in * Productivity Commission -
S“pegﬁsmn) At protection introduced May 2006 Ban on conflicted remuneration Superannuation Competition and efficiency
asse « Plan to simplify superannuation Best Interests Test Industry Code of . TSZZ??:;OW,
announced. Removal of tax on pension optin Practice . Dupli
and lump sum benefits paid after age 60 - * Member outcomes up |cat§ ac.counts
1996 2005/06 Budget Accountants exemption legislation (ongoing) + Appropriate insurance
* Inquiry into the Australian . . Scaled Advice + Objective of + Comprehensive Income
financial system (resulting in + “Future Fund” announced Other superannuation Products in Retirement
APRA and ASIC) Refund of excess (ongoing) (De-cummulation defaults)
concessional contributions + Concessional cap » Standardisation of
changes insurance cover
2005 « Super guarantee changes
* Superannuation surcharge abolished Stronger super + Superannuation outcomes
« Transition to retirement benefit introduced SuperStream for women
+ “Choice of Fund” introduced Auto-consolidation + Royal Commission into
MySuper Financial Services
response

Superannuation
guarantee
introduced

(at 3%)

P 1092 ) 1994 ) 1996 ) 1998 2000 ) 2002 ) 2004 ) 2006 ) 2008 2010 P 2012 ) 2014 P 2016 ) 2018 D .. g

1997 1998 2002 2003 2007 2011 2018
* Retirement Savings * APRA commenced « Provisions for splitting * Mandatory « SIS rules governing » Slated SG to increase to 12% - Protecting your super
Accounts introduced supervisory functions superannuation contribution annuities and + Superannuation Guarantee package
« 18% contributions to low (separating frequency moved pensions amended (Administration) Amendment « Financial Services
income spouse 1999 spouses) introduced to quarterly + Spouse contributions Bill 2011 Royal Commission
- Upper age limit for . Preservation . Curre_nt mandatory . Gove_rnm_ent co Splitting permitted + Super tax refund for lower
superannuation guarantee rules strengthened contribution level of contributions income earners
contributions extended to 70 9% reached made available
* Lost Members 2001/02
Register established
* The Financial Services
Reform Act (FSRA) 2004
introduced + Contribution rules simplified
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Y [ Assistance | [ Education

Advocacy would help represent consumer interests in policy debates,
Influence industry practice, and raise consumer awareness

Consumer perspectives are under-represented in Policy advocacy

policy debates + Consumers are under-represented in the debate on

superannuation policy due to the absence of an entity
Submission pages to the Productivity Commission Superannuation to research, analyse data, formulate policy and
consultation by source communicate views on their behalf

W races « e.g. Productivity Commission, Comprehensive Income
Products in Retirement, etc.

Practice advocacy

* Industry is often open to reflecting consumer
perspectives in practice guides such as codes of
conduct, but lacks a consumer voice to engage with on
equal footing.

* e.g. The Insurance in Superannuation Working Group
had 20 industry representatives to a single consumer
representative.

Industry Consumers and representatives Others

Source: Productivity Commission Awareness raising

» The publicity associated with policy and practice
Balance to the well funded industry lobby advocacy can also have a considerable positive impact

L on consumer awareness of the focus issues
+ To date CHOICE has been the only consumer organisation

working in superannuation, with funding for one part-time * e.g. the Productivity Commission consultation and
position. By contrast, the main industry lobby groups have Royal Commission have been opportunities to give
an annual budget of more than $42 million, employing consumer advice about taking control of their super

approximately 108 staff.

) Source: Senate Economics Committee Hearings 11
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The complexity of many of the processes surrounding superannuation
creates a need for assistance with triage and referral (which can also support
Intelligence gathering)

Example process: Managing a dispute with a provider Perspectives
Is complex and support is not available to all

+ Consumers are often ill-equipped to make key

Internal Dispute External Dispute R ..
Resolution (IDR) > Resolution (EDR) > Litigation decisions around super, e.g.
“““““““““““““““““““““““““““““““ — Selecting a quality superannuation fund
_ 'Ssuefz_an_d OFiQagcia' A Courts — Understanding which issues are in and out of scope
— t . . . .
K e Se?\],icuem\ and managing a dispute with a provider
3 | + Consumers would benefit from an assistance
© . .
3 Superannuation service covering
< Complaints — Triage of needs that works with internal and external

Tribunal (SCT)*

dispute resolution services

— Provision of basic legal advice and referrals for more
Legal Aid complex needs, this would avoid the need for costly,
extensive legal advice and help clarify issues a

| Community consumer may have with a provider

Legal i i i i

e — Online tools suppo_rtlng consumers in processes like
account consolidation, fund comparison or

------------------------------------------------------ understanding insurance needs

Assistance gaps exist for lower and middle income earners who S . h l ffi ial advi
don’t qualify for aid programs nor can afford legal advice - upport assessing the qua Ity Ol nancial aavice

Financial
Counsellors

Also available to
low income groups

()
= E
G 9 .
=93 Private
c <
>= 3 Legal
©cc O :
025 Services
ﬁ ey
<2 *From November 2018 the Australian Financial Complaints Authority will begin
b hearing complaints in place of FOS and the SCT.
Sample Path
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NAGUGEASTMN] A ssistance | INEGGAGORN

Consumers as a group would also benefit from assistance aimed at
gathering, triaging and sharing emerging and systemic issues with industry,
regulators and government

« Consumer case work organisations (e.g. Financial counsellors, Consumer Action Law Centre
and Financial Rights Legal Centre) have a played a vital role in directly assisting consumers
and turning that direct assistance into sound policy and education resources

» Case work forms a ‘virtuous circle’ with advocacy and education work:
— Case work gives an evidentiary base for advocacy for policy improvement, which in turn can

prevent future consumer harm
— Case work can also highlight areas that can be solved via education, in turn better education

can drive down the need for more costly interventions

-

13
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INAGUGEAETIN] A ssistance | INEGAGORN

Consumer bodies with an assistance function help regulators with
Information gathering and targeted responses

 The ACCC and ASIC make use of case studies raised by consumer bodies to inform
enforcement priorities.

» A register of cases is maintained and updates provided by the regulators as part of their
consumer advisory groups. This helps to ensure accountability of the regulators to consumer
concerns.

» Unlike other rounds of the Royal Commission, the superannuation round was not case study
driven. This is in large part because, unlike credit and insurance, there is no case work body
dedicated to assisting individuals with superannuation issues.

» Counsel assisting the Royal Commission noted that the unique characteristics of
superannuation meant trustees were often left alone in the dark without healthy public scrutiny.
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More effective education is required to assist consumers to act in their own
best interests in the management of their superannuation

Despite small improvements an extremely large number of people
have duplicate accounts

Percentage of consumers with two of more accounts

Bl consumers with 2 or » Duplicate accounts and lost superannuation has in large part been
caused by systemic flaws in policy. Until these are fixed education has
a part to play in assisting consumers in taking control of their super

» Over a third of all super accounts are ‘unintended multiples’

* The collective cost to consumers is $1.9 billion a year in excess
insurance premiums and $690 million in excess administration fees

+ A typical full-time worker is $51,000 worse off at retirement due to
unintended multiples.

» Consolidation is often considered complex or is outside the scope of
attention of many Australians

2013 2014 2015 2016

Consumers are losing invested funds
Value of super accounts lost and held by the ATO
W $hbillion
* The ATO currently holds more than $17 billion in lost super

* The issue also creates additional administrative costs and
complications for the industry

201415 201516 201617

Sources: ATO, available at: https://www.ato.gov.au/About-ATO/Research-and-statistics/In-detail/Super-statistics/Super-accounts-data/Super-accounts-data-overview/
Productivity Commission, 2018, ‘Superannuation: Assessing Efficiency and Competitiveness - Draft report’

15
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There is a lot of education provided to consumers — but dynamic interactive
consumer engagement has been limited to date

The Government and industry have
invested in good education initiatives

. MEBNEYSMART |5

Simple guidance you ca regulator

consumers increasingly value access to Consumer education
information in places they already frequent, such
W7 Davidson as social media platforms » Consumer organisation, CHOICE,
Institute has been piloting the use of an
Australia’s First Facebook — Bigger than the USA? interactive social media based ‘chat
School of Money. bot’ to deliver targeted information

about super at scale. Without a
dedicated funding source these types
of tools cannot reach their intended
audience

SOCIAL MEDIA t

(MEMBERS. M)

Superannuation education could
be enhanced with more targeted
information, such as:

FACEBOOK > >

(MEMBERS, M)

© © ©

ndation 9 VN — Consumer friendly reporting of top
o o O ’o‘\‘ &= performing SL.Jperannuatlon funds
., Australian Government v W8 NS = - — Independent insurance calculators
" Financial Literacy Foundation — General information on the value
of voluntary contributions and
Source: CIA Factbook, http://news.yahoo.com/number-active-users-facebook-over- ConSOHdation

...but these are broadcast in nature years-214600186finance.html
and do not tap the power of
peer-to-peer communication

© Oliver Wyman | SYD-ASP40701-003 16



Australia has multiple government agencies engaged with superannuation,
but none are positioned to play these roles for consumers

Assessment of capacity of Commonwealth agencies for superannuation consumer
oriented interventions

Agency Super role Advocacy Assistance Education
» Conduct and disclosure » Policy advocacy most often » Focused on breaches of law, * MoneySmart is an
regulator used when limits of large class recoveries, little excellent information
« Aims to ensure consumers regulatory tools have been capacity to help with individual and education tool but
dealt with in accordance with established problems a regulgtor is not an
the law + Open to consumer inputs, « Intelligence skewed to appropriate sponsor of
. Fi ial it ibilit but no mandate to develop complaints (in non super areas consumer to consumer
inanciat fiteracy responsioility positions on behalf of community based advocacy education
consumers groups are major source of
intelligence)
+ Policy advice to Government, + Lacks resources to generate * No direct assistance capability * No education
based on objective and independent consumer responsibility
& A thorough analysis of options focused research
. + Lacks an expert consumer
Australian Government group to engage with
The Treasury  Limited capacity to research

and develop positions on
behalf of consumers outside
of major reforms

Prudential regulator * No remit to advocate for * No direct assistance remit or * No education

National statistics agency O consumers @ capability O responsibility
* Some access to relevant data

Implements government policy but limited capacity to use data
on behalf of consumers

* Focused on SG and SMSF « Conducts some research, » Helps individuals with SG * Website has good
compliance, some tools to no remit to develop « Some access to relevant data information and some
“ help consumers, significant positions for consumers but limited capacity to use on good tools but limited in
v role in implementation of behalf of consumers accessibility and

Stronger Super consumer appeal

* MyGov consolidation tool
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..nor do existing private sector or community bodies have the right
combination of knowledge, independence, and accessibility to fill these gaps

Knowledgeable

Chartered
Accountants

Experts in super

Independent

Primarily oriented to
consumer interests
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FSC
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fESTA /__ Il:]:!l.l.s Accessible
HESTA 5 S8
AustralianSuper i i i
<BT AMPY :(/ Offerings readily available
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COTA%, ')
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Financial
Counsellors

o Mationaleniors Australi consumer
ltitimnen Sl ety Beter

Iaw centre

Legal Aid

Community
Legal Centres
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Section 2 | The solution
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What the Superannuation Consumers’ Centre can deliver with ongoing funding

Purpose — To improve the operation of the superannuation and retirement income system so that it delivers
the best possible retirement income for Australian consumers

Mission
/ * To provide direct assistance to
consumers to help them

Assistance navigate the super system

30% effort

Mission » To gather and disseminate
intelligence

To advocate for consumers’ interest in | —~—___
the superannuation system

Centre for
Superannuation
Consumers

Advocacy
To research and analyse consumer 50% effort
issues in the superannuation system

To identify and act on systemic issues

Education &

Engagement
20% effort

Mission

* To engage, empower and educate
consumers to act in their own interests
to achieve better outcomes

The capabilities of the Centre will sit in the currently vacant intersection of knowledge,
independence, and access
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90% of the Centre’s efforts will focus on advocating consumer interests in
policy-making and industry practice

Assistance .
30% effort
L]
Advocacy Centre forl
50% effort Superannuation
Consumers hd
Education & .
Engagement

20% effort

Advocate for
consumers’ interest in the
superannuation system

Focus areas

Research and analyse consumer issues in the superannuation system

Undertake research, analysis and policy development on consumer issues in superannuation
Provide on-going advice on industry development from a consumer perspective to Government

Build networks amongst consumer groups, academics, government and industry, and facilitate
consumer representation on government and industry committees, Boards etc.

Priority issues will likely include

— Advocating for consumer oriented findings from the Productivity Commission and Royal
Commission

— The “retirement risk zone”

— Draw-down defaults

— Consumer interests in self-managed super
— Improving outcomes for the most vulnerable

— Cost and value issues

Increase consumer influence on policy makers, regulators and industry

Be a strong independent voice for consumers in the development of superannuation policy,
regulatory reform and improved industry practices

Facilitate better consumer involvement

© Oliver Wyman | SYD-ASP40701-003

Provide a means by which consumers can enter into effective dialogue with government and
industry about superannuation issues, in particular about regulatory, co-regulatory and self
regulatory initiatives

21



30% of the Centre'’s efforts will be focused on providing assistance — both
directly to consumers, and via intelligence gathering and dissemination

Assistance
30% effort

Advocacy Centre forl
509 effort  SuPerannuation

Consumers

Education &
Engagement
20% effort

Provide direct assistance
to consumers to help them >
navigate the super system

© Oliver Wyman | SYD-ASP40701-003

Focus areas

Triage and referral service
+ Largely provided through on-line tools, fact sheets, and a dedicated assistance team

Legal assistance
» Using a mix of in-house and pro bono resources take on

- Cases raising serious systemic issues

- Important matters of public interest

- Egregious cases involving vulnerable consumers with no other access to assistance
Red flags advice program

 Still scoping: For defined periods of time the Centre may work with external panels to offer a
second opinion service for certain types of financial advice

Data capture

* Provision of objective advice to government, regulators and industry about issues affecting super
members and consumers, including emerging systemic issues

22



20% of the Centre’s resources will be dedicated to encouraging education to
engage and empower consumers to act in their own interests

Assistance
30% effort

Focus areas

Advocacy Centre forl o ] )
50% effort  Superannuarion Engage and educate consumers through a dynamic interactive online hub for consumers

by consumers

Education & * Find innovative ways to connect consumers to existing superannuation tools and content

Engagement

AV Gl * Foster development of new tools and content where gaps exist, for example consumer centric
product comparisons of superannuation and life insurance in super products

+ Creatively use digital tools and social media to connect consumers to the Centre and each other
To engage, empower and through a vibrant online community
educate consumers to act >
in their own interests to
achieve better outcomes + Explore and report on new products or new concepts as they come to market

Awareness raising on key issues

* Warnings on dodgy and illegal schemes
* Use APRA, ASIC and AFCA data to provide accessible information to consumers

* Analysis, interpretation and clear presentation of complex information for consumers

23
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Each of the Centre’s activities will be mutually reinforcing

Inter-linkages between Centre activities

Industry and
Government are
better informed

© Oliver Wyman | SYD-ASP40701-003

e —

Policy position
and advocacy

campaign developed

Research analysis
and insight

r-—-—----

Research and analysis

identifies trends

Consumer policy

“Advocacy —-50% = ——— [

T

Influence
policy makers,
regulators & industry

The Voice of the

Consumer

Assistance

Social Media

> enhancements
emerge

Campaign includes education
materials, tools, consumer

engagement strategies

20%

Education including
referral to (e.g.) ASIC
money smart

Cases (questions and

issues) come in via phone

and email

—

assistance and

_
—

Consumers received

Consumers
are educated
through media
debate

Consumers feel
educated and
empowered

Consumers need
less government/
industry assistance

provide insight



The three functions of the Centre will each provide direct benefits to all
stakeholder groups

Key benefits to stakeholder groups by Centre function

Consumers Industry
Advocacy Advocacy
* Increased chance of policy changes * Provision on-going consumer » Central point of contact available for
addressing consumer interests oriented advice on super issues as the ongoing dialogue and dialogue on specific
. . . system evolves issues e.g. new products, codes of
* More consumer oriented industry practice conduct

» Central point of contact available
for exploring policy options from a * Opportunity for dialogue on alternatives to
consumer perspective regulation as a way of addressing

consumer concerns

Assistance

* Increased awareness of key issues

Assistance . .
* Opportunity for early warning of

* Increased ease navigating the * Improved intelligence for regulatory action emerging conduct issues prior to
system (especially for lower-middle regulator intervention

; » Provision of super complaints, systemic
income earners)

issues or test cases for enforcement, law « Reduced consumer confusion and
or policy action frustration in dispute scenarios

» Consolidated customer feedback

Education Education
» Higher probability of taking action * Impact of existing financial literacy efforts + Greater voluntary savings flows
and making right choices to improve enhanced and magnified

* Reduced wasted administration costs
super outcomes
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The Centre has strong momentum and support from a range of stakeholders

The many Australians who depend on their superannuation
are in great need of a source of general information and
analysis which is knowledgeable, independent and
accessible — | believe that The Centre for Superannuation
Consumers will address that need.

— Allan Moss, former MD/CEO Macquarie Group

| strongly support the establishment of an independent
organisation that represents the interests of superannuation
fund members and consumers across the whole industry. It
will send a compelling message if the organisation is — and
is seen to be — entirely independent and only interested in
the best interests of members and consumers.

— lan Silk, CEO AustralianSuper

The consumer super centre fills a gap that can only be filled
by and independent consumer driven organisation. Whilst
the voice of the consumer is a strong focus of product and
advice providers it’s fair to say that unless there is
independence in providing this perspective often issues can
be misunderstood or passed over. The centre is best placed
to fill these gaps and support the continued development of
a consumer focused super system."

— Steve Tucker, Former Group Executive — NAB Wealth

A centre providing advocacy, assistance and education in
superannuation would empower consumers and help them
navigate the superannuation system

— Jocelyn Furlan,Former Chair, Superannuation Complaints Tribunal

The proposed centre is a missing piece in the fabric of
super. | strongly support the idea and look forward to
contributing to its development.

— Jeremy Cooper, Chairman, Retirement Income — Challenger Limited
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A strong independent voice for consumers will help address the
trust deficit in the super system. A well funded Centre will help
drive member engagement and help members make better
decisions about their super, and improve their retirement
income. As we move into an era of consumer directed choice
an independent source of consumer information will help
activate competition amongst super funds in a way that meets

members needs.
—Scott Hartley CEO Sunsuper

Super is now so important for the future wellbeing of
individual consumers ,and that of our community. Its
complexity and long term nature requires a specialist and
expert voice from the consumer perspective to help ensure
the best policies and practices.
— Philippa Smith, former CEO ASFA, Trustee First State Super

Our rapidly growing superannuation system would benefit
from a strong voice for consumers. Such a centre would
assist ASIC to more effectively target our regulatory actions.
Ultimately it's about improving investor confidence in super.

— Greg Medcraft, Former Chairman, ASIC

| consider the establishment of an independent community
based organisation with a clear focus on advocacy,
research and assistance on behalf of consumers navigating
superannuation and related retirement income decision-
making is a very timely initiative.

— Shane Tregillis, Former Chief Ombudsman, Financial Ombudsman Service

Superannuation is fast becoming a significant asset for
many consumers. Likewise there is a highly competitive
landscape for service providers. The latter has a myriad of
organisations advocating on its behalf, and its a sign of our
maturing system that consumers achieve good
representation as well.

—Jo Anne Bloch, Leader, Mercer Administration Services
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A significant number of influential individuals and firms have agreed to
provide support to the Centre

A group of respected individuals
has volunteered to assist with
establishment

| @ Allan Moss — former CEO
8l Macquarie Group

Jeremy Duffield — former CEO
“ Vanguard, Co-Founder
| SuperEd

Tony D’Aloisio — Chairman
f Perpetual, former Chairman
4 ASIC

i JoAnne Bloch — Leader, Mercer
:-3 Administration Services, former
77 CEO FPA

Philippa Smith —Trustee First
State Super, former CEO
ASFA,

Jenni Mack — Former Chair of
Choice, Independent director
Sunsuper
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A number of pro bono partners have/are providing strong support

OLIVER WYMAN " oOliver Wyman and
Mercer — business case
Nalo - $300K of research and

policy collaboration over
five years

Gilbert and Tobin — legal
support

Cameron Ralph /
Navigator — governance
structure and
documentation support

CEO Search

$300,000 in market
research over five
years

australianpublicaffairs

&L Vanguard

Strategic investment
advice

Consumer education, marketing
and campaign activities

A Lonsec company

SUPER
RATINGS

Data provision and
analysis assistance

Insight like no other

Data provision and
analysis assistance

KPMG

$300K of research and
policy collaboration over
five years
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We believe that the right time to establish such a Centre is now due to the
current characteristics of Australia’s superannuation system

Characteristics of today’s superannuation system

Policy change

+ Significant level of policy

change including

— May 2017 Federal budget
concessional contributions cap
and associated changes

— May 2018 Federal Budget
insurance in super and admin
fee changes

— Pending PC and RC
recommendations

» Policy change agenda likely to
continue evolving rapidly for years
to come

» Government efforts to engage and
protect consumers — opportunities
for greater consumer involvement

* Industry initiatives require
consumer engagement, e.g.
— Codes of practice
— Professional standards

© Oliver Wyman | SYD-ASP40701-003

System maturity

» With 25 years of SG, the system is
reaching maturity and the stakes
for consumers and government
are high
— Large individual balances to

protect and grow for many
consumers

— Large potential contribution to
reducing the Government’s
funding burden

» Significant numbers of people
now reaching the drawdown
phase with new needs, creating
new policy issues

* Major revenue pool for the
financial services sector

Consumer characteristics

« Growing trust issues stemming
from Royal Commission
revelations and increasing media
coverage of system shortcomings

» People are living longer and
therefore require superannuation
balances and longer drawdown
periods

* The current retiring generation is
the first to include a significant
number of self-funded individuals
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Centre

Prepared by the Superannuation Consumers’
Centre



The Centre will have 32-48 staff, leveraged by external partnerships, and a

budget of approximately $8 -$12 MM per annum

Indicative organisational structure

Office manager

Director of policy, Director of
research and
advocacy

Director of
education Support teams

(Administration, HR,
finance, IT, marketing)

Policy, research, data analytics
olicy, research, data analytic 9 FIE

and advocacy team Assistance team Product team
9FTE S5ETE S5FTE

Consumer Content team
N cngagement team —
3FTE
2FTE

Media team
2FTE

Indicative structure and required funding developed by the Superannuation Consumers’ Centre assuming a $10 million annual budget
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Standout feature - data analysis

The importance of data to consumers

From product design to price, data will increasingly define people’s interaction with markets and the
products they buy. Giving consumers the ability to take control of their own data has the potential to
dramatically increase their bargaining power, activate demand side competition and deliver better
targeted products to their needs.

The data analytics team

One of the key features of the organisation would be the inclusion of a data analytics team. We would
expect this to comprise of at least two highly skilled data analysts, who are capable of producing:

e comparable product level data which can be used for consumer comparison tools

e high level data for guiding policy and advocacy responses (e.g. median MySuper performance
data, median fees, median insurance premium costs)

e education suitable data for use in heuristics/ ‘rule of thumb’ (e.g. the impact of 0.5% in fees on final
retirement balances)

This team would be complemented by two data journalists dedicated to simplifying complex data,
especially in the life insurance in superannuation market, this would include:

e Analysis and product review of life insurance products

e Producing underlying data for product finder tools (similar to CHOICE's ‘Do | need health
insurance’ and ‘Compare health insurance’ tools)
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Funding options

Funding principles

To help achieve its purpose there are three important principles on which the SCC’s funding should be based:

e Independence — from industry and direct government influence
e Sustainability — to allow the SCC to plan for the long term
e Adequacy — to engage in the detailed work consumers need

We see the endowment model as achieving the best balance of these principles. The industry levy model is still possible,
however it would require some compromise, particularly in terms of independence and sustainability.

How models deliver on these principles

Baseline funding
model

Strengths

Weaknesses

Endowment

(e.g. Grattan Institute)

e Independence - endowments are designed to
allow an organisation to give frank and fearless
advice, without the threat of defunding

e  Sustainability - long term funding is built into
the model design

e Adequacy - initial guantum can be topped up
by other sources to ensure adequacy (e.g.
industry levy, community benefit payments,
future civil penalties)

Adequacy - If the initial quantum is insufficient the
organisation may not be able to deliver on its
objectives without being topped up (e.g. industry
levy, community benefit payments, future civil
penalties)

Industry levy

(e.g. Australian
Communications
Consumer Action
Network)

e Adequacy - If funding is benchmarked against
industry spending on advocacy, it can help
ensure balance in public policy debates

Independence - similar models are dependent on
the renewal of short term contracts, which have
been used by industry bodies to threaten funding
during funding renewals

Sustainability - There is a constant threat that
funding will not be renewed in the future
Adequacy - Given funding comes from a levy on
industry there is an internal conflict built into this
system between industry and the consumer
organisation which can threaten adequacy
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How large an endowment would be required?

What size fund is needed and how long would it last at the three annual budget options?

Jeremy Duffield (ex Vanguard Australia CEO) estimates a fund of:

e $118m to support an annual spend of $8m for 20 years
e $147 m to support an annual spend of $10 million for 20 years
e  $176 million to support an annual spend of $12 million for 20 years

Calculations by Jeremy Duffield and Mikhail Tupitsyn - SuperEd, September 2018 (see appendix 2)

How can the fund be built?

The most simple approach would be for a one off funding injection from the Federal Government. Alternatively, a mixed
method may be used to get to the final funding target:

e A one off starter contribution by the Federal Government,

e With the balance funded over a defined period e.g. three to five years through a mix of:
o  superannuation industry levy,
o the forward estimates,
o penalties and fines from breaches of superannuation law

Other steps which would assist the organisation in reaching its funding goal would be:
e specific listing as a deductible gift recipient to help the centre raise its own funds from donations and/or philanthropic
sources
e scaled up spending over the first three to five years of operation to allow the organisation to bed down staff and
functions, while allowing the principal investment to grow.
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Accountability

We acknowledge that this would be a sizable contribution for the Federal Government to make. We will
demonstrate that the organisation is delivering on its purpose in the most efficient way possible.

The organisation will publish audited financial reports annually that clearly indicate how expenditure has
been allocated across key functions, as well as reporting on the status of the endowment. The organisation
would also report on key outputs and outcomes from this expenditure, such as:

The number of people it has assisted through its direct assistance program

Outcomes for those assisted

The number of people it has assisted through its education tools

User engagement and satisfaction

Engagement in consumer policy and advocacy debates and progress toward publicly stated goals

The organisation would also be committed to transparency and public access to its research, information
and services, for example through:

e Publication of research and submissions
e Free access to content and education tools
e Free access to its direct assistance service
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The Centre is currently governed by an independent, consumer-focused,
skills based board

e The Centre was registered with the ACNC and ASIC in 2013
e Itreceived $2.5 m in community benefit payments in 2018 via ASIC enforceable undertakings

e The SCCis governed by a three member Board

Rod Stowe - Board Chair
(Government and consumer
experience)

Jenni Mack - Board Director (Industry Susan Thorp - Board Director
and consumer experience) (Academic and consumer experience)

Under the Constitution the Directors together must have:

e knowledge about consumer policy and consumer advocacy

e knowledge about superannuation policy and the superannuation industry; and

e an appropriate level of financial knowledge and skills sufficient to properly oversee the
prudent administration of any endowment fund owned, operated or maintained by the

company.

The Board is appointed in accordance with ASX’s corporate governance principles
and ensuring a spread of skills and expertise
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Evolving the governance of the Centre

While the current approach to governance has served the Centre well in its establishment phase, the Centre
Is committed to adapting its governance to larger scale operations and a new funding model.

The Centre would amend its constitution in the following ways:

Board appointments

Board members would need to have demonstrated skills and experience aligned to the purpose of the
Centre

Members would be appointed by a Nominations Committee based on a skills matrix, consistent with
the ASX corporate governance principles.

The Nominations Committee would consist of two directors of the SCC and three external members,
appointed by other consumer organisations.

The Government could appoint a minority of members of the initial Board, similar to the appointment of
the first board of the Australian Financial Complaints Authority.

Board composition

The Board would ideally have a maximum of seven members, with some flexibility to ensure the right
mix of skills.

Given the technical nature of the superannuation industry, it will be necessary to have some directors
with specialist knowledge but to protect the independence of the Centre, Directors with any current
industry involvement must always represent a small minority of directors.
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Membership of the SCC

The Centre has been established as a membership-based organisation. This is an important
accountability mechanism to protect its independence. This aspect of the organisation would also
evolve to support a new model:

e Individuals and consumer organisations that support the purpose of the Centre could apply

to become members.

e Membership applications would need to be approved by the SCC Board.

e The Board would retain a discretion to reject an application where it might compromise the
independence of the Centre.

Each member would have the right to:

e receive notices of and attend and be heard at any general meeting of the company; and
e Vvote on resolutions at any general meeting of the company.

The membership would also be able to approve changes to the SCC constitution through special
resolutions. This would allow the governance model to evolve to ensure that it is fit for purpose as

the Centre grows.
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Indicative Centre financials summary
P&L Summary — Superannuation Consumers’ Centre

P&L Summary — Superannuation Consumers’ Centre

$8 million p.a. $10 million p.a. $12 million p.a.

INCOME

Endowment income $ 8,000,000 $ 10,000,000 $ 12,000,000
Total INCOME $ 8,000,000 $ 10,000,000 $ 12,000,000
CAPITAL EXPENDITURE

Property $ 350,000 $ 400,000 $ 450,000

IT $ 350,000 $ 400,000 $ 450,000

Misc. $ 150,000 $ 200,000 $ 250,000
Total CAPEX $ 850,000 $ 1,000,000 $ 1,150,000
OPERATIONAL EXPENDITURE

Property $ 325,000 $ 375,000 $ 400,000

Legal $ 200,000 $ 250,000 $ 300,000

Staff inc oncosts $ 3,600,000 $ 4,400,000 $ 5,500,000

Other Staff Costs $ 400,000 $ 500,000 $ 600,000

Specialist Support $ 1,500,000 $ 1,750,000 $ 2,000,000

IT $ 700,000 $ 1,000,000 $ 1,300,000
Total OPEX $ 6,725,000 $ 8,275,000 $ 10,100,000
Contingency/development $ 350,000 $ 600,000 $ 600,000
TOTAL EXPENSES $ 7,925,000 $ 9,875,000 $ 11,850,000
SURPLUS/DEFICIT $ 75,000 $ 125,000 $ 150,000

Indicative financial summary prepared by the Superannuation Consumers’ Centre
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About this presentation

» Sections one and two of this presentation was prepared by Oliver Wyman on behalf of the
Superannuation Consumers’ Centre in 2012 and updated in 2018 by the Superannuation Consumers
Centre with the assistance of CHOICE and Oliver Wyman. Section 3 has been prepared by the
Superannuation Consumers’ Centre with the assistance of CHOICE.

« For more information about the presentation, please contact:

Jacob Hook Xavier O’Halloran

Head of Advocacy - Superannuation Consumers’
Partner Centre
Jenni Mack

Director Superannuation Consumers’ Centre

Alan Kirkland
CEO CHOICE

40



QUALIFICATIONS,
ASSUMPTIONS AND LIMITING
CONDITIONS

This report is for the exclusive use of the Oliver Wyman client named herein. This report is not intended for general circulation or
publication, nor is it to be reproduced, quoted or distributed for any purpose without the prior written permission of Oliver Wyman.
There are no third party beneficiaries with respect to this report, and Oliver Wyman does not accept any liability to any third party.
Information furnished by others, upon which all or portions of this report are based, is believed to be reliable but has not been
independently verified, unless otherwise expressly indicated. Public information and industry and statistical data are from sources
we deem to be reliable; however, we make no representation as to the accuracy or completeness of such information. The
findings contained in this report may contain predictions based on current data and historical trends. Any such predictions are
subject to inherent risks and uncertainties. Oliver Wyman accepts no responsibility for actual results or future events.

The opinions expressed in this report are valid only for the purpose stated herein and as of the date of this report. No obligation
is assumed to revise this report to reflect changes, events or conditions, which occur subsequent to the date hereof.

All decisions in connection with the implementation or use of advice or recommendations contained in this report are the sole

responsibility of the client. This report does not represent investment advice nor does it provide an opinion regarding the fairness
of any transaction to any and all parties.



Appendix 2 | Endowment modelling

Prepared by Jeremy Duffield and Mikhail Tupitsyn SuperEd, September 2018




Centre for Superannuation

Consumers

Considerations in creating an Endowment




> Atarget spend for the Centre of $8 million to
$12 million a year, increasing with inflation,
funded through an endowment. The
foundation would expect a life of 20-25 years.

Considerations:

» What size endowment would be required to
ensure an income stream of that magnitude?




> We use investment returns and volatilities
based on Morningstar long-term forecasts and
2.5% inflation. These seem reasonable
assumptions, even in this current environment
of low interest rates.

> Modeling is based on balanced (50/50) and
growth (70/30) allocations.
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Capital Market Assumptions

Australian Equity 8.68% 4.00% 7.45% 16.50%
Intemational Equity (Unhedged) 7.31% 2.50% 6.65% 12.00%
Intemational Equity (Hedged) 8.00% 2.50% 7.10% 14.00%
Emerging Market Equity 9.65% 2.25% 8.20% 18.00%
Australian Composite Bonds 4.08% 4.08% 3.95% 5.25%
Intemational Composite Bonds 4.52% 4.52% 4.40% 5.00%
Cash 3.26% 3.26% 3.25% 1.75%

Asset Allocation

Australian Equity 20% 28%
Intemational Equity (Hedged) 9% 13% Py TaX free returns
IEntema.tlonaI Equity (l{nhedged) 18°A> 260/0 ° GI'OSS OfOSO% fees
merging Market Equity 3% 4% ] ) i
Australian Composite Bonds 15% 9% o Franklng credits included
Intemational Composite Bonds 35% 21% e NO alpha
Cash 0% 0%




Real Annual $8 million $10 million $12 million

N I

To Last

15 Years $107M $9SM $134M $119M $160M $143M
20 Years $134M  $118M $168M $147M $201M $176 M
25 Years $158M  $136M $197M $171M $237M $205M

Assumptions: Vanguard Growth ETF allocation; 4.4% real arithmetic return, 8.4% volatility; inflation 2.5%; 10,000
simulations. By failure probability threshold we indicate the probability of failing to maintain the spend rate.



Real Annual $8 million $10 million $12 million

N I

To Last

15 Years $108M $98M $135M $123M $162M $148M
20 Years $136M  $123M $170M $154M $204M $185M
25 Years $161M  $144M $202M $180M $242M $216M

Assumptions: Vanguard Balanced ETF; 3.67% real arithmetic return, 6.4% volatility; inflation 2.5%; 10,000
simulations.By failure probability threshold we indicate the probability of failing to maintain the spend rate.



Amount $50 million $100 million $150 million

Raised

To Last

15 Years $3. "M $4.2M $7.5M $8.4M $11.2M  $12.6M
20 Years $2.9M $3.4M $6.0M $6.8M $9.0M $10.2M
25 Years $2.5M $2.9M $5.0M $5.9M $7.6M $8.8M

Assumptions: Vanguard Growth ETF; 4.4% real arithmetic return, 8.37% volatility; inflation 2.5%; 10,000
simulations. By failure probability threshold we indicate the probability of failing to maintain the spend rate.



Amount $50 million $100 million $150 million

Raised

To Last

15 Years $3.7"M $4.0M $7.4M $8.1M $11.1M  $12.2M
20 Years $2.9M $3.2M $5.8M $6.5M $8.8M $9.7M
25 Years $2.5M $2.8M $5.0M $5.5M $7.4M $8.3M

Assumptions: Vanguard Balanced ETF; 3.6y% real arithmetic return, 6.4% volatility; inflation 2.5%; 10,000
simulations. By failure probability threshold we indicate the probability of failing to maintain the spend rate.



m Investingina growth fund, (at 50% success probability)the Centre needs an
endowment o

$ 118 million to support a spend of $8 million for 20 years
$147 million to support a spend of $10 million for 20 years
$176 million to support a spend of $12 million for 20 years
$ 136 million to support a spend of $8 million for 25 years
$171 million to support a spend of $10 million for 25 years
$205 million to support a spend of $12 million for 25 years

m A higher confidence level for success (lower failure threshold) or more
conservative portfolio would require a greater endowment.

m Investment policy would be based on modeling and risk tolerance of the board

m Inflation breakout — unmatched by an increase in returns -- is a significant risk






