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1. Introduction 

1.1 About Rice Warner 

Rice Warner was established in 1987 to support superannuation funds and businesses operating in the 
financial services industry.  It is an Australian business, owned and controlled by its key executives.  It is 
an independent firm of consultants, using actuarial skills and a strong research base to back its opinion. 

Over the last three decades, Rice Warner it has built a strong reputation for insightful commentary.  Its 
independence means clients can be sure the firm always acts in their best interest and provides unbiased 
advice.  Clients include most large superannuation funds as well as many other participants in the industry 
(service suppliers to funds, regulators and industry bodies).  

Through its research and public policy activities, Rice Warner has built an unrivalled reputation for 
delivering a unique perspective across the superannuation, wealth management and life insurance 
industries.  

Rice Warner is the holder of Australian Financial Services License 239191.  The information provided in 
this document is not personal advice and does not take into account the particular circumstances of any 
reader.  The information provided here is given in good faith and is believed to be accurate at the time of 
writing. 

No part of this report may be reproduced for any purpose, including for use in advertising, media or other 
public document or statement without written permission from Rice Warner Pty Ltd. 

1.2 Background to this submission 

This report has been prepared in response to a call for submissions from the Department of Treasury as 
part of its consultative process into the Development of the Framework for Comprehensive Income 
Products for Retirement (CIPRs). 

We have reviewed the purpose of CIPRs.  We have then considered how best to develop these products 
to meet the government’s objectives for them. 

We have analysed the various types of CIPRs and tested where they might add value to different groups 
of retirees.  We also consider whether the objectives might be met more efficiently through other means 
for some groups. 
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2. Executive Summary 

2.1 The advantages of pooling 

There are clear benefits in pooling resources within superannuation.  Members participate in investment 
pools while they accumulate their benefits and insurance pools for group life cover.  Many believe that 
mortality pools in retirement will also be beneficial.  The government regards CIPRs as a mechanism for 
improving risk management of retirees via pooling of mortality.  

We agree that mortality pooling has many advantages but current solutions have the effect of bundling 
pooling with investments which remove some or all of the equity-risk premium.  The latter has made an 
important contribution towards the Australian superannuation system over an extended period and we 
show that it is worth more than the value of mortality pooling.  

2.2 The role of CIPRs 

We note that the introduction of CIPRs is unlikely to be a panacea in addressing the problems put forward 
in the discussion paper.  In some regards, they may exacerbate them as outlined in Table 1. 

Table 1. CIPRs - Addressing the problems 

 Benefits Costs 

Problems 

Complex financial decisions Framing CIPRs as a trustee 
approved ‘default’ can assist 
members to make decisions. 

CIPRs will add complexity to 
existing solutions. 

Behavioural biases CIPRs may encourage members 
to select products that are 
appropriate for them if they 
require longevity protection. 

CIPRs may create structural 
biases that nudge consumers 
into products that do not meet 
their needs. 

Lack of diversity and choice in 
retirement income products 

CIPRs will expand the range of 
products available for retirees. 

IF CIPRS are voluntary, the take-
up rate will be low and the 
industry will incur relatively high 
costs. 

Objectives 

Increase standard of living through 
risk pooling 

This will lead to higher pension 
incomes for some retirees 
(though not all income will be 
consumed). 

Risk pooling comes at a cost 
which will reduce the expected 
present value of member 
benefits. 

Increasing availability and choice of 
products to manage longevity risk 

Innovation will lead to better 
outcomes for some members. 

Reduced member benefits from 
lower earnings on CIPR products. 

Empowering trustees to provide an 
easier transition to retirement 

Increased member guidance will 
assist in making correct 
decisions. 

CIPRS require personal financial 
advice at retirement, which add 
to costs. 

Increasing the efficiency of the system 
so it can better meet its objective 

This benefit will be small in a 
voluntary system. 

Additional complexity will result 
in additional system costs and 
frictions. 
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Consequently, we have tried to outline in our response what we perceive to be the core issues related to 
design of the CIPR regime and highlight wherever possible the risks that may result in reduced consumer 
outcomes. 

2.3 Voluntary CIPRs 

It is proposed by Treasury that CIPRs not be part of a default retirement strategy; further, trustees will 
not be required to offer them as a choice for members.  Under this structure, we are not confident that 
many members will be attracted to CIPRS, and the SMSF segment will not have any coverage.  As retirees 
within SMSFs will likely leave the largest bequests, one of the government’s objectives will not be met. 

Whilst some retirees will see benefits from the features of CIPRs for some of their retirement needs, we 
do not believe that voluntary purchase or opt-out CIPRs will be successful at addressing the systemic 
issues raised in the paper.   

▪ The proposed CIPR design implicitly assumes that income should be the same in real terms 
throughout retirement.  Many retirees may prefer to allocate more resources to earlier years of 
retirement when they can enjoy travel and other active leisure activities, and the later years when 
medical costs may be higher.  Almost all retirees would value having flexibility to draw lump sums to 
deal with emergency medical expenses, home repairs and Aged Care. 

▪ Self-selection will result in much more favourable mortality experience and therefore much lower 
benefits from longevity pooling. 

▪ The desire for access to capital will force product providers to adopt investment strategies biased 
towards higher liquidity and lower yields which will reduce the return from the products. 

▪ Products with hard guarantees will continue to be expensive and less attractive.  The published yield 
on annuities includes a return of capital.  When this is stripped out, the underlying returns are much 
less attractive (relative to a diversified investment portfolio). 

▪ Products with soft guarantees will offer uncertain outcomes.  If self-selection is particularly strong, 
the final outcomes could be unattractive. 

▪ Wealthy retirees with large balances don’t need longevity pooling to maintain their incomes so will 
avoid the products.  The products will not stop the leakage of assets to bequests. 

As a result, we are sceptical that CIPRS will be a success on a voluntary basis. 

2.4 Recommendations 

A possible solution might be to move to a modest level of compulsion.  The quarantining of a portion of 
the asset base at retirement to support a defined income at older ages provides the best value for money.  
A compulsion to set aside an amount of the retirement balance for this purpose might therefore be 
practical.   

Our suggestion is that, say, 15% of the retirement balance must be allocated to a CIPR with limited return 
on death (e.g. the difference between payments made to date, and the original capital without interest).  
This is not appropriate for small balances so it could be limited to balances at retirement between, say, 
$250,000 and $1,000,000.  Members would also be able to allocate more on a voluntary basis. 

We believe that this would have the following benefits: 

▪ It would ensure the growth of a non-selected mortality pool of sufficient size. 
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▪ It would allow for a more appropriate long term investment strategy supportive of long term returns. 

▪ It would reduce the flow of assets to voluntary and involuntary bequests. 

▪ The performance of these pools would provide a solid base from which to attract voluntary 
purchases (although the pricing would still need to reflect the nature of the purchase). 

▪ The combination of a standard ABP with the mortality pooled CIPR would provide the flexibility for 
access to assets that retirees desire as well as greater flexibility of asset allocation. 

For the purpose of setting a default retirement strategy, we will need to define the nature of any CIPR.  
They would include: 

▪ A lifetime annuity. 

▪ A deferred annuity. 

▪ An account-based pension with the proceeds vesting in (say) 20 years and then used to buy a lifetime 
annuity or to convert to a fully vested ABP. 

▪ A Group Self-Annuitisation (GSA) product. 

We consider that members should be allowed to opt-out of the CIPR.  However, we expect most will 
participate if the overall product is well-designed and explained.  

We also recommend that Treasury revisit our submission (which is still applicable today) to the FSI which 
examined issues of: 

▪ Problems with current strategies, including retirement myths.  

▪ Constructing a suitable default retirement solution.  

▪ Making long-term annuities more attractive. 

▪ Tax and social security. 
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3. Background to the Review 

3.1 Australia’s Future Tax System 

The Australia’s Future Tax System Review was commissioned in 2008 with the intent of guiding tax system 
reforms over the next one or two decades. 

The final report of this Review in 20101 made some observations on managing retirement incomes as life 
expectancies increase.  It made the following points: 

▪ The current retirement income system does not provide the products that would allow a person to 
manage longevity risk.  This is a structural weakness. 

▪ The government should support the development of these products and better facilitate their 
provision by the private sector. 

▪ The Review Panel is not convinced that the purchase of such products should be compulsory. 

Amongst the 138 recommendations, the Review made the following relevant to retirement products: 

▪ “Recommendation 21: The government should support the development of a longevity insurance 
market within the private sector. 

▪ Recommendation 22: The government should consider offering an immediate annuity and deferred 
annuity product that would allow a person to purchase a lifetime income.  This should be subject to 
a business case that ensures the accurate pricing of the risks being taken on by the government.  To 
limit the government's exposure to longevity risk, it should consider placing limits on how much 
income a person can purchase from the government.” 

Unfortunately, most recommendations from the tax review were not seriously considered for legislation, 
and the debate on retirement incomes was deferred. 

3.2 Financial System Inquiry  

In 2014, the Financial System Inquiry (FSI) conducted a review of superannuation and retirement 
incomes.   

In Rice Warner’s submission2 to the FSI we agreed with observations that: 

▪ The retirement phase of superannuation is underdeveloped and does not meet the risk 
management needs of many retirees.  

▪ There are regulatory and other policy impediments to developing income products with risk 
management features that could benefit retirees. 

In our report, we noted: 

“when we consider default strategies for retirement incomes, the criteria are different to those which 
apply for someone making an active choice.  For example: 

                                                           
1 Australia’s Future Tax System Final Report 2010 – A2 Retirement Incomes 
2 Rice Warner submission to the FSI ‘Retirement Income Solutions’, 2014, 
http://fsi.gov.au/files/2014/09/Rice_Warner.pdf  

http://fsi.gov.au/files/2014/09/Rice_Warner.pdf
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▪ It is dangerous to default unengaged members into contracts which cannot be changed (for example, 
lifetime annuities) should they become more engaged at a later stage and prefer a different contract. 

▪ Default structures should balance all risks, including liquidity, longevity and inflation.  They should 
not protect one risk at the expense of others. 

▪ It is inefficient for members to pay for any guarantees unless they are priced fairly and appreciated 
by members.  Requiring members to pay for longevity protection is unlikely to be sustainable for 
retirees who already receive meaningful protection from the Age Pension, which they may feel they 
have already paid for via taxes during their working years. 

▪ The default needs to be designed to be flexible enough to cater for a range of members. 

▪ It is critical to have a comprehensive communications process so members can make an informed 
decision as to whether to accept the default, move to a different strategy or use a mix of the default 
strategy and choice strategies.” 

Treasury appears to agree with the above sentiments and has suggested that CIPRs be voluntary.   

We also noted that pensioners have two primary needs: 

▪ Certainty of cash flows to meet current consumption (living expenses) and available cash to meet 
contingencies.  

▪ Growth of their capital so future cash flow is sufficient to meet future expenditure needs no matter 
how long they live. 

Neither of these needs nor their associated risks can be avoided and both must be managed concurrently.  
They impose competing investment objectives which cannot be met through a traditional investment 
strategy.  Short term income needs demand investment in liquid assets that cannot produce sufficient 
growth.  Long term protection against inflation and longevity demands investment in growth assets that 
have inherently volatile market prices and asset values could be depressed when cash is needed. 

The optimal solution requires a separation of needs and a separation of the assets being used to satisfy 
those needs.  Assets must be matched to liabilities and this cannot be done with a composite investment 
approach.  Existing products can be easily tailored to meet these requirements.  However, a CIPR could 
also be utilised to help meet the overall needs. 

In its final report3, the FSI stated: 

“Superannuation assets are not efficiently converted into retirement incomes due to a lack of risk pooling 
and an over-reliance on account-based pensions.  This contributes to a lower standard of living for 
Australians in retirement…meaning people may have to save more than they did previously to reach the 
same level of retirement income.” 

The FSI recommended the government create legislation to enable funds to provide a ‘Comprehensive 
Income Product for Retirement’ (CIPR).  It claimed the following objectives of this new product: 

▪ Better meet the needs of retirees, including those who are disengaged or less financially 
sophisticated, and provide a more seamless transition to the retirement phase of superannuation. 

▪ Achieve the objectives of the superannuation system by strengthening the focus on providing 
retirement incomes. 

                                                           
3 Financial System Inquiry Final Report November 2014. 
 http://fsi.gov.au/publications/final-report/ 
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▪ Improve Australians’ standards of living during their working lives and retirement through greater 
risk profiling. 

“Recommendation 11 Require superannuation trustees to pre-select a comprehensive income product 
for members’ retirement.  The product would commence on the member’s instruction, or the member 
may choose to take their benefits in another way.  Impediments to product development should be 
removed.” 

3.3 Treasury Discussion Paper 

Treasury released a Discussion Paper (the Discussion Paper) on 15 December 2016 calling for submissions 
on CIPRs.  It listed 40 questions around CIPRs for respondents to consider. 

In the foreword to the Discussion Paper, the Minister noted the significant potential gains to retirees, the 
economy and taxpayers from the introduction of CIPRS and a more efficient retirement phase.   

She noted that: incomes from CIPRs could be 15% to 30% higher than those from the current typical 
strategy of drawing the minimum amount from an account-based pension while providing security of 
income for life. 

The Discussion Paper stated the rationale for a CIPR framework is that it will: 

Enable individuals: 

▪ to increase their standards of living in retirement 

▪ through increased availability and take-up of products that more efficiently manage longevity risk, 
and in so doing 

▪ increase the efficiency of the superannuation system.  

Enable trustees: 

▪ to provide individuals with an easier transition into retirement 

▪ through the offering of a standardised retirement income product. 

Despite issues that arise with defining the problem that CIPRs are attempting to solve, we are generally 
supportive of the stated objectives of CIPRs.  However, the ability to achieve such objectives does not 
come without cost.  In particular, only a small number of retirees are likely to buy CIPRs in a voluntary 
system. 
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4. The market for CIPRs 

4.1 Segmenting retirees  

We can review the current behaviour of retirees and consider how their retirement incomes could be 
increased by using a CIPR as part of their retirement strategy. 

4.1.1 Members with low retirement benefits 

As demonstrated by Rice Warner in joint research with Colonial First State, we estimated that about 15% 
of the value of retirement benefits is taken as a lump sum4.  However, about half of all accounts are taken 
as a lump sum, since people approaching retirement with small accounts do not consider there is any 
value in taking out a retirement income product.  About 19% of these lump sums (or about $5 billion each 
year) is reinvested in other assets, mainly bank term deposits, with a further 17.6% used to pay down 
existing debt. 5 

The introduction of CIPRs will not have much impact on this group.  Members with small balances are 
likely to receive a full Age Pension and will hold little superannuation at the time of their death, so it is 
not important to convert this group into CIPRs. 

4.1.2 Members with balances above $1 million 

Members with large balances at retirement are likely to hold assets outside superannuation and be 
financially secure.  They will not receive any Age Pension at retirement and most will be self-sufficient 
throughout the rest of their lives. 

Take up of CIPRs would reduce the size of any bequest.  However, this cohort is unlikely to be worried 
about the financial impact of living too long, so most will not be interested in these products.  Those who 
do want to protect themselves against superior longevity will not necessarily be attracted to a CIPR.  As 
we will demonstrate later, the cost of the guarantee and the more conservative investment structure 
means that those who can afford to take risks will use other mechanisms to ensure their benefit outlives 
them.  

4.1.3 Members with balances between $100,000 and $1 million 

Most of this group of members will take out an account-based pension on retirement.  Many will then 
take the minimum drawdown from their tax-free pension accounts and could ultimately leave large 
balances that are paid to beneficiaries on death.   

The value of a CIPR for this group is that more of their benefit would be utilised for retirement rather 
than unintended bequests.  However, as we will demonstrate later in this report, the combination of 
retirement income plus bequest will be lower if a CIPR is utilised so it will not be a compelling option for 
most retirees. 

                                                           
4 https://www3.colonialfirststate.com.au/personal/guidance/retirement-strategies/savvy-retirees-incomes.html 
5 ABS 6523.0 Household Income and Wealth, Australia 2013-14 
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4.2 What retirees do now  

Rice Warner research validates that members often make minimum drawdowns from their pension.  
Graph 1 shows that 55% of pensioners in our 2016 Superannuation Insights sample (representing APRA 
regulated funds only) took the minimum drawdown. 

Graph 1. Distribution of pension drawdowns  

 

The crux of the issue is why retirees draw the minimum.  Is it because: 

▪ Self-insurance - are they afraid of running out of money and therefore potentially likely to benefit 
from a product which protects them against longevity risk while enjoying a higher standard of living 
throughout retirement? 

▪ Bequest motive - are they deliberately making minimum drawdowns as part of a strategy to 
maximise their wealth in a tax preferred vehicle, content in meeting their consumption needs with 
a minimum drawdown? 

The Discussion Paper assumes that the reluctance for retirees to take up products that manage longevity 
risk stems from the complexity of the financial decision, lack of choice across current retirement products 
and behavioural errors or biases of the decision makers.  These arguments discount the fact that for most 
of these members the decision not to annuitise their retirement benefit is a logical one given the 
presence of a government funded, guaranteed, indexed annuity (to wages and CPI) via the Age Pension.   

When defining the problem upfront, more care could be given to avoiding unsubstantiated assertions of 
the causal relationships between perceived issues and member choices.  Members in many instances will 
be acting rationally in their own best interests and the lack of a developed longevity market can also be 
attributed to demand rather than supply side factors. 
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5. Analysis of CIPRs 

5.1 Cost of guarantees 

We know that many retirees hold money in Term Deposits (TDs).  These are a large asset class within 
SMSFs and they are held in large quantities by older people outside superannuation. 

Term Deposits have provided a real rate of return for over 40 years so they are a sensible asset to hold 
for conservative people.   

We have compared the performance of a lifetime annuity with rolling term deposits (TDs) where the 
retiree draws down a pension at the same rate as the annuity.   

In all cases, we have assumed: 

▪ Balance at retirement age 67 - $400,000 

▪ CPI 2.5% 

▪ Term Deposits long term return 3.5%. 

Lifetime annuities make sense for the conservative investor, who is focused on income and is afraid of 
running out of money.  Annuities provide constant income for life, whereas term deposits will likely run 
out in the late 80s early to 90s when drawing the same income as from the annuity.  (See Graph 2 
examples for a Male, Female and Couple with No Withdrawals/death benefits.) 

Nonetheless, retirees seem more prepared to invest in TDs due to the preservation of capital which can 
be accessed later in life.  The better comparison, therefore, is with annuities that provide for a benefit on 
death or withdrawal.  These guarantees on withdrawal or death have the potential to destroy the relative 
value of annuities.  Investment in term deposits will last to around age 100 if pension payments are drawn 
down at the same rate as an annuity which provides for a guaranteed return of the purchase price for 15 
years (see Graph 2 Male, Female and Couple with 15y 100% withdrawal).  A term to age 100 is essentially 
for life. 

This analysis is of course, dependent on the assumptions of the long-term interest rates.   

While TDs do not appear attractive based on current yields, they may well become more attractive on 
reinvestment in a few years if interest rates increase from their current unusually low levels.  The upside 
potential if the cash rate is increased rests with term deposit holders, whereas annuity purchasers are 
essentially locked in at the prevailing interest rates at the time of purchase. 
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Graph 2. Projected Balance of a Term Deposit drawing down at different annuity rates 

 
Pricing based on Challenger Guaranteed Liquid Lifetime annuity.  15y 100% withdrawal means the product allows for withdrawal 
of 100% of the invested capital in the first 15 years. 

5.2 Income efficiency and capital values 

The Discussion Paper includes analysis performed by the Australian Government Actuary which shows 
that CIPRs could achieve an uplift in income of 15% - 30% compared to an ABP with minimum pension 
drawdowns.  However, this analysis ignores the value of any residual capital in the ABP, relative to the 
CIPR and further omits the fact that an ABP invested in a diversified portfolio could be drawn down at a 
rate higher than the minimum and last to (say) age 100. 

To illustrate this, we have modelled and compared both income drawn and residual capital by age for the 
following strategies: 

▪ Account based pension with minimum drawdowns (ABP Minimum). 

▪ Account based pension drawing the maximum income that will last to age 100 (ABP drawdown 
to 100). 

▪ CIPR comprising of an account based pension to life expectancy and, for the 50% of retirees who 
reach their life expectancy, the deferred purchase of a lifetime annuity at age of life expectancy 
(CIPR: ABP to LE + LA purchased at LE). 

▪ 100% Lifetime annuity product with no withdrawal or death benefit (CIPR: 100% LA no withdrawal). 

▪ 100% Lifetime annuity product with 15 year guarantee to withdraw the initial investment (CIPR: 
100% LA with 15y withdrawal). 
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Graph 3. Projected retirement income  

 
Assumptions: Male, retiring today at age 67, life expectancy age 84, ABP earns 6% p.a. after fees and tax, discounted to today’s 
dollars at 2.5%, initial balance $400,000 and market annuity rates.  Note, LA = lifetime annuity, LE = Life Expectancy. 

Graph 3 shows that constructing a CIPR in the current market would generally achieve less than a 20% 
increase in the income drawdown for the member above an account based pension optimised to age 
100.  This comes with the sacrifice of any bequest at the point the annuity is purchased.  It is possible 
that new pooled products could extend the income efficiency gain above 20%.  However, this may be 
constrained by the size of the pools, risk selection by the purchasers and the consequent mortality 
experience. 

The trade-off from losing any bequest is shown by calculating the present value of all future pension 
payments. 

Table 2. Expected present value of income (including Age Pension) and bequests – selected products 

Product 

Expected Present Value ($) 

Capital on Death 
Income 

(incl. Age Pension) 
Total 

ABP-  Minimum Drawdown 235,000 663,000 898,000 

CIPR: ABP to LE + LA purchased @ LE 119,000 737,000 856,000 

ABP drawdown to age 100 229,000 709,000 938,000 

CIPR: 100% LA no withdrawal - 711,000 711,000 

CIPR: 100% LA with 15y withdrawal 129,000  646,000  775,000  

 -

 5,000

 10,000

 15,000

 20,000

 25,000

68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 100

In
co

m
e 

($
)

Age

ABP Minimum CIPR: ABP to LE + LA purchased @ LE

ABP drawdown to age 100 CIPR: 100% LA no withdrawal

CIPR: 100% LA with 15y withdrawal



Development of the framework for CIPRs 
Submission to Department of Treasury 
 

 
 

July 2017/339885_5 Page 15 of 33 

Graph 4 illustrates the remaining capital value available to the member in each projected year.  Both 
account based pension products maintain half the initial balance beyond life expectancy, whereas the 
CIPR products in this instance have zero residual value. 

Graph 4. Projected account balance 

 
Assumptions: Male, retiring today at age 67, life expectancy age 84, ABP earns 6% p.a. after fees and tax, discounted to today’s 
dollars at 2.5%, initial balance $400,000 and market annuity rates..  Note, LA = lifetime annuity, LE = Life Expectancy. 

5.3 What about the Age Pension? 

The discussion paper ignores the Age Pension as a source of longevity protection in retirement.  It is 
proposed that CIPRs provide ‘constant real income in expectation for life’ (although we note that some 
research shows declining consumption as retirees move between the three stages of retirement: active, 
passive and frail).   

However, once the Age Pension is included, it is likely that CIPRs would provide increasing real income 
for life given the decline of the pension asset value and hence reduction in the impact of means testing 
over time.  Difficult in taking the Age Pension into account in design of CIPRs are partly attributed to 
uncertainty regarding the means testing of CIPRs for Age Pension purposes with potential future changes 
to the means test because of inequities between home owners and those who do not own homes.  
However, given the importance of the Age Pension benefit to retirees, this should not be a barrier to 
Age Pension allowance in CIPR design. 

The Age Pension must be considered because it is a material component of most retirees’ income.  
Graph 5 shows the percentage of retirees receiving either a full or partial Age Pension by age.  
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Graph 5. Pension status by age (July 2016) 

 

The Age Pension must be included when considering the income efficiency of the product.  Despite our 
best wishes for the means test to be product neutral, the way that products do interact with the means 
test is important because ultimately, from the member’s perspective, total income is their goal.  

Graph 6 demonstrates our analysis of the same products shown previously, but with Age Pension income 
included.  The results show that the Age Pension acts to increase the attractiveness of the account based 
pension which is now much more attractive relative to the CIPR product.   

Graph 6. Income including Age Pension 
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The unsurprising conclusion is that longevity protection matters more for those who are less likely to rely 
on the Age Pension and arguably those more likely to receive a full Age Pension do not require a CIPR 
at all. 

5.4 CIPRs are not a panacea 

If the primary reason for retirees making minimum drawdowns is self-insurance for longevity, the next 
question is will CIPRs solve the issue?  If retiree behaviour continues to be driven by a desire for control 
over investments and a preference for bequests, then CIPRs will not be successful.  In such cases, it would 
be more cost-effective simply to change taxation rules to reduce the ability to use pension accounts as a 
wealth maximisation and estate planning vehicle.  This could be as simple as applying a higher tax on 
benefits paid on death. 

We note that the introduction of CIPRs is unlikely to be a panacea in addressing the problems put forward 
in the Discussion Paper.  In some circumstances, they may exacerbate them as outlined in Table 3. 

Table 3. CIPRs - Addressing the problems 

 Benefits Costs 

Problems 

Complex financial decisions Framing CIPRs as a trustee 
approved ‘default’ can assist 
members to make decisions 

CIPRs will add complexity to 
existing solutions 

Behavioural biases CIPRs may encourage members 
to select products that are 
appropriate for them if they 
require longevity protection. 

CIPRs may create structural 
biases that nudge consumers 
into products that do not meet 
their needs. 

Lack of diversity and choice in 
retirement income products 

CIPRs will expand the range of 
products available for retirees 

IF CIPRs are voluntary, the take-
up rate will be low and the 
industry will incur relatively high 
costs 

Objectives 

Increase standard of living through 
risk pooling 

This will lead to higher 
consumption for some. 

Risk pooling comes at a cost 
which will reduce the expected 
PV of member benefits 

Increasing availability and choice of 
products to manage longevity risk 

Innovation will lead to better 
outcomes. 

Reduced member benefits from 
lower earnings on CIPR products. 

Empowering trustees to provide an 
easier transition to retirement 

Increased member guidance will 
assist in making correct 
decisions. 

CIPRs will require personal 
financial advice at retirement, 
which add to costs. 

Increasing the efficiency of the system 
so it can better meet its objective 

This benefit will be small in a 
voluntary system. 

Additional complexity will result 
in additional system costs and 
frictions 

Consequently, we have tried to outline in our response what we perceive to be the core issues related to 
design of the CIPR regime and highlight wherever possible the risks that may result in reduced consumer 
outcomes. 
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5.5 Will voluntary CIPRs work? 

The proposal outlined in the discussion paper makes the provision of CIPRs non-compulsory for trustees 
and also leaves them as a product that members will be required to opt-into rather than being a default.  
This introduces risks that may hinder the growth and success of CIPRs: 

▪ CIPRs will preferably require pools of 10,000 lives with perhaps a minimum of 1,000 to be viable: 

 We note the majority of funds do not have many retirees in their pension pools, and although 
growing fast, even the larger funds may struggle to develop sufficient pools within five years 
(see Graph 7). 

 SMSFs receive 22.9% of rollovers in assets and 11.4% of members between the ages of 55 to 70 
and are a major cause of member loss in APRA regulated funds in the lead up to retirement. 

 We estimate, that it will take 10 years for funds to develop sufficient pools in a voluntary system. 
This may result in funds needing to form pools across multiple funds, or turn to external 
insurance providers instead of developing products themselves. 

▪ CIPRs will be subject to selection risks in a voluntary environment for which actuaries do not 
currently have life tables to price accurately.  Hence pricing (at least initially) will be conservative and 
poor value. 

 Further, given the long tail nature of the risk, it may take over a decade before sufficient 
experience develops to relax pricing assumptions. 

 Evidence from annuity products is that purchasers will successfully self select for longevity. CIPR 
members will therefore live longer on average than non-members and the benefits of pooling 
will be reduced. 

▪ CIPRs are not proposed to be applied to the SMSF segment (as they are not compulsory), however 
this segment represents over half of the current retirement assets.  If the government intends to 
truly address the issue of longevity, SMSFs must be a part of the solution. 

▪ CIPRs are unlikely to materially reduce the flow of superannuation advantaged assets to bequests.  
The flow of funds to bequests is skewed to the large account holdings of the wealthy retirees.  This 
group generally has sufficient assets to fund a comfortable or better retirement income for life 
without the need for longevity pooling.  They are unlikely to be significant users of CIPRs 
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Graph 7. Distribution of funds by number of retirement members and members approaching retirement 

 

5.6 Member behaviour 

We know that members under-estimate how long they will live (yet hedge their bets by being frugal 
consumers).  We also know that members are suspicious of any product which is complex and has an 
uncertain outcome.  These are all potential problems for CIPRs. 

One of the difficulties with achieving voluntary sales of a CIPR is illustrated with the following example 
using a GSA. 

1. A member at retirement has a $500,000 retirement benefit.  The trustee or financial adviser 
recommends placing 15% into a Group Self Annuitisation (GSA) product. 

2. The consumer is being asked to put $75,000 into a product with no clear outcome. 

3. If the assets were not able to be commuted (withdrawn), the member would not risk leaving them 
in the product (which has an uncertain outcome).   

4. If the assets were able to be commuted, then they will need to be invested to cover liquidity for 
potential drawdowns. 

5. For liquidity reasons, the assets cannot then be invested in growth even though the member has 
been told growth assets are critical for long term horizons.  How do we explain this contradiction? 

6. The promise is ‘soft’ so the member can only be given a guide as to the likely income to be received 
in 20 years.   

So, they are provided with a soft guarantee and uncertain income expectation from a superannuation 
fund (which will often not have a brand name) and which is invested in the wrong assets. 

These are essentially the same issues bedevilling current products and will most probably lead to low 
take up of CIPRs. 

0

10

20

30

40

50

60

%

Number of members (band)

% Distribution of Funds by pension members % Distribution of Funds by accumulation members aged 55+



Development of the framework for CIPRs 
Submission to Department of Treasury 
 

 
 

July 2017/339885_5 Page 20 of 33 

6. Analysis and Recommendation 

6.1 Problems with CIPRs 

Retiree wealth will be protected by investing superannuation largely in growth assets to harness the 
equity risk premium.  The industry has managed to deliver these better long term returns via the default 
structures despite research showing that those members who make a choice tend to invest more 
conservatively and miss out on the added returns.  Our analysis shows that the equity risk premium is 
also critical for retirees and is likely to outweigh profits from mortality pooling where this pooling is 
bundled with investment in low yield assets.   

However, it is desirable to nudge retirees into deferring consumption of some of their retirement benefit 
to later in life.  Obtaining more certainty later in life could encourage retirees to consume more of their 
benefit each year.  A CIPR could provide the vehicle to do this. 

Whilst some retirees will see benefits from the features of CIPRs for some of their retirement needs, we 
do not believe that voluntary purchase or opt-out CIPRs will be successful at addressing the systemic 
issues raised in the paper.   

▪ The proposed CIPR design implicitly assumes that income should be the same in real terms 
throughout retirement.  Many retirees may prefer to allocate more resources to earlier years of 
retirement when they can enjoy travel and other active leisure activities, and the later years when 
medical costs may be higher.  Almost all retirees would value having flexibility to draw lump sums to 
deal with emergency medical expenses, home repairs and Aged Care. 

▪ Self-selection will result in much more favourable mortality experience and therefore much lower 
benefits from longevity pooling. 

▪ The desire for access to capital will force product providers to adopt investment strategies biased 
towards liquidity and lower yields, which will reduce the potential return from the products. 

▪ Products with hard guarantees will continue to be expensive and less attractive.  The yield on 
annuities includes a return of capital over time. When this is stripped out, the underlying returns are 
much less attractive. 

▪ Products with soft guarantees will offer uncertain outcomes.  If self-selection is particularly strong, 
the final outcomes could be unattractive. 

▪ Wealthy retirees with large balances don’t need longevity pooling to maintain their incomes so will 
avoid the products.  The products will not stop the leakage of assets to bequests. 

Compulsory transfer of all benefits to a CIPR will also not work.  Jurisdictions all around the world that 
have traditionally had compulsory annuitisation of retirement benefits have rescinded the compulsion 
because retirees were being forced into and then locked into low yielding products for life.  The political 
challenge of proposing compulsion is also probably insurmountable. 

6.2 Possible solution 

A possible solution might be to move to a modest level of compulsion.  As our examples show, the 
quarantining of a portion of the asset base at retirement to support a defined income at older ages, 
provides the best value for money.  A compulsion to set aside an amount of the retirement balance for 
this purpose might therefore be practical.  Our suggestion is that, say, 15% of the retirement balance 
must be allocated to a CIPR with limited return on death (e.g. the difference between cumulative 
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payments to date and the starting capital without interest). This is not appropriate for small balances so 
it could be limited to retirement balances between, say, $250,000 and $1,000,000.  Members would also 
be able to allocate more on a voluntary basis. 

We believe that this would have the following benefits: 

▪ It would ensure the growth of a non-selected mortality pool of sufficient size. 

▪ It would allow for a more appropriate long term investment strategy supportive of long term returns. 

▪ It would reduce the flow of assets to both voluntary and unintended bequests. 

▪ The performance of these pools would provide a solid base from which to attract voluntary 
purchases (although the pricing would still need to reflect the nature of the purchase). 

▪ The combination of a standard ABP with the mortality pooled CIPR would provide the flexibility for 
access to assets that retirees desire as well as greater flexibility of asset allocation. 

For the purpose of setting a default retirement strategy, we will need to define the nature of any CIPR.  
They would include: 

▪ A lifetime annuity. 

▪ A deferred annuity. 

▪ An account-based pension with the proceeds vesting in (say) 20 years and then used to buy a lifetime 
annuity or to convert to a fully vested ABP. 

▪ A Group Self-Annuitisation (GSA) product. 

We consider that members should be allowed to opt-out of the CIPR.  However, we expect most will 
participate if the overall product is well-designed and explained.  
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7. Response to specific Treasury questions: 

Our answers to the questions posed by Treasury are presented below. 

7.1 How can trustees design CIPRs to deliver the best outcomes for their members? What are 
the trade-offs of different design approaches and features? 

We endorse the submission of the Actuaries Institute in this regard.6  

7.2 Are there any lessons from defined benefit schemes that can be applied to the CIPRs 
framework? 

Defined benefit schemes are actuarially managed on a funding basis which allows experience to be 
smoothed over time whilst maintaining solvency.  This allows for investment in higher yielding assets to 
the benefit of members.  CIPRs will need a similar management methodology. 

This will support the delivery of better outcomes than from fully guaranteed products, like annuities, 
which require significant capital to support the guarantee. 

7.3 Do you agree with the proposed three minimum product requirements of a CIPR? 
(Flexibility, longevity and investment risk management and income.) What are the 
alternatives? 

We agree that the three minimum product requirements are the appropriate requirements.  They will 
require CIPR providers to consider most of the needs and risks of retirees which also include: 

▪ Investment risk 

▪ Management and Agency risk 

▪ Longevity risk 

▪ Inflation risk 

▪ Liquidity 

▪ Budgeting 

▪ Health. 

The difficulty is in the trade-offs that retirees have to make.  For instance: 

▪ Flexible access to assets is required to manage health, budgeting and liquidity risks, but it 
undermines pooling arrangements for longevity risk. 

▪ Longevity risk management requires locking away assets which reduces flexibility. 

7.4 How important is achieving a minimum additional level of increased income to the 
introduction of the CIPRs framework? 

Because the proposed system will be voluntary, it will need to provide for a level of income that is higher 
than the minimum account based pension draw down if it is to attract retirees.  The importance of the 
extra income, however, varies with the individual and is related to the size of the member’s balance.   
  

                                                           
6 https://www.actuaries.asn.au/Library/Submissions/2017/010617SubmissiontoTreasuryonCIPR(Final).pdf 
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There is a proportion of the population for whom the minimum drawdown will be sufficient to meet all 
their income needs.  This will include retirees with a modest income from part-time work.  The proposal 
to set a minimum level of income above the minimum account based pension drawdown will likely result 
in many members taking more than they require in pension drawdowns.  Retirees in this situation will 
likely not make use of the product or, if it is implemented as an opt-out, will withdraw. 

7.5 How should income efficiency be defined? 

The Discussion Paper’s approach in terms of benchmarking the income efficiency against a 100% account 
based pension with minimum drawdowns is sensible as this product forms the bedrock of the current 
retirement system.  New products should be measured as an improvement upon them.  We note the 
selection of assumptions for this calculation will be critical.  Great care needs to be taken to ensure that 
any benefit is real and not simply an artefact of the assumptions chosen.  The asset allocations chosen 
for the benchmark account based pension, in particular, need to be suitable for delivering growth and 
yield over the realistic term of retirement.  We have done similar work to this in a presentation to the 
Actuaries Institute in 20157. 

Utility measures8 can potentially add to this analysis by placing different value on capital returns and 
incomes at different stages of retirement, but the research on the use of these is embryonic.  While we 
are supportive of this new methodology, we believe it is too early to begin using it to assess CIPRs as the 
industry requires more time to agree on the structure of the model, parameters and validate the model 
with data. 

Different risk adjusted discount rates should be used to compare guaranteed and non-guaranteed 
incomes or a stochastic valuation method can be employed. 

7.6 What minimum level of increased income should be required; that is, what should be the 
minimum level of income efficiency? How should guaranteed products be accounted for? 

A minimum level of increased income above an ABP minimum is arbitrary and the actual income needs 
of members are diverse.  As we argue in Section 5.4, if a policy objective is to reduce the incidence of tax 
free pensions being used as a bequest vehicle, then the government should address this with tax policy, 
rather than risk distortions at the expense of other policy objectives.  Setting a minimum level of 
increased income may result in members being forced to draw more than they wish if they decide to use 
a CIPR and will be a barrier to member uptake of the product. 

7.7 Which indexation option best achieves the goal of increasing standards of living in 
retirement? 

We would advocate that CIPRs should maintain real income indexed at a rate of CPI.  We advise caution 
regarding the use of surveys of retiree expenditure patterns in retirement to argue that nominal income 
ought to be maintained.  This argument could be circular since retirees are limited in their consumption 
by the amount of assets they have which may decrease as they get older.  We note that surveys of 
expenditure patterns for current retirees are likely to be influenced by much of their careers having taken 
place before the current superannuation system was established – hence their situation is 
unrepresentative of the outlook for those who retire in the future with the benefit of superannuation for 
a larger proportion of their working lives. 

                                                           
7 https://www.actuaries.asn.au/Library/Events/SUM/2015/2cMichaelRiceAlunStevens.pdf 
8 https://investmentmagazine.com.au/2017/03/mine-wealth-wellbeing-cio-launches-cipr-assessment-tool/ 
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We prefer a CPI standard over wage indices since maintaining a wage indexed income stream would be 
more difficult to achieve for many.  Wage indexation could be offered as an option available to members 
should they wish to choose it. 

7.8 Are there comparability benefits from specifying which indexation option would be 
required of a CIPR? 

There would be some comparability benefits from specifying the indexation options, but this would come 
at the cost of decreased flexibility in the design of CIPRs in the hands of trustees.  This will also limit the 
level of choice available to consumers who wish to select a CIPR, some of which may prefer a different 
level of indexation or the ability to nominate a level of indexation. 

7.9 What elements/types of flexibility are most valued by individuals in retirement, and does 
flexibility need to be provided for through a CIPR? 

The most valued elements of flexibility are: 

▪ Precautionary savings – access to lump sum commutations for large purchases (car, holiday etc.), 
medical expenses, and aged care. 

▪ Lump sum bequests or reversionary income to dependants on death.  Couples would want to ensure 
reliability of income on the death of one of them. 

Members may also want flexibility in terms of being able to adjust the level of drawdown (for example, 
if the Age Pension is reduced, members may want to maintain income by increasing income drawdowns), 
adjust the investment strategy or change CIPR provider over time. 

Unfortunately, flexibility undermines pooling arrangements and reduces their value.  Flexibility could be 
provided in a CIPR through an account based pension account within the strategy. 

We consider that these trade-offs are best addressed by allocating a relatively modest part of retirement 
benefits, perhaps 15%, to a pooled product focused on providing continued incomes for those who reach 
advanced ages. 

7.10 To what extent should savings outside superannuation be used to meet unexpected costs 
in retirement? 

Rice Warner’s Personal Investment Projections Report 2016 shows that personal wealth outside the 
family home exceeded that of superannuation assets in 2016.  Given this and the tax preferred nature of 
superannuation, it is likely that assets outside superannuation will be used to meet both expected and 
unexpected costs in retirement.  We further note that drawdowns from superannuation are not 
equivalent to consumption, but will likely be transferred to a bank account first, so the distinction is 
muddied.   

Non-superannuation assets are likely to be accessed first where they are liquid.  However, investment 
property accounts for 40% of all non-super wealth (excluding the family home).  Further, proceeds from 
the sale of the family home are often used to fund residential aged care deposits. 

Therefore, it is logical to assume that savings outside superannuation can be expected to make significant 
contributions to unexpected costs in retirement.  It needs to be borne in mind, however, that the holdings 
of assets outside superannuation are skewed to the wealthy and correlated with superannuation 
holdings – those with high superannuation balances are also the ones with high asset holdings outside 
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superannuation, and vice versa.  This means that, although average levels of wealth are high outside 
super, there is a large proportion of members with little to no wealth (the median is under $20,000 as 
per Graph 8).  Hence, CIPRs should still be designed with sufficient flexibility to allow members to access 
funds for unexpected costs either from an account based pension element of the CIPR or under a special 
condition of release from the longevity account. 

Graph 8. Distribution of non-super wealth (ex owner occupied housing) – retirees aged 65+ 

 
Source: Rice Warner analysis of Survey of Income and Housing data. 

The above box and whisker shows the distribution of non-super wealth for retirees over the age of 65. 
The box shows the range between the 25th and 75th percentile, and the line separating the colours shows 
the median.  The whiskers represent 1.5 times the interquartile range. 

7.11 Is the proposed structure of a CIPR appropriate? 

We are comfortable with the proposed product structure provided superannuation funds offer members 
appropriate financial advice.  Trustees could direct them to products offered by third parties rather than 
offer a CIPR themselves. 
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7.12 Are there any risks or issues with trustees partnering with third parties to enable them 
to offer certain underlying component products of a CIPR? 

The use of third parties will introduce additional outsourcing and counterparty risks, but would also result 
in risk transfer away from trustees for other risks.  Partnering is likely to be used where the trustee is ill-
equipped to provide longevity protection themselves either because of a lack of capabilities or because 
they don’t and won’t have sufficient retirees to operate a credible longevity pool.  Consequently, we do 
not see outsourcing of longevity risk management as an issue given APRA will continue to enforce strong 
management of these risks by superannuation trustees and insurers.  The current Prudential Standards 
might require some adjustments.  Consideration should be given to the range of mechanisms to be 
available for transferring longevity risk, i.e. would this be limited to insurance arrangements or should 
the framework also cater for mechanisms such as longevity swaps using the ISDA framework?  

7.13 Should trustees be able to offer one or multiple CIPRs as the mass-customised retirement 
income product offering to members? Why/Why not? 

Retiree needs are diverse and any single, mass customised CIPR is  likely to be able to meet the needs of 
members who select it.  Some funds also have a number of distinct market segments amongst their 
membership with each likely to have different needs. 

We would be supportive of allowing funds to offer multiple mass-customised retirement income 
products to members where they can allow for demographic differences in the membership base to 
better tailor the product to needs, provided trustees still have the option of providing a single CIPR if they 
expect that to be optimal for their membership base. 

Whatever mass customised offer is designed, it will also need to allow for individual customisation 
otherwise those not specifically served by the offer will opt-out or take their business elsewhere. 

7.14 If funds were able to offer multiple CIPRs as the mass-customised retirement income 
product, on what basis would CIPRs differ? 

CIPRs may differ by: 

▪ The level of Age Pension entitlements (eg Full, partial or none from inception), and therefore: 

 Couple/Single status 

 Home ownership 

 Amount of assets outside of super (if known) 

 Superannuation balance 

▪ Health 

▪ Occupation prior to retirement 

▪ Number of dependents. 

Trustees would need to engage with members to determine which version would suit which members 
and to collect information on the member that they don’t hold. 
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7.15 What are the key impediments currently preventing trustees from offering a mass-
customised CIPR to their members? 

The primary impediment to trustees offering CIPRs is the low demand for products of this sort which, in 
turn, is a function of many factors: 

▪ Poor value of annuity style products, which is itself a result of: 

 Record low interest rates. 

 Longevity protection effectively being bundled with conservative investment strategies for 
assets backing the liabilities.  

 High capital requirements for guaranteed products. 

▪ The difficulty in communicating the benefits of guaranteed products vs. the costs, in particular loss 
of capital on death. 

▪ Challenges in communicating ‘soft’ guarantees. 

▪ Product complexity meaning members need to seek advice to buy them.  The general lack of 
understanding has also led to a lack of trust. 

The tax treatment of the period between retirement and commencing payment has put deferred 
annuities at a disadvantage to account based pensions.   

Means testing issues, especially uncertainty as to the specific treatment of specific products, are also 
often cited as barriers to product development. 

Lack of demand has also resulted in lack of supply with a few market participants having sought to 
introduce such products in the past, but all of them having suffered from low sales. 

7.16 Would a safe harbour for their best interest obligations remove a key impediment to 
trustees designing and offering CIPRs? 

Trustees are best placed to advise whether they would or would not provide a CIPR without a safe 
harbour provision.   

We view the provision of a safe harbour with caution and are reticent to weaken member protections or 
to view retirement income products as requiring less member protection than other financial products. 

The design of any safe harbour would involve considerable debate on its scope and exclusion, and the 
end result would not necessarily make it easier in practice for trustees to offer CIPRs. 

7.17 Which trustees should consider offering a mass-customised CIPR to their members? 
Should the safe harbour be made available to all trustees or a certain population of 
trustees? 

Should a safe harbour be provided, it should be available to all trustees who offer a CIPR. 

7.18 After an appropriate transition period, should the Government consider whether there 
should be an express obligation on trustees to offer a CIPR? If so, what length of 
transition period would be appropriate? 

See our recommendations. 
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7.19 What process should be used to ensure that a CIPR meets the minimum product 
requirements? 

We are supportive of Option B – Third Party Certification that a CIPR meets minimum product 
requirements.  We would assume that APRA would still have some role in collecting data from the trustee 
on the CIPR (including an actuarial certification), registering the CIPR and when conducting regular 
reviews of the fund would take interest in the CIPRs impact on fund operations and risks. 

7.20 Would it be appropriate for actuaries to provide third party certification? If so, what, if 
any, additional regulation of actuaries would be required? 

Actuaries are well placed to provide certification given their longstanding role in the management of 
defined benefit funds and general skillset in managing investment and longevity risks in superannuation. 

The Actuaries Institute would likely be responsible for setting practice guides/standards that would be 
required to assist actuaries in providing certification. 

7.21 Should there be ongoing re-authorisation/re-certification requirements for CIPRs? If so, 
how and how often should this be done? 

Yes, as with defined benefits, the actuary should be responsible for recertifying the product on a regular 
basis and on any material changes.  There should be a list of events requiring recertification, which might 
include: 

▪ Material changes to the product design or terms. 

▪ Regular reviews on an annual (for appropriateness) and triennial (comprehensive) basis. 

▪ Changes to fund demographics (for example, following a merger). 

▪ Material changes to economic conditions. 

7.22 What should the consequences be if a CIPR no longer met the minimum product 
requirements? Is it possible to avoid creating legacy products? 

The minimum product requirements will form part of the certification requirements.  A failure to meet 
the minimum requirements would therefore cause the product to lose its certification.  In essence, it will 
be rated as unsuitable for its current and new members. 

This situation is not different from the situation where superannuation funds do not meet their 
obligations for accumulation members, or where banks do not meet their prudential requirements.  APRA 
has powers and processes to deal with these failures and should have equivalent powers and obligations 
to deal with CIPR failures. 

It would be insufficient to simply close the CIPR to new business. 

7.23 How can the framework facilitate trustees providing an easier transition into retirement 
for individuals, and what else can be done to meet this objective? 

CIPRs should include a basic level of general advice to ensure that all the benefits and risks of taking up 
the product are adequately communicated.  Comparisons to a baseline product such as an account based 
pension could facilitate members making their own decisions.   
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7.24 To which members would it be most appropriate for trustees to offer a CIPR? All members 
or only MySuper members? 

CIPRs should be made available to both MySuper and Choice members as the only distinction between 
the two in many instances is investment option selection.  Restricting the offering of CIPRs to only 
MySuper members will inhibit the growth of risk sharing pools. 

CIPRs could be made available to trustees of other superannuation funds and SMSFs who want to join. 

7.25 In what circumstances should trustees not offer a CIPR to certain members? 

CIPRs are unlikely to be suitable for those with a low life expectancy, those with large existing debts, or 
those who can expect to receive a full age pension at retirement commencement (which will provide all 
their longevity protection needs).  It is likely that trustees would not be able to determine whether any 
of these factors applied to a particular member prior to making an offer to that member.  The offer 
process will need to triage members to ensure that members are not placed into a CIPR that is against 
their interests. 

7.26 Should the safe harbour only apply to the offering of a CIPR to certain members? 

Offers to opt in to CIPRs should carry a warning as to the members for which they are not appropriate.  
Members will be required to opt-in to a CIPR.  The application process should allow for triaging of 
members to ensure that membership of the CIPR is in their interest.  As such, if a safe harbour is provided 
to trustees, the member has opted in, a warning was provided, and the application was triaged, the safe 
harbour should apply for all members. 

7.27 What information about CIPRs should be conveyed to members by trustees during the 
pre-retirement phase and how often should this occur? Should this information, its form 
and frequency, be prescribed? 

Disclosure of this type of information should be at the trustee’s discretion and should not be prescribed 
in terms of frequency. 

Provisions could be made to allow trustees to provide members with retirement projections that include 
the CIPR component with relief from holding an ASFL similar to the current ASIC Class Order 11/1227 
relating to projections provided in annual benefit statements. 

Where possible, government could facilitate like for like comparisons of standard product features. 

7.28 When should the pre-retirement engagement between a trustee and a member 
commence and how frequently should it occur? Should this timing be prescribed? 

This is a question of marketing and engagement.  It should not be prescribed.  Principles could, however, 
be established that describe best practice. 

Retirement age varies considerably as shown in Graph 9 (noting that this includes TTR members).  
Trustees will have the best knowledge of whether their members tend to retire earlier or later than 
average.  As such, the timing of such engagement should not be prescribed.  Trustees may consider 
beginning such engagement with the member at any age or frequency. 
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Graph 9. Age commenced pension –members in 2016 Super Insights sample 

 

7.29 What is the best way to communicate the offer of a CIPR to members? Will warnings/ 
pre-conditions when offering a CIPR be effective? If so, which warnings/ pre-conditions 
are necessary? If not, what is the alternative?  

This too is a question of marketing and engagement and should be at the discretion of trustees.  The 
current guidelines and requirements for marketing material and disclosure documents are quite 
comprehensive and adequate although they may requirement some small adjustment to take account of 
the specific features of CIPRs.   

7.30 What is the most appropriate type of disclosure document to provide further information 
about a CIPR to consumers and intermediaries such as financial advisers? 

Disclosure and disclosure documents for CIPRs should be consistent with the provision of information for 
financial products such as MySuper.  As such, the Product Disclosure Statement should be the primary 
means by which information is conveyed, with other disclosure provided in offer documents, the website 
etc. 

7.31 What is the best way to assist individuals to assess the pros and cons of a CIPR? 

Individuals should be given standardised information with which to compare products and we would 
recommend CIPRs be compared to an account based pension.  Government should undertake research 
with the Behavioural Economics Team of the Australian Government (BETA) to assist in the development 
of disclosure that best aids member comprehension without prejudicing their decision in favour of either 
CIPRs or their alternatives. 

7.32 What is the best way to foster competition in the CIPR market and broader retirement 
income product market? 

Competition will naturally arise as the products develop.  Although designed for members as a soft 
default, the majority of members do take interest in their super at retirement and will likely seek some 
form of advice and will consider what options are best for them (even if not in great detail).  Provided 
funds are given the ability to compete freely and members are provided with adequate information to 
make decisions then the products with the best value proposition and marketing will succeed.  

7.33 Should CIPRs be able to be provided via direct channels and financial advice? 

Yes.  CIPRs should be available through both channels. 
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7.34 Is there a need for regulation of fees and pricing of CIPRs? What are the options? 

Fees and pricing should not be directly regulated through limits or caps etc.  However, there should be 
stringent requirements for transparency of pricing and consistency between existing and new members.  

We are supportive of the proposal ensuring that existing members with non-guaranteed income are not 
disadvantaged relative to new members to the product and are required to be charged the same fee.  
Similar provisions should apply to legacy business if a new product is launched. 

7.35 Should a retirement income product that meets the minimum product requirements of a 
CIPR be labelled as such? 

If a product meets CIPR product requirements but is not offered as a mass customised product it should 
be possible to label the product as ‘meeting the minimum requirements of a CIPR’ for marketing purposes 
at the discretion of the provider, so long as the assessment is by third party certification or regulator 
authorisation. 

7.36 Is ‘MyRetirement’ a more appropriate label for a CIPR in both the product and framework 
sense? 

We believe that MyRetirement is a more consumer-friendly label for a CIPR that fits nicely with the 
MySuper labelling.  Our industry is already awash with jargon that members do not understand and it is 
best not to add to it. 

We do have some reservations about the use of MyRetirement as it implies that it is the complete 
retirement solution when, in fact, it may only be one element.  We also note the distinction between 
default accumulation MySuper vs. the non-default MyRetirement.  We have further reservation that 
members may associate features of the MySuper regime with MyRetirement and may then find the term 
MyRetirement to be misleading. 

The term MyRetirement might be applied to a framework that includes the product currently referred to 
as CIPRs.   

7.37 Would portability foster competition between CIPRs as well as other retirement income 
products? If so, how could portability be built into the design of a CIPR, should portability 
be mandatory or discretionary for trustees, and what would be the implications of this? 

In principle, portability is desirable, but, as the discussion paper notes there are a number of issues with 
portability principally that it may undermine pooling arrangements.  We support general portability of 
CIPRs, but providers would need protections.  For example: 

▪ Portability must not support members gaining access to their capital via a third party structure which 
would not be available to them in the CIPR.  If permitted, this would allow members with diminished 
life expectancy to withdraw from mortality pooling to the detriment of those who remain. 

▪ Withdrawal values would need to be able to reflect asset value movements and break penalties on 
underlying assets.  

If portability is to be supported, there will need to be industry wide standards and probably regulations 
to ensure that pooling is not undermined.   



Development of the framework for CIPRs 
Submission to Department of Treasury 
 

 
 

July 2017/339885_5 Page 32 of 33 

7.38 Should it be mandatory or left to the discretion of trustees to decide whether to allow 
for period certain guarantees in the design of CIPRs? What would be the implications of 
this? 

Period certain guarantees should be at the discretion of the trustee and are necessary as part of the 
‘flexibility’ component of the CIPR product.  We note that the proposed Australian Government Actuary’s 
framework for assessing whether CIPRs meet minimum product requirements will result in it being more 
difficult for products with overly generous period certain guarantees (in respect of death or withdrawals) 
to meet the minimum income efficiency benchmarks.  As such, trade-offs between the income efficiency 
and flexibility in the product should be easily managed by the certification test. 

7.39 What should be the maximum and minimum cooling off periods? 

We are generally supportive of allowing a longer cooling off period for CIPRs as they are marketed as a 
soft default and may not be appropriate for all members who take them up.  These members will need 
reasonable time to make this determination and to act.  However, we note that the currently proposed 
cooling off provisions are too generous over an extended period as they allow the consumer to withdraw 
at no cost to themselves.  This may cause the product provider to incur a loss if for example there are 
adverse investment market conditions.  This cost would most likely be distributed amongst other 
members.  Consequently, any extension of cooling off periods should allow the product provider to adjust 
the refund of assets based on their fair value. 

7.40 Should the CIPRs framework accommodate (and if so, how):  

7.40.1 joint CIPRs for couples? 

We have long advocated joint superannuation accounts9.  CIPRs provide the opportunity to get the 
regulatory framework right for joint accounts in retirement.  Joint CIPRs are particularly important 
relative to joint superannuation accounts as the guaranteed component of the income will not revert 
by default to a beneficiary on death.   

Difficulties noted in the discussion paper regarding different retirement dates and the $1.6 million 
pension transfer balance cap can be managed.  For example, balances could be consolidated for the 
ABP component, and two annuity style policies held within the same CIPR product could be provided 
for members who retire at different times.  The second annuity style product could be aligned with 
the first in features like the guaranteed period and reversion.  The exact nature of such an 
arrangement should be at the trustee’s discretion.  The $1.6 million cap for singles could simply be 
doubled for a joint account. 

7.40.2 collective defined contribution schemes  

CDC schemes have the potential to provide more efficient retirement incomes by managing the 
benefit from cradle to grave, and combining pooling of longevity risk with growth-orientated 
investment strategies.  CDC schemes could be designed to meet all the requirements of a CIPR.   

The provision of CDCs will require some changes to legislation regarding the accumulation phase of 
superannuation and there will undoubtedly need to be further consultation on these issues.  

                                                           
9 http://ricewarner.com/wp-content/uploads/2015/10/Joint-Superannuation-Accounts_April-2014.pdf  

http://ricewarner.com/wp-content/uploads/2015/10/Joint-Superannuation-Accounts_April-2014.pdf
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7.40.3 aged care refundable accommodation deposits? 

We note that although members may pay a daily accommodation payment (DAP) in lieu of the 
refundable accommodation deposit (RAD), the Maximum Permissible Interest Rate (MPIR) used to 
calculate the DAP is typically 4% above the base interest rate (90 day bank accepted bill rate).  As 
such, for most members it makes sense to pay a RAD instead of the DAP as the earning rate on other 
assets is unlikely to exceed the 90 Day BBR + 4% without risk. 

It is therefore desirable that funds should be permitted (and even encouraged) to provide products 
that allow for the commutation of benefits to provide for RAD deposits, perhaps with the RAD 
deposit being refunded to the CIPR provider on death. 

 

 


